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PREFACE

Last year, the Centre for Investor Protection at the NUS Business School launched the annual series, Case Studies
in Corporate Governance and Ethics, in three volumes.

This annual series comprises case studies on listed companies and other organisations in Singapore and the
rest of the world. The cases are written from public information to facilitate discussion and for use in courses
and programs for undergraduates, graduates, executives, directors, and other stakeholders. While the cases are
selected for their relevance to issues relating to ethics, corporate governance, and investor protection, they often
raise many other business issues, such as business models, finance, accounting, and sustainability. I personally
review and do the final editing for every case.

These cases are available for use free of charge. We only request that those using the cases write to me at
bizmakyt@nus.edu.sg, letting me know which cases they are using and for what courses and programs, and
acknowledge the source of these cases.

I am now pleased to release Volume 1 of the 2025 series which contains 10 cases. This Volume comprises six
Singaporean cases and four cases from the rest of Asia-Pacific.

The first case is about the New Zealand-based, Australian-listed Xero Limited, a SaaS company which has
grown to become a global company. It is an excellent example of how good corporate governance can help a
company achieve strong performance. Starting as a founder-controlled and managed company, it has successfully
transitioned into a professionally-managed company. The manner in which it has addressed issues such as CEO
succession, board structure and composition, and remuneration policies for directors and senior executives -
and its transparency and engagement with shareholders - serve as useful lessons for other founder-controlled
companies. As with any company, there are corporate governance practices that may be contentious and the case
also allows a discussion of these practices.

The six Singaporean cases include the well-known corporate governance sagas at City Developments Limited
and Cordlife Group Limited, other SGX-listed issuers which have faced scrutiny over a variety of corporate
governance and disclosure issues, and a case on events leading up to the aborted acquisition of a majority stake
in Income Insurance by Allianz and its aftermath. The Income Insurance case covers issues that have not been
discussed during the highly-publicised proposed Allianz deal.

The case on SHEIN, the Chinese ultra-fast fashion giant headquartered in Singapore, allows a discussion of
its business model and the sustainability-related issues that this raises, particularly social-related ones.

The two Australian cases in this volume include a case on the Australian Securities Exchange (ASX), which
focuses largely on the disastrous replacement of its Clearing House Electronic Subregister System (CHESS). The
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role and competencies of the Board, risk management, regulatory oversight of ASX, ASX’s dual role as a listed
company and market operator, and remuneration policies, are some of the other key issues covered. This case is
highly relevant to other listed stock exchanges which have similar dual roles, such as SGX.

The final case in this volume is about another ASX-listed company, Fortescue Ltd, a mining and green energy
company headquartered in Perth, Australia. This case covers issues such as those relating to dominant founders;
corporate culture and ethics; remuneration policies; whistleblowing policies; and sustainability.

Volume 2 of the 2025 series will be published by the end of this year.

I would like to acknowledge the students in the Governance, Risk Management and Sustainability course
who worked on the original cases as part of their course requirements. I would also like to thank the editorial
assistants who helped with checking the accuracy and editing the cases. Their names are mentioned in each case.

This publication and the establishment of the Centre for Investor Protection would not be possible without
the generous donation from a donor who believes in the importance of corporate governance and investor
protection for a robust capital market. I am deeply grateful to this donor.

Mak Yuen Teen, PhD

Professor (Practice) of Accounting

Founding Director, Centre for Investor Protection
NUS Business School

National University of Singapore






XERO IN ON GOOD
CORPORATE GOVERNANCE’

Case overview

On 18 December 2024, Xero Limited (Xero), which is listed on the Australian Securities Exchange (ASX),
announced a revision to its CEO’s pay. While her base salary and short-term incentive would decrease from
USD735,000 to USD540,000 under the new “location-specific” package, her annual total target remuneration
would increase to USD15.2 million. In addition, she would receive a one-oft grant of “at-the-money” options
with a fair vaue of USD26.49 million, vested in three equal tranches annually to ensure the alignment of CEO
and shareholder interests.

The changes in the remuneration policy for Xero's CEO was triggered by the hiring of a US-based CEO as
the company’s business became more global and an attempt to align the remuneration policy more towards the
US market.

The objective of this case study is to facilitate discussion of issues such a corporate governance of a founder-
controlled and managed company; transition of a company from founder-led to professionally managed; CEO
succession; board structure and composition; and remuneration policies for CEOs and non-executive directors
(NEDs) in different markets.

From Zero to Xero

Xero was founded in 2006 by Rod Drury and Hamish Edwards in their one-bedroom apartment in Wellington,
New Zealand (NZ). The number of the apartment was 404 — the error code for a “page not found” returned on
web browsers and as an interview with Drury said: “A terrible omen for a software-as-a service company, if you
were the superstitious type”. Xero was originally called Accounting 2.0.!

According to Drury: “I first got into accounting and bookkeeping at Napier Boys High School...We had a
fantastic teacher there — Fred. There were three or four of us, the naughty people. I don’t know what was the

* 'This case study was written by Professor Mak Yuen Teen with editorial assistance provided by Karen Lee Chen Xi. The case was
developed from published sources solely for class discussion and is not intended to serve as illustrations of effective or ineffective
management or governance. The interpretations and perspectives in this case are not necessarily those of the organisations named

in the case, or any of their directors or employees.
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decision that allowed us to pick bookkeeping as a subject for 5th, 6th and 7th forms. But I really loved it. I loved

that we could get a trial balance, we would do journals, and we had to come up with a P&L and a balance sheet.”

Drury went on to complete a computing degree at Victoria University of Wellington, specialising in accounting
and information systems and later joined Arthur Young, which then became Ernst & Young.” The other co-
founder, Edwards, was an accountant.

Drury is described as a technology entrepreneur. In 1995, he founded Glazier Systems, a NZ software
development and consulting company, which he then sold. He followed that up by co-founding Context Connect,
and then founded and served as CEO of AfterMail, which was also acquired. He then founded Xero.*

Xero took its name from a US rock band, which later became the famous Linkin Park.*® It was created after the
founders became frustrated with the accounting software available at the time, and wanted to make accounting
more accessible and efficient for small businesses.”

Xero isincorporated in NZ and its headquarters remains in Wellington. It listed on the New Zealand Exchange
(NZX) in 2007 through a NZD15 million IPO, and subsequently listed on ASX in 2012, before moving to a sole
ASX listing in 2018.% Drury remains a substantial shareholder but currently owns only 5.72% of the ordinary
shares. According to an online source, the general public, mostly comprising of individual investors, owns about
59% of Xero’s shares, while 33% are owned by institutions.” All ordinary shares have only one vote in Xero.

Today, Xero is a cloud-based accounting platform that uses a software-as-a-service (SaaS) model. It has 4.2
million subscribers and is a leader in cloud accounting across NZ, Australia and the United Kingdom (UK). Its
market capitalisation was AUD29.608 billion on 24 July 2025."°

Board of directors

When Xero first listed, both its co-founders, Drury and Edwards, were directors, with five other independent
directors (IDs)."" Although Drury was the CEO, Xero had adopted the model of having an independent Chairman
right from the start.

Xero has a lean board of directors (BOD), never having more than eight directors since it was founded, even
as it grew from a small NZ company to the multi-billion global company it is today.

Currently, it has a wholly non-executive BOD comprising just seven directors. There is no executive director
(ED) on the BOD. Xero transitioned to this model after Drury, who was the CEO and sole ED, retired as CEO in
2018 and remained on the BOD as a NED." He retired from the BOD in August 2023."

Today, all seven directors on the BOD are IDs, with three women, including the Chair of the People and
Remuneration Committee (PRC)."* The current Chairman, David Thodey, was appointed to the BOD in June
2019 and took over as Chairman in February 2020. All the other IDs have also served for less than eight years.

Thodey is from Australia, but the rest of the BOD includes two directors from NZ, one from UK and three
from United States (US)."* The current CEO, Sukhinder Singh Cassidy, a Canadian native, is also based in the
US.'® According to Xero, it aspires to be a world-class global SaaS business, and recruiting and retaining global
Saa$S leaders, who are concentrated in the US, is essential to delivering high performance to drive long-term
shareholder value in a competitive international market."”

The three US-based IDs joined the BOD in October 2020, February 2022 and July 2023. However, Xero has
had an geographically-diverse BOD for many years, including having directors from the US.

Within Xeros seven-member board, there is a variety of qualifications, skills and experience (albeit with a
strong technology bent), and several elements of diversity, including gender and geographical.

Xeros FY25 annual report shows the profile of the board in terms of gender, location, race and ethnicity, and
tenure, but not age (none of the jurisdictions the directors are from require age disclosure).'®
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For the skills matrix, Xero shows nine capabilities — global markets; SaaS technology and data; digital
product management; sales, marketing and customer experience; strategy; financial acumen; governance and
risk management; people and culture; and executive leadership. The skills matrix shows the number of directors
having “high capability” or “moderate capability” for each capability. All seven directors were assessed as having
“high capability” for strategy, people and culture, and executive leadership, and six for governance and risk
management. For SaaS technology and data, digital product management and financial acumen, only two
directors were assessed as having “high capability”

In a report issued on 2 August 2024 by the NZ Shareholders Association (NZSA) assessing Xero in a
number of areas and indicating how it will vote its undirected proxies for the company’s Annual General
Meeting (AGM) on 22 August 2024, it noted that Xero “does not attribute skill sets to individual Directors to
demonstrate how they contribute to the governance of the company.”*® No clarification was provided in the
FY25 annual report.?

One thing that Xero also does not appear to disclose is how it sources for IDs.

Xeros Chairman chairs its Nominations and Governance Committee (NGC).%

Non-executive director remuneration

At Xero, NEDs do not receive any performance-related or at-risk remuneration (such as options). It did use such
remuneration before 2016 but ceased doing so in order to preserve independence and impartiality.>*

Xero pays a higher fee for the Board Chairman than for other directors, and also additional fees for directors
who chair or serve as a member of the Audit and Risk Management Committee (ARMC) and People and
Remuneration Committee (PRC).? However, it does not pay any additional fee for those chairing or serving on
the Nominations and Governance Committee (NGC).

The basic retainers paid to the Board Chair and directors are differentiated according to their country of
residence. Xero said that these fees “are benchmarked to the local market and set accordingly, reflecting the
global composition of Xero's Board”** In its FY23 annual report, Xero disclosed that a Chairman who is resident
in NZ or Australia would be paid a retainer of NZD450,000 per year, while a Chairman resident in US and
UK would get NZD500,000 and NZD650,000 respectively.”® For other directors, those from the US are paid
a retainer of NZD360,000, while those from the other three countries - NZ, Australia and UK, are paid an
identical NZD190,000.%

In Xero’s FY24 annual report, it disclosed that effective 1 October 2023, the Chair received an increase of 3.3%
to NZD465,000 and the ARMC and PRC Chairs received fee increases of 5.3% to NZD40,000, while ARMC and
PRC member fees increased 10.5% to NZD21,000.”” There were no changes made to base fees for directors.”

In its FY25 annual report, Xero further disclosed that effective 1 October 2024, the Chair received another
increase of 5.81% to NZD492,000.2 The ARMC and PRC Chairs received a 28.75% increase to NZD51,500,
while members received a 20% increase to NZD 25,200.%°

Xero does not pay additional meeting or attendance fees for NEDs.*!

CEO succession

In 2018, Xero transitioned from a founder-led company, when its CEO, Drury, who had held this role since
he founded the company in 2007, stepped away from his executive role to become a NED. He was succeeded
by Steve Vamos. The then Chairman, Graham Smith, said: “One of the Board’s primary accountabilities is to
appoint the Chief Executive. We have been privileged and fortunate to have Xero’s founder Rod Drury in this role
since he founded the company 12 years ago...Steve’s appointment underpins Xero’s evolution from a founder-led
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company to a business with worldwide scale. Steve has the experience, capability and commitment we need to

grow Xero, and the Board is delighted to have secured somebody of his calibre for this critical role.”**

Drury said: “Xero plans relentlessly for success. This includes planning for succession and ensuring the right
people are in the right roles to execute the company’s strategy...In March this year, I announced my intention to
step down as Xeros Chief Executive at the end of the financial year. This was a carefully considered step made
possible by the strength of the leadership team we have developed over the past few years as we transition from
a founder-led company to a globally distributed, world class technology business scaling on multiple fronts.™*

Vamos formally took over as Xeros CEO in April 2018.* In the 18 months before he assumed the role, he
worked alongside the Xeros leadership team, including helping to hone Xeros operating model. Vamos had
held leadership roles in major technology companies, including Apple, IBM and Microsoft. He was described as
having a deep understanding of high-growth companies, having worked in start-ups, including one in Australia
which he grew into an industry leader.

On 10 November 2022, Sukhinder Singh Cassidy, a Canadian, joined Xero and in February 2023, she took
over as its third CEO, after Vamos decided to retire.”” The company said that as its global footprint grows, the skill
set and experience required of its management team continues to evolve, and its growth ambitions were the key
consideration in the global recruitment process for a new CEO.

Cassidy is an experienced global technology executive with more than 25 years’ leadership experience,
including at Google and StudHub, and as founder or co-founder of Boardlist, Joyus (where she was CEO), and
Yodlee.

Perfectly timed succession?

Drury founded the company, took it public first on NZX and then ASX, managed it for nearly 12 years, and by the
time he stepped aside as CEO in April 2018, Xero had a share price of about AUD34 and a market capitalisation
of about AUDA4.6 billion.”® When it opened its first day of trading on ASX in November 2012, its share price was
AUDA4.50.%

Under Vamos® watch, Xero’s share price reached a peak of AUD155.75 and market capitalisation of around
AUD?22 billion at the end of October 2021.% The share price and market capitalisation had fallen back to around
AUDG64.74 and AUD11.4 billion respectively by the time Cassidy joined.*

Since Cassidy joined the company, Xero’s share price has risen back to close at AUD170.63 on 18 December
2024, with a market capitalisation of nearly AUD26 billion.* Following the release of its FY25 full year results,
shares rose to close at AUD182.*! Xero also increased its revenue by 23% and expanded further through initiatives
such as the acquisition of Syft to enhance insights, reporting and analytics offering for customers globally.**
However, statutory earnings were lower than expected.*

Figure 1 shows the share price performance of Xero over the tenure of its three CEOs.
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Figure 1: Xero's share price during the tenure of the three CEOs*

Source: Yahoo Finance. (n.d.). Xero Limited (XRO.AX).

Beyond minimum compliance
Xero has gone beyond minimum compliance in a number of areas.

First, since it is incorporated in NZ, Xero’s annual report is primarily governed by the NZ Companies Act
1993. Nevertheless, it prepared a separate Remuneration Report which it was not required to.* While it said that
the report is not intended to fully replicate the statutory disclosure requirements of an Australian company’s
remuneration report, as these requirements do not apply to Xero, it nevertheless provided information
beyond what is required for NZ-incorporated companies “to provide greater transparency and insight into
our remuneration practices” To continuously improve the quality of its reporting and “deliver best practice
ASX governance standards”, Xero reiterated in its FY25 annual report that it would voluntarily publish its
Remuneration Report each year.*

Second, like many other companies, Xero uses benchmarking for setting remuneration of its NEDs and
executives.” However, there is full disclosure of the peer companies used. For US-based executives and NEDs,
it discloses the 20 companies in the US peer group. For those based in Australia and NZ, it discloses another 20
companies that form the ASX peer group. For NED fee benchmarking, it discloses another 21 companies that
form the UK peer group used as a supplementary comparator.

Third, for its 2024 Annual General Meeting (AGM) held in August 2024, it put an advisory resolution to
shareholders in respect of its Remuneration Report.*® Although “say on pay” is a requirement for Australian-
incorporated companies, it is not a requirement for Xero. In 2025, Xero reiterated that it would continue to
voluntarily make its Remuneration Report the subject of an advisory resolution to shareholders at each AGM.*
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CEO and senior management remuneration

For its leadership team, Xero discloses that it uses Fixed Remuneration (FR), Short-Term Incentive (STI), and
Long-Term Incentive (LTI) and Long-Term Equity (LTE).” For the STI, 50% is in cash and 50% is in deferred
equity (with one-year deferral) in the form of Restricted Stock Units (RSUs). LTI is contingent on performance
measures while LTE is contingent on continuing service. LTT RSUs vest at the end of a three-year performance
period following grant, while LTE RSUs vest in three equal tranches annually over three years.

Key features of its STI, LTT and LTE structures are clearly disclosed; as is the link between remuneration, strategy
and value creation for the STI, including choice of performance measures, weighting and rationale for the choice of
measures. These are shown in Figures 2 to 4 based on the annual report for FY24 - the first financial year after Cassidy
joined as CEO. Further retrospective disclosures of both STT and LTT targets were made in the FY25 annual report.”

6.3 At risk - Short-Term Incentive (STI)

STl is an at-risk component of remuneration structured to reward achievement in the financial period. The selected objectives reward delivery

of key strategic and financial objectives in line with the annual business plan, and reward outcomes aligned to Xero’s goals for growth and

operational discipline.

We review our ST| measures and weightings each year to ensure they reflect the voices of shareholders, customers and employees. The STI

performance measures have been chosen to focus on growing global revenue and creating customer value and engaged teams, while delivering

disciplined operational and financial outcomes. In line with this, in FY24 operating expenses as a percentage of operating revenue (OPEX ratio)

was introduced as a measure. Vesting outcomes have regard to whether the leadership team member has acted in accordance with Xero’s values.

+ The CEOQ’s target STl is 100% of base salary. This percentage remains unchanged from FY23. Due to changes in base salary as part of the
remuneration review, the CEO'’s target STl increased to US$735,000 (NZ$1,204,918) from US$700,000 (NZ$1,147,547)

» The CFQ’s target STl is 60% of base salary. This percentage remains unchanged from FY23. Due to changes in base salary as part of the
remuneration review, the CFO’s target STl increased to NZ$518,400 from NZ$480,000

The following table provides an overview of the key features of the STl structure.

Element

Details

Purpose

Focus participants on delivery of business objectives over a one-year period

Target opportunity

(% base salary as at 31 March
2024)

CEO 100%, CFO 60%

Maximum opportunity

(% base salary as at 31 March
2024)

CEO180%, CFO 108%

Performance period

Performance is measured from 1 April to 31 March

Performance measures

Performance metrics measure success in relation to our key stakeholders, reflecting the voices of
shareholders, customers and employees. Each measure has a threshold, target and maximum

Financial objectives (70%)

Financial objectives reflect the voice of shareholders — net new monthly recurring revenue (MRR) and
operating expense ratio (OPEX ratio) targets

Non-financial objectives (30%)

Non-financial objectives are based on:
« voice of the customer — partner and small business NPS targets

« voice of the employee — employee NPS and engagement targets

Individual modifier (applies
to the overall calculated STI
outcome)

Individual modifier is based on personal impact tied to the delivery of OKRs and other agreed deliverables
crucial to the success of the company, the demonstration and embodiment of Xero values, and the display of
leadership attributes

Target setting

Measures, weightings, and targets set at the beginning of each financial year are reviewed by the PR
Committee and approved by the Board annually. Performance measures are calibrated to ensure they are
aligned to our values, longer-term strategic priorities and risk appetite. They are set thoughtfully and fairly
and, depending on the expected performance, may increase, decrease or stay the same from the previous
year
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Element Details

Evaluation of performance Performance against financial and non-financial objectives is determined at the end of the financial
year. Financial outcomes are only confirmed after the audited results are finalised. Leadership team
performance (individual modifier), including acting in accordance with Xero's values, is reviewed by the CEO
in consultation with the PR Committee (and in the case of the CEQ, by the Board)

Pay vehicle 50% of STl awarded is paid in cash with the remaining 50% issued in RSUs under the terms of the Xero
Limited Restricted Stock Unit and Option Plan or the Xero Limited USA Incentive Scheme (as relevant)

Grant date RSUs are typically granted annually in or around July

For FY24, RSUs will be granted in July 2024

Vesting conditions RSUs vest in May in the year following the grant date, subject to continued service and confirmation from
the PR Committee that no award adjustment events have occurred

Cessation of employment Unless the Board determines otherwise, if the leadership team member ceases employment, all unvested
RSUs lapse and all STl awards not yet paid are forfeited

CEO: The CEO’s cash and equity STl will be forfeited if they are dismissed for cause or resign (other than
for good reason or genuine retirement) unless the Board determines otherwise. If the CEO terminates their
employment for good reason or their employment is terminated without cause, the cash component will be
pro-rated and the equity component will remain on foot and be eligible to vest in the ordinary course (as if
employment had not ceased). If the CEO ceases for any other reason the cash component will be pro-rated
and the equity component will remain on foot and be eligible to vest (as if employment had not ceased),
unless the Board determines otherwise

Sale of vested shares Our people are subject to Xero’s Share Trading Policy and dealing restrictions as outlined in section 4.2
Shares cannot be sold during a closed period for share trading other than in exceptional circumstances with
prior approval

Change of control The Board has broad discretion to determine the appropriate treatment of unvested RSUs on change of
control. Among other things, the Board may decide to vest/lapse unvested RSUs or settle them in cash
instead of shares

If the Board does not exercise its discretion, unvested RSUs will vest pro-rata, based on the proportion
of the vesting period that has passed at the time of the change of control and the extent to which any
applicable conditions have been satisfied

Malus and clawback provisions Adjustment, delay or withholding may occur in, but is not limited to, circumstances:
« where an employee has acted fraudulently or dishonestly or is in material breach of their obligations

« where Xero becomes aware of a material misstatement or omission in the financial statements of the Xero
Group

« where an executive has failed to act consistently with Xero's risk appetite and risk management priorities

« inany other circumstances where the Board determines in good faith there is an unfair benefit to the

employee
Dividends and voting RSUs do not carry an entitlement to dividends or voting prior to vesting
Amendments and adjustments Other than as set out above, the Board has discretion to make changes to the terms of RSUs, the Xero

Limited Restricted Stock Unit and Option Plan, and the Xero Limited USA Incentive Scheme, subject to the
law and ASX Listing Rules applicable, from time to time. The Board also has power to make adjustments to
the number of RSUs in certain circumstances

Figure 2: Short-Term Incentive®

Source: Xero Limited. (2024, May 23). Annual report 2024.

The percentage breakdown of each remuneration component under target and maximum total remuneration
is disclosed separately for the CEO and CFO.* The CFO has a significantly higher weighting for FR and to some
extent STI, while the CEO has a much higher weighting for LTI and LTE. For STI, the target opportunity and
maximum opportunity for the CFO are 60% and 108% (relative to base salary) respectively, while for the CEO
they are 100% and 180% respectively. However, it is in the LTT and LTE where the differences are most stark. For
the CFO, they are 60% and 70% respectively, while for the CEO they are 571.4% and 714.3% respectively.

At the maximum pay opportunity, the CEO’s variable pay would be more than eight times her base salary (for
equity-related components, these would be based on accounting values).

Although performance measures relating to the customer and employees carry a 30% weighting in the STI
for the CEO, it is mainly the financial measures that determines her total remuneration. For instance, assuming
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6.3.1Link between remuneration, strategy and value creation

The following table outlines the STI measures and weightings that applied to the CEO’s and CFO’s FY24 STl awards. The measures chosen were

selected based on their alignment with our goals.

Performance measure Weighting Rationale for choice of measure

Voice of the shareholder (70% of total)

Group Net New

pl:ll] monthly recurring 35% .
revenue (MRR)

Key leading indicator of Xero’s financial performance that represents
Xero’s ability to acquire new customers and penetrate the existing
customer base, directly driving subscription or other recurring
revenue growth

Indicates the effectiveness of Xero's sales and marketing function
and the value of Xero’s investment into product development

Demonstrates Xero’s ability to scale and deliver sustainable sources
of revenue

ﬁ Operating Expense 259,
Ratio (OPEX ratic) ’ .

Key financial indicator that captures the efficiency of Xero’s
operational spending

Demonstrates how effectively resources are being managed across
the business and acts as a measure of profitability

Voice of the customer (15% of total)

Partner and Small

15%
Business NPS ’

Key indicator of customer and partner satisfaction
Ensures continued focus on customer retention

Drives value creation through greater stakeholder trust and customer
advocacy
Drives value creation through delivery of a product experience that

exceeds expectations, increased brand awareness, perception and
value, including trust in the reliability and security of data

Voice of the employee (15% of total)

Employee NPS and .
15%
Engagement

Key indicators of employee satisfaction

Ensures continued focus on employee engagement

Drives value creation through enhanced attraction, development
and retention of top talent. Targeted initiatives and flexible ways

of working to promote diversity, pay equity and an inclusive
environment. Improved health, safety and wellbeing performance

Individual modifier (applies to the overall calculated STI outcome)

Goals tied to one or Applies to the overall
;@7\0 more of the company calculated STI .
wide OKRs outcome .

+ Key indicator of individual leadership performance

Ensures focus on achievement of goals tied to company-wide OKRs

Drives value creation through all of Xero's key outcomes

Figure 3: Performance Measures, Rationale and Weighting for Short-Term Incentive®

Source: Xero Limited. (2024, May 23). Annual report 2024.
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6.4 Long-Term Incentive (LTI) and Long-Term Equity (LTE)

LTl and LTE are at-risk components of leadership remuneration that are structured to reward the effective execution of Xero’s strategy and
sustained shareholder value creation.

The LTl and LTE plan was first introduced in F¥23 and involved a shift from options to RSUs and the introduction of a performance contingent
component (LTI). The Board reviewed the planin FY24 to ensure it continues to support Xero’s long-term strategy and sustained value creation.

This review resulted in the introduction of free cash flow (FCF) margin and re-weighting of measures under the LTI compenent. The combination
of revenue growth and FCF measures reflects our focus on balancing growth and profitability. The LTE component now vests in equal thirds,
annually over a three-year period. We have determined this vesting approach taking into account both ASX practice and US practice where time-
based RSUs with a quarterly vest are the norm.

« The CEQ’s target LTI and LTE is US$4,000,000 (NZ$6,557,377). This remains unchanged from FY23

« The CFO’starget LTl and LTE is 60% of base salary. This percentage remains unchanged from FY23. Due to changes in base salary as part of
the remuneration review, the CFO’s target LTI and LTE increased to NZ$518,400 from NZ$480,000

The following table provides an overview of the key features of the LTl and LTE structure.

Element

Details

Purpose

Rewards delivery against longer-term strategy and sustained value creation. Provides alignment between
shareholder, customer, and leadership team outcomes and time-based retention through multi-year
vesting

Target opportunity

(% base salary as at 1 July
2023)

CEO 571.4%, CFO 60%

Maximum opportunity

(% base salary as at 1 July
2023)

CEO 714.3%, CFO 75%

Pay vehicle LTl and LTE are provided in the form of RSUs under the Xero Limited Restricted Stock Unit and Option
Plan or the Xero Limited USA Incentive Scheme (as relevant). The number of RSUs granted is calculated by
reference to the LTl and LTE value (% of base salary) divided by the 30-day volume weighted average price
(VWAP) of Xero shares on the grant date

Grant date RSUs are typically granted annually in or around July

For FY24, RSUs were granted in August 2023 for the CEO and CFO

Vesting conditions

LTl and LTE split at maximum is 60% and 40%, respectively

LTI — value is contingent on performance targets over a three-year period (commencing 1 April 2023 and
ending 31 March 2026). RSUs under the LTI component vest once tested in or around May at the end of the
three-year performance period

LTE — value is contingent on service (being employed and not having resigned on the vest date). RSUs
under the LTE component vest in equal thirds in May each year following the year in which they are granted

Performance contingent component measures and weightings:
+ Operating revenue growth - 37.5%

+ Free cash flow (FCF) margin - 37.5%

+ Relative total shareholder return (rTSR} - 25%

LTI granted for FY24 will vest, once tested, on or around 31 May 2026

LTE granted for FY24 will vest in three equal tranches on or around 31 May 2024, 2025 and 2026

Cessation of employment

In the event of termination, all unvested RSUs are forfeited unless the Board determines otherwise

CEO: The CEOQ’s LTI will be forfeited if they are dismissed for cause or resign (other than for good reason or
genuine retirement) unless the Board determines otherwise. If the CEO terminates their employment for
good reason or their employment is terminated without cause, a pro-rata amount of LTI will remain on foot
and be eligible to vest in the ordinary course (as if employment had not ceased). If the CEQ ceases for any
other reason, a pro-rata amount of LTI will remain on foot and be eligible to vest in the ordinary course (as
if employment had not ceased) unless the Board determines otherwise

Sale of vested shares

Employees are subject to Xero's Share Trading Policy and dealing restrictions as outlined in section 4.2.
Shares cannot be sold during a closed period for share trading other than in exceptional circumstances
with prior approval

Change of control

The Board has broad discretion to determine the appropriate treatment of vested shares and unvested
RSUs on a change of control. Amongst other things, the Board may decide to vest/lapse unvested RSUs or
settle them in cash instead of shares

If the Board does not exercise its discretion, unvested RSUs will vest pro-rata based on the proportion
of the vesting period that has passed at the time of the change of control and the extent to which any
applicable conditions have been satisfied

Figure 4: Long-Term Incentive and Long-Term Equity**

Source: Xero Limited. (2024, May 23). Annual report 2024.
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she makes the target opportunity for both the STT and LTI (and ignoring her individual modifier and the ability
of the Board to exercise discretion), the 30% weighting for these measures would only have a 4.5% impact on her
total variable remuneration.

Xero also disclosed the 44 peer companies that are in the Nasdaq Emerging Cloud (EMCLOUD) as at 1 April
2023 used as the FY24 peer group for determining Xero’s relative TSR, which is one of the vesting conditions for
the LTL.>

The outcomes achieved for the STT are also clearly disclosed, as shown in Figure 5. Xero also provided a
summary of overall STI outcomes: “[FY24] [o]verall calculated STI outcomes resulted in plan achievement
of 87.8%. This reflects a pleasing operating result in FY24, highlighted by strong revenue growth balanced
with significantly improved profitability, while also acknowledging mixed outcomes against customer
measures and employee targets following the reshaping of our organisational structure as announced in
FY23. Following individual performance assessments, this resulted in the CEO being awarded 105.4% and
the CFO being awarded 87.8% of their STI target opportunity.”® In FY25, this decreased to 98.1% and 78.5%
respectively.”®

9. STl outcomes in detail

The annual outcomes achieved for the CEO and CFO are based on Xero's FY24 performance as set out below. Overall calculated STI outcomes
may range from 0%-180%.

Outcome Outcome
Objectives Weighting Commentary (% of target) (% of max)

Net new MRR was $28.7m. This

was below target
Voice of the shareholder 70% 97% 65%
OPEX ratio was 73.3%. This was

better than target

Partner NPS was above target

for FY24
Voice of the customer 15% 101% 68%
Small business NPS was below
target for FY24
Employee NPS was below target
for FY24*
Voice of the employee 15% 31% 21%

Employee Engagement was
below target for FY24 at 7.5

The individual modifier
(0%-120%) is based on delivery

_ of OKRs and other agreed
Applies to the overall ) :
o ) deliverables crucial to the
Individual modifier calculated STI 100%-120% 83%-100%
success of the company, agreed
outcome
between the CEO and the Board
for the CEOQ, and the CEO and the
CFO for the latter
Total outcome (CEQ) 105.4% 58.6%
Total outcome (CFO) 87.8% 48.8%

*Employee NPS was impacted by our restructuring program to better balance growth and profitability and to strengthen Xero for the future, as announced in
March 2023
“*Engagement has been trending upwards since the completion of the reshaping of our organisational structure and the way we work across functions. We are

continuing to focus on initiatives that reaffirm our purpose, develop and protect our culture and cultivate our talent

Figure 5: Short-Term Incentive Outcomes®

Source: Xero Limited. (2024, May 23). Annual report 2024.
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Figure 5 also shows how the individual modifier based on delivery of Objectives and Key Results (OKRs)
and other agreed deliverables were applied for the CEO and CFO. This adjusts the achievement of company
outcomes to individual outcomes in order to determine the payout under the STTs.

Even though there were “mixed outcomes” for customer and employee measures, with small business net
promoter score (NPS), employee NPS and employee engagement below target for FY24, with employee measures
being only 31% of target, the CEO was still assessed as achieving a total outcome of 105.4% after the application
of the individual modifier.” The Board has attributed the below-target performance for those measures to a
“reshaping of the organisation structure” While the small business NPS remained below target in FY25, employee
engagement was between threshold and target, potentially due to the introduction of initiatives such as a new
performance and capability framework.*!

For FY24, the CEO was assessed as having done better than the CFO.®* The individual modifier for the STI
outcomes for the CEO was agreed between the CEO and the Board, while that for the CFO was between the
CEO and the CFO. However, the FY25 annual report did not mention this information. It only stated that the
leadership team performance, as reflected by the individual modifier, was reviewed by the CEO in consultation
with the PR Committee, while for the CEO it was reviewed with the Board.?®. This was also mentioned in the
FY24 annual report.*

For FY24, which was Cassidy’s first full year as CEO, her total remuneration was NZD7.196 million, while
the CFO received NZD1.918 million.®> The total remuneration comprised the salary, pension and cash STI, and
the accounting values of options and RSU grants based on applicable accounting standards. In FY25, Cassidy
received NZD9.062 million while the CFO received NZD2.102 million.%

On 19 September 2024, the company announced that the CFO was leaving after nine years, including more
than six years as CFO.” The CFO had just won the CFO of the Year at Deloitte Top 200 Awards for ASX-listed
companies.

On 13 February 2025, Xero announced that Claire Bramley would be stepping in as the new CFO, bringing
with her global technology and software experience.®® Previously, Claire had held multiple leadership roles
at HP Inc for more than 14 years before becoming the CFO of Teradata, NYSE-listed global cloud database
and analytics software provider. Like Cassidy, Claire is also based in the US. She received a base salary of
USD520,000 and TTR of USD6,040,000 that were set by reference to the US peer group.® In addition, a sign-on
bonus was granted to “compensate for equity and other compensation forgone with her previous employer and
smooth out annual realisable pay during years one and two, given the back end weighting of Xero’s three year
LTI plans™”®

Malus/clawback provisions and board discretion

For the STI, LTI and LTE, the company disclosed that there are malus/clawback provisions, under which there
may be adjustment, delay or withholding of remuneration under certain circumstances, including but not
limited to fraudulent or dishonest conduct or material breach of their obligations by the employee; material
misstatement or omission in the financial statements of the group; failure of an executive to act consistently with
Xero’s risk appetite and risk management priorities; and any other circumstances where the Board determines in
good faith there is an unfair benefit to the employee.”

The Board has broad discretion in implementing the remuneration policy, including but not limited to,
making changes to the terms of the RSUs and various equity-based plans, and adjusting the number of RSUs in
certain circumstances.”
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Contentious remuneration components

The NZSA praised Xero’s remuneration disclosures in its FY24 annual report (for the year ending 31 March
2024), calling it “amongst the best for a New Zealand company”” It also said that it would vote undirected
proxies in favour for all four resolutions at the FY24 AGM, including the advisory resolution for the
Remuneration Report.

However, NZSA flagged two issues. Xero uses two types of long-term share-based remuneration, Long-
Term Incentive (LTI) and Long-Term Equity (LTE), split under the maximum remuneration into 60% and 40%
respectively for both the CEO and CFO. Xero clearly disclosed that only the LTT is performance-based and has
performance measures for vesting. The performance measures are operating revenue growth (37.5%), free cash
flow (FCF) margin (37.5%) and relative total shareholder return (rTSR) (25%), with performance based on a three
year period, whereupon it will then vest if performance measures are achieved. This remained unchanged in FY25.7

The LTE, on the other hand, is a pure retention tool, with no performance conditions. They vest in three equal
tranches over three years.

NZSA said: “We have commented previously on how the level of absolute payment related to LTI vesting
has potential to create some political risk, and that we would encourage Xero to consider applying caps on the
value (or number of options) associated with its share-based payments. However, we also note that Xero's CEO

remuneration framework is likely to be comparable with similar companies in the US market.””>

The second issue flagged by NZSA is that the CEO received an initial equity grant of 463,308 options when
she joined in November 2022. These options vest in three tranches at the one year, two year and three-year
anniversary of employment. NZSA said it does not support such payments as they reward tenure rather than
actual performance. However, it again noted that Xero's CEO is based in the US and that such awards are common
there. As Xero pointed out in its FY24 annual report, “the exercise price acts as a built-in hurdle to drive longer-
term strategy and sustained value creation”’

The issues raised by NZSA highlight a dilemma for Xero. By adopting US-style remuneration practices
because it is recruiting talent from there, it may alienate shareholders who do not subscribe to such practices.
This may explain why, despite NZSA voting its undirected proxies in favour of the advisory resolution relating
to the Remuneration Report for the FY24 AGM, 22.46% of the total votes cast was against the Remuneration
Report.”

Later, in response to engagement with shareholders and proxy firms regarding the CEO’s remuneration
review, the Chair of the Remuneration Committee included several clarifications in her letter to shareholders
as part of the FY25 Remuneration Report.”® The clarifications contextualised the revised US-style remuneration
package and explained how it did in fact align with Xero’s compensation philosophy.

In particular, Xero provided more information on why the LTE plans are common in US-style remuneration
packages and explained that they should be viewed as a form of deferred base pay, thus aligning executive
rewards with the interests of shareholders. It also clarified that the LTE was service-based, and the combination
of awarding LTI and LTE would result in at least 10% more of the CEO’s pay being performance-based or
linked to share price performance as compared to the past. Furthermore, Xero explained that the option grant
did ultimately align with its “pay-for-performance” compensation philosophy given that Cassidy would only
benefit financially if the Xero share price were to exceed AUD171.11, thus only rewarding positive share price
performance. Visual aids were also included to clearly illustrate the option mechanism.

Xero is not required to include this resolution because it is incorporated in NZ, even though it is listed on
ASX. The percentage of votes against is very close to the 25% threshold that would result in a strike under the
“two strikes” rule for Australia-incorporated companies.
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On 21 August 2025, Xero will hold its AGM for FY25 when its remuneration report will once again be put
to an advisory vote. It would be interesting to see if the clarifications and additional information provided by
the company following last year’s AGM will help reduce the percentage of shares voting against this resolution.”

Changes in CEO remuneration

On 18 December 2024, Xero disclosed that the Board had revised the remuneration of its CEO, Cassidy, “to
recognise her strong performance, ensure it is appropriately aligned to market benchmarks for comparable
technology companies, and that it continues to focus on long-term value creation.”®

The Board praised her “exceptional contribution” since joining Xero. It cited “revenue growth above 20%,
increased cash flow margin to 21% and a Rule of 40 of 41.0% and 43.9% in FY24 and H1 FY25 respectively”, and
Total Shareholder Return (TSR) of 161%”%' Indeed, it was later announced that Xero had achieved a greater than
Rule of 40 outcome of 44.3% in FY25.% [The Rule of 40 is a financial metric used to evaluate a SaaS company’s
balance between growth and profitability. Under the rule, a company’s revenue growth rate plus its profit margin
should be at least 40%.]

The changes willlift Cassidy’s remuneration to a potentially much higher level. The Board said that in reviewing
Cassidy’s package, it “applied Xero’s remuneration principles of performance, scope and criticality of role, and
location. [It] also took into account: the strong performance delivered by [Cassidy] during her first two years,
the commitment given to her that her remuneration would be reviewed in line with her performance, extensive
global benchmarking data, and feedback from consultation with a range of stakeholders on the construction of
the package including institutional investors and proxy firms”.*

As a result, Cassidy’s remuneration will be brought “in line with a benchmark group by moving future Total
Target Remuneration (TTR) (base salary, STI, LTE and LTI) from the 10" percentile to the median, and granting
a top-up allocation of options to bring her total equity exposure to the median of the group (excluding founder
CEOs). The benchmark group comprises US-based CEOs of globally comparable companies in the technology
sector” Xero provided detailed disclosures of the material terms of the CEO’s updated employment agreement,
the peer companies that are used, and a comparison of the amount and positioning for each remuneration
component under her previous agreement and the updated agreement.

As a result of moving her target remuneration from the 10™ percentile to the median, her total target annual
remuneration will increase from USD8.8 million to USD15.2 million. Her annual base salary will be reduced
from USD735,000 to USD540,000 and her target total cash remuneration (including target bonus) will decrease
from USD1.47 million to USD1.08 million. However, her target LTI will nearly double, from USD7.333 million
to USD14.12 million. Her maximum opportunity for the STI will remain at 180%.

Based on Xero’s disclosures, there does not appear to be any changes in the performance measures used for
the STT and LTI, or their weightings. With STI declining in importance, this will mean that the customer and
employee performance measures in the STI will have even less impact on her total remuneration.

Xero also made another one-off grant of 575,000 “at-the-money” options, with a fair value of USD26.49
million. NZSA had flagged concerns about the previous one-off grant to the CEO when she joined the company
but accepted that this is a common US practice.® Like the earlier grant, this grant will vest in three equal tranches
annually following the grant date. However, for this new grant, each vested tranche “will be subject to a further
holding restriction post vest such that 33% of the grant will be restricted until December 2027 and 67% until
December 2028”3 Xero explained in its FY25 annual report that the “non-market standard” hold period was put
in place to demonstrate the CEO’s commitment to delivering shareholders long-term value.*” The new grant is
to bring the CEO’s total equity exposure to the median of the benchmark group.®® Xero pointed out that this is
not typical in the US.*
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Share trading policy

Like many ASX-listed companies, Xero has a share trading policy which was last updated on 1 August 2024
although most of the elements were already in place.”

The policy sets out a list of examples of inside information. It contains a “Front Page Test” which states
that before a person covered by the policy deals in the company’s securities, they should ask themselves this
question: “If the market were aware of all the current circumstances, could I be perceived to be taking advantage
of my position in an inappropriate way? How would it look if the dealing were reported on the front page of the
newspaper or online?

It states that where clearance is required to deal under the policy, approval will not be granted where the
dealing would not meet the Front Page Test. If unsure, the person should consult the Company Secretary or their
delegate.

The closed periods are until 10 am Sydney time on the next trading day after the full-year or half-year results
are released, or any other period that the Board sets from time to time.

“Designated Persons” must request clearance to deal in Xero securities at all times. Designated Persons
comprise a director or CEO of Xero; a direct report of the CEO or someone who reports to a person who reports
directly to the CEO; a person on the list of Designated Persons maintained by the Company Secretary team; or
anyone notified that they are subject to trading restrictions under the policy.

Figure 6 shows who will give clearance for each category of Designated Person.

The person who will consider your request for clearance will depend on your role:

Person seeking clearance: Clearance required from:

Chair Chair of the Audit and Risk Management
Committee and Company Secretary or their
respective delegates

Director, CEO or CFO Chair and Company Secretary or their
respective delegates

Company Secretary Chair and CEO or their respective delegates

All other Designated Persons Company Secretary or delegate

The person who considers your clearance request may (and non-executive directors typically
should) consult with members of management, as appropriate.

Figure 6: Clearance for Share Trading by Designated Persons®’

Source: Xero Limited. (2024, August 1). Xero Limited: Share Trading Policy.

A culture change?

While the revised remuneration policy potentially increases the CEO pay very significantly, the Board has
provided very clear justifications as to why it believes the company needs to adopt US-style remuneration policy
for its CEO and align her remuneration level to those of her US peers. It has also tried to make certain adjustments
to take into account the expectations of non-US stakeholders.

However, the question is whether the revised remuneration policy will lead to a significant transformation
of its culture - for better or worse.
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Discussion questions

1. To what extent do you think good corporate governance and transparency has contributed to the success of
Xero? Explain.

2. Discuss how Xero transitioned from a founder-led company to a professionally-managed company and the
major lessons that other founder-led companies can draw from Xeros experience.

3. What are the essential elements of good succession planning for a CEO? Who should lead succession
planning for the CEO? To what extent should the CEO be involved in planning his own succession and
choosing his succession? Critically evaluate how Xero has managed the succession of its CEO.

4. Critically evaluate the board structure and composition of Xero.

5. Xero has a wholly non-executive Board of Directors, with the CEO being a non-board member after it
professionalised. Is this a good practice? Explain.

6. After the founder-CEO retired, he remained on the Board as a non-executive director. Do you think this is
generally a good practice? Is it reasonable for Xero to retain the CEO as a non-executive director after he
stepped down as CEO? Explain.

7. Critically evaluate the remuneration policies and disclosures for Xero’s non-executive directors and senior
management.

8. How can remuneration policy affect a company’s culture? Do you think the change in the remuneration
policy will change Xero’s culture and is this for the better or worse? Explain.

9. Critically evaluate the investor communications and shareholder engagement practices of Xero particularly

relating to its remuneration policy for senior management.
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CITY DEVELOPMENTS:
GOVERNANCE GETS BITTEN’

Case overview

In February 2025, City Developments Limited (CDL), one of the most well-known family companies in Singapore,
was thrust into the spotlight when it was reported that Mr Kwek Leng Beng, the Executive Chairman, had filed
a lawsuit against his son Mr Sherman Kwek, who is the Group CEO, and six other directors. His allegations
concerned governance lapses and an attempted board “coup”, centred around the rushed appointment of two
new independent directors to the Board. This latest saga came less than five years after CDL lost about S$1.9
billion from its investment in Chongqing-based Sincere Property Group. Several directors had resigned then due
to disagreement related to that investment.

The objective of this case study is to facilitate discussion of issues such as corporate governance of family-
controlled companies; appointment of independent directors; board composition; roles and responsibilities of
independent directors; compliance with corporate governance rules, codes and good practices; and the role of
institutional investors and proxy advisory firms.

How the City was built

Founded on 7 September 1963,' City Developments Limited (CDL) is a real estate company whose principal
activities are acquiring, developing, and selling properties. In November that same year, it went public, listing
its shares on the Singapore Exchange (SGX), then known as the Malayan Stock Exchange.? CDL made losses for
the first seven years of operations.’

In 1969, Hong Leong Group, founded and led by Mr Kwek Hong Png, started investing in CDL.* It appointed
three directors — Mr Kwek Leng Beng (Leng Beng), Mr Sim Miah Kian, and Mr Chow Chiok Hock® - to the CDL
Board, and injected funds into the troubled company. In 1972, Hong Leong Group acquired a controlling stake
in CDL.® Through strategic diversification, CDL managed to grow rapidly, expanding its portfolio of properties
which ranged from residences to shopping malls.

*  This case study was written by Professor Mak Yuen Teen, with editorial assistance provided by Tan Xin Lin Amanda. The case was
developed from published sources and commentaries written by Professor Mak solely for class discussion, and is not intended to
serve as illustrations of effective or ineffective management or governance. The interpretations and perspectives in this case are not
necessarily those of the organisations named in the case, or any of their directors or employees.
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The Hong Leong Group owns approximately 49% of CDL, with the rest owned by the public.” Figure 1 shows
how the Kwek family controls CDL. Figure 2 shows the Kwek family members who are behind CDL.

CDL shareholding structure

Davos Investment Kwek Holdings Various Kwek
Holdings (Key shareholders family members
(Key shareholders Kwek Leng Beng,
Kwek Leng Kee, Sherman Kwek,
Quek Leng Chan, Kwek Geok Luan,
Quek Leng Chye) Kwek Eik Sheng)
33.6% 29.1% 37.3%

Hong Leong Investment

Holdings (HLIH)
I | Control
! 61.8% | finfluence
Hong Leong Other related
Holdings (HLH) entities
16.7% 13.7%
18.9%
CDL
49.3% direct &

deemed interest held by HLIH

SOURCE: HANDSHAKES AND COMPANY DISCLOSURES = GRAPHIC: CHARMAINE MARTIN, BT

Figure 1: Family Holdings in CDL?

Source: The Business Times (2025, March 3). CDL Saga: Quek Leng Chan Possible Kingmaker.
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Figure 2: Kwek Clan Behind CDL’®
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CDL has over 600 subsidiaries and associated companies, spanning across 29 countries globally."” Figure 3
shows its corporate structure as of February 2025. Its market capitalisation of about $$5.50 billion as at 31 July
2025" makes it one of the largest companies in Singapore.

CORPORATE
STRUCTURE

AS OF 28 FEBRUARY 2025
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Figure 3: Corporate Structure of CDL

Source: City Developments Limited. (2022). Market capitalization of City Developments (C09.5I).

The Man

Leng Beng first joined the Hong Leong Group in the 1960s to work with his father. He led Hong Leong Group’s
takeover of CDL in 1972. CDL then expanded its portfolio to include high profile industrial and commercial
developments with the support of the Hong Leong Group.
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In the early 1990s, CDL took advantage of the collapse in hotel prices and acquired hotels globally,
including London’s Gloucester Hotel and New York City’s Hotel Millennium. By 2006, hotel operations had
generated 72% of the Group’s total revenue, and over the next three decades, CDL transformed into a property
conglomerate.'>"

Leng Beng joined CDLs Board in October 1969 and became Executive Chairman in January 1995, after his
father’s death." He is also the Chairman and Managing Director of Hong Leong Finance Limited, and Executive
Chairman of Hong Leong Investment Holdings Pte. Ltd. — the immediate and ultimate holding company of CDL
- and of Millennium & Copthorne Hotels Limited."

Transition in family management

“[I am] not averse personally to getting an outsider to come and run the company...if my
relatives or my son cannot perform.”

- Kwek Leng Beng, Executive Chairman of CDL '¢

In January 2014, CDL appointed an outsider, Australian Mr Grant Kelley (Grant), as Leng Beng wanted to
steer CDL towards a focus on overseas property in view of the weak domestic property market."” Grant was a
veteran with twenty five years of experience in managing private-equity real estate investments and management
consulting, and was formerly from Apollo Global Management and United States (US) fund Colony Capital. He
has a master’s degree in international relations from the London School of Economics and a master’s in business
administration from Harvard Business School."®

Leng Beng said that Grant would “bring fresh perspectives to a rapidly changing and competitive business
landscape”.’” Under Grant’s leadership, CDL launched an initiative to expand into overseas growth markets. He
pushed ahead with a diversification plan dubbed the “5-5-5 strategy” and returned CDL to a sustainable growth
trajectory. The aim of the strategy was to have S$5 billion in overseas property acquisitions and S$5 billion of

funds under management within five years.*

In April 2014, the third-generation members of the Kwek family - Mr Sherman Kwek (Sherman) and Mr
Kwek Eik Sheng (Eik Sheng) — were appointed to senior management positions. Sherman was appointed as Chief
Investment Officer while Eik Sheng took up the role of Chief Strategy Officer.”! These appointments were made
in preparation for succession from the second to the third generation of the Kwek family.* Sherman is the son of
Leng Beng, while Eik Sheng is the son of former CDL Deputy Chairman Kwek Leng Joo (Leng Joo).”

Sherman was also appointed as the CEO of CDLs subsidiary, CDL China Ltd.** He helped build CDLs
presence in Japan and Australia and led the expansion into the China market, helping CDL obtain prime sites in
Shanghai, Suzhou, and Chongging.”

Before joining CDL, Sherman was the CEO of City e-Solutions Limited, a Hong Kong-listed company that
was formerly a subsidiary of the Group. Prior to that, he was the Chief Operating Officer of Thakral Corporation
Ltd. and an Executive Director of HL Global Enterprises Limited, both listed companies in Singapore. Early in
his career, he worked in technology venture capital, investment banking, hospitality management and real estate
private equity. He is also a director of the manager for Singapore-listed IREIT Global.*

Sherman graduated from Boston University with a Bachelor of Science in Business Administration, majoring
in Finance and Marketing with a minor in Psychology. He has worked in New York, Hong Kong, Shanghai and
Singapore.”’

In September 2016, Sherman became the Deputy CEO. Although he relinquished his positions as Chief
Investment Officer and CEO of CDL China, he oversaw the Group’s operations in China through his appointment
as Chairman of CDL China’s board.?®
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On 11 August 2017, Sherman was named CEO-designate of CDL after Grant resigned as the CEO.”” He
became Group CEO on 1 January 2018.%

A Sincere mis-step

In May 2019, CDL decided to invest in Sincere Property Group (SPG), one of China’s top hundred real estate
developers, by acquiring a 24% equity stake for RMB5.5 billion (approximately S$1.1 billion).” CDL also
extended a $$540.6 million loan to SPG and bought another S$311.6 million in bonds issued by SPG with a
three-year maturity period.” As at 31 December 2019, the loan granted and bonds amounted to approximately
$$852 million, representing 14% of CDLs financial assets.”

On 15 April 2020, CDL entered into a definitive agreement to acquire a 51.01% joint controlling interest
in SPG for RMB4.39 billion (approximately $$0.88 billion). CDL would also have a call option to purchase
an additional 9% effective interest in SPG for RMB 0.77 billion (approximately $$0.16 billion). CEO Sherman
said the deal would “transform the group’s scale and firmly establish CDL as a major player in China’s property
sector’, taking CDLs presence in China from three cities to eighteen.*

However, half a year later, long-time Board member Mr Kwek Leng Peck (Leng Peck), Leng Beng’s cousin,
resigned as CDLs non-independent non-executive director (NINED), citing the following reasons:*

i. disagreements with the board and management in relation to the Group’s investment in SPG as well as
its continued provision of financial support to SPG; and

ii. reservations with the Group’s approach in the management of Millennium & Copthorne Hotels Limited.
CDL lost approximately eight percent of its market value in the week following the announcement.*

After the resignation of Leng Peck, three independent directors (IDs) followed suit in quick succession, citing
an investment disagreement as the reason for their departures.” Separately, another ID decided not to seek re-
election at the company’s Annual General Meeting (AGM) on 30 April 2021 after having served on the board for
over nine years.”

The investment into SPG turned out to be a disaster due to the COVID-19 pandemic and ‘three red lines’
policy introduced by the Chinese government, which delayed many of SPG’s projects. In April 2020, CDL had
renegotiated the terms of its joint venture, effectively giving it a substantial valuation discount.?* CDL provided a
business update in May 2021 that SPG was still facing liquidity challenges at that point of time and was “working
to speed up collections, asset sales and divestments to raise funds”*

CDL eventually impaired 93% of its total investment in SPG, which amounted to $$1.78 billion.* This resulted
in CDL reporting a net loss of S$1.8 billion in 2020, the worst financial performance in its history. Other losses
came from the impairment losses for CDLs hotels and investment properties of $$99.5 million and the allowance
for foreseeable losses for development projects of $$35.0 million. These latter losses were mainly due to the
COVID-19 pandemic adversely impacting the hotel industry. After the losses were announced on 26 February
2021, CDLs shares fell by S$0.15 or two percent to close at $$7.36 that day.*>*

SPG’s difficulties continued in 2021, with one of its creditors, Beijing Yi He Mercury Investment, filing a
bankruptcy claim against it in a Chongging court in July.**

On 10 September 2021, CDL announced the divestment of its interest in SPG.* CDL sold its 63.75% stake
in HCP Chonggqing Property Development Co., Ltd, which holds 80.01% of SPG, to an unrelated third party for
US$1.% The consideration took into account the liquidity issues of SPG, as well as its anticipated bankruptcy.’
The announcement stated that the CDL Board felt that the decision was “in the best interests of the Group
as these allow the Group to exit its investment in Sincere, and avoid being engaged in a possibly long drawn
bankruptcy reorganisation of Sincere”**



B 26| Corporate Governance and Ethics: Case Studies

On 13 September 2021, the Monday following the announcement, CDLs share price rose by 5.4% to $$7.03.*

“The reality is that such investments would have required board approval, and the directors
who approved the investments would also bear some responsibility. However, even the best
boards can make bad commercial decisions and even if some directors disagree with decisions,
it does not mean that decisions were wrong at the time they were made. It also does not mean
that all the directors who stayed behind agreed with the decision as not all board decisions
are based on consensus...To put the decision to invest in SPG into perspective, it was only
in August 2020 that the Chinese government introduced the “three red lines” policy which
capped three different debt ratios for the real estate sector. This was what ultimately brought
the sector in China to its knees. It came only after CDLs entry into a definitive agreement in
April 2020 to acquire a 51.01% controlling interest in SPG, with an option to purchase another
nine percent for about $$0.16 billion.

Nevertheless, the Chinese property market was already in some trouble when CDL started its big
acquisition move, which became more evident by the time it entered into the definitive agreement.
For example, Chinese property giant Evergrande saw its year-on-year revenue growth fall from
a high of around 50% between 2015 and 2018 to just 2% and 6% in 2019 and 2020 respectively,
with its gross profit margin showing a sharp decline of 12% from 2018 to 2020

- Professor Mak Yuen Teen, Corporate Governance Advocate™

New Board, old trouble?

After the series of departures from the CDL Board over disagreements with the SPG investment, three directors
remained - Leng Beng, Sherman, and Mr Philip Yeo Liat Kok (Philip Yeo). Five new IDs - Mr Ong Lian Jin Colin
(Colin),”* Mr Daniel Marie Ghislain Desbaillets (Daniel),”> Mr Chong Yoon Chou (Yoon Chou),” Ms Carol Fong
(Carol),** and Mr Lee Jee Cheng Philip (Philip Lee)*® — were appointed between October 2020 and January 2021
to replace the directors who had left.

On 1 January 2022, following the appointment of the newest ID Ms Wong Ai Ai (Ai Ai),”® CDLs Board
comprised nine directors, with six being independent. The non-independent directors were Executive Chairman
Leng Beng, Group CEO Sherman, and Philip Yeo.”

It was disclosed in CDLs 2021 annual report that pursuant to SGX Listing Rule 210(5)(d)(iii), Philip Yeo, who
had served the CDL Board for over nine years, had ceased to be independent with effect from 1 January 2022.% It
was further disclosed that CDLs Nominating Committee (NC) had recommended that Philip Yeo remain on the
Board “to maintain a balance of experienced and new [independent directors] on the board”. As a result, he had
been “re-designated from an independent non-executive director to a non-independent non-executive director”
with effect from 1 January 2022.%%

Connected independent directors

Professor Mak questioned the independence of a number of the current and former CDL IDs.®!

Since 2012, CDL has had four retired partners from its external auditors, KPMG, joining the Board as IDs as
various times. All have held audit roles at KPMG, with at least three having been audit partners.®

Three became lead IDs and also Chair of the Audit and Risk Committee (ARC). At various times, there
were two ex-KPMG partners serving on the ARC, including one as Chair.® This suggests a close relationship
between KPMG and the company, which may raise questions about the independence of the IDs - and also the
independence of the auditors.*
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One of the ex-KPMG partners, Mr Eric Chan Soon Hee (Eric), joined CDL Board in February 2012
and became lead ID, Chair of the ARC and Remuneration Committee (RC), and a member of the NC
and Board Committee (BC). He was audit partner at KPMG from 1989 to 2001 and transaction services
partner until September 2011. He joined the CDL Board in February 2012, or just five months after he
retired from KPMG.*®

Eric resigned from the CDL Board on 22 June 2018. That very same day, he was appointed as independent
Chairman of M&C REIT Management Limited and M&C Business Trust Management Limited, managers of
CDL Hospitality Trusts.®

The second ex-KPMG partner who joined CDLs Board, Ms Tan Yee Peng (Yee Peng), was audit partner from
2003 to 2010 and principal advisor to KPMG from 2010 to 2011. She joined CDLs Board on 7 May 2014 and
was a member of ARC, BC and NC, and Chair of Board Sustainability Committee (BSC) at various times. She
resigned on 4 January 2021 over disagreement relating to the SPG investment.*’

Another ex-KPMG partner, Ms Lim Yin Nee Jenny (Jenny), retired as a partner in 2001, continued to be
an advisor for KPMG until January 2004, and then joined M&C Reit Management and M&C Business Trust
Management - the manager and trustee-manager of CDL Hospitality Trusts, as lead ID and ARC Chair in 2006,
before retiring in 2017. In June 2018, she joined CDL and became lead ID, ARC and Remuneration Committee
(RC) Chair, and a member of its NC and BC. She resigned on 3 May 2021 saying this was “in light of contributions
from the Board’s new Independent Directors”®

The fourth ex-KPMG partner, Philip Lee, joined CDLs Board on 4 January 2021. He was audit partner
from 1995 until his retirement in September 2018, and had also held roles of Head of Real Estate, Investment
Banking, Private Banking, Head of an Audit Business Unit, and Head of People at KPMG. He is the current Lead
Independent Director (LID) and ARC Chair, and was also a member of the NC and RC before the NC and RC
were merged on 21 February 2025 to form the NRC. He is now also a member of the NRC.”

KPMG is a long-standing auditor for CDL, starting from 1999 or earlier. KPMG was also a long-standing
major tenant in Hong Leong building and used to have offices in City House, both owned by CDL.”

Another ID, Daniel, also joined CDLs Board after serving as IDs of related entities. He was appointed as an
ID of M&C REIT Management Limited and M&C Business Trust Management Limited in 2010, and was then
appointed as an ID of Millennium and Copthorne Hotels plc in 2016 before its privatisation. He joined CDL
Board in November 2020.”

Father takes on son

On 26 February 2025, corporate Singapore was stunned by news that Leng Beng had taken his son and six other
directors to court over alleged governance lapses and an attempted board “coup”. Other applicants in the suit
were CDL, Philip Yeo, Colin and Yoon Chou, and the other defendants named were Ai Ai, Ms Wong Su Yen
(Su Yen), Jennifer Duong Young (Jennifer), Carol, Daniel and Philip Lee.”>”?

Leng Beng accused Sherman and the other directors of “bypassing CDLs nomination committee to push
through board changes without proper review” and said he wanted to restore corporate integrity.”

According to him, the dispute centred on events that began on 28 January 2025, when an email was sent to
the Board nominating two new IDs. The timing, which was on the eve of Chinese New Year, and the rush to
approve the appointments, raised concerns. Yoon Chou, the NC chairman, was said to be “completely unaware”
of the nominations.”

Leng Beng said he questioned the urgency of appointing an additional two new directors the following day,
emphasising that “such significant governance decisions should not be rushed without due diligence and proper
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vetting”’¢ Despite this, a board meeting was convened on February 7, with no vote taken, but a written resolution
approving the appointments was passed hours later.

He had sought his son’s removal as group CEO on February 8, citing his role in what he called “the latest of
a long series of missteps””” The Board, led by the LID, Philip Lee, opposed the move. Leng Beng also pointed to
past business decisions under his son’s leadership that had “put CDL in a precarious position’, including a $$1.9
billion loss from CDLs investment in SPG in 2020 and poor returns from UK property ventures.”” He added
that CDLs share price had underperformed since Sherman took over in 2018. He vowed to take all legal steps
necessary to protect the company’s governance standards and its shareholders’ interests.”

Should Sherman be removed, Eik Sheng, Leng Beng’s nephew who is currently the group chief operating officer,
would serve as interim group CEO. Leng Beng urged shareholders to support efforts to “restore strong governance”
at CDL, warning that the current dispute risked damaging the company’s reputation and long-term stability.*

In response, Sherman said: “It is incredibly disappointing that our chairman and a minority of the CDL board
have decided to take these extreme actions regarding this disagreement around the size and make-up of the CDL
board....Our focus as CEO and directors, as a board majority and with clear guidance and support from our
company and independent legal counsel, has always been to implement steps to improve governance.!

Sherman said that this has “never been about ousting our esteemed chairman” He added that the steps to
strengthen the Board have purely been to ensure CDL has the highest standards of governance and that their
collective decision-making as a Board is as robust as possible.**

Later that night on 26 February 2025, Leng Beng made a second statement saying that the two new IDs, Su
Yen and Jennifer, have undertaken not to exercise any powers as directors until further notice and that “serious
lapses” of corporate governance have been stopped.®

Son fights back

The following day, in a statement issued on behalf of “the majority of CDLs board of directors”, Sherman said the
two statements issued by his father the previous day “d[id] not present the full picture”®

He said that Leng Beng’s statement did not reveal that the minority directors served Sherman and the majority
directors “just after noon” on February 26 for a hearing that was held just two and a half hours later.*”

“Without giving us the opportunity to respond in time to give the court the full picture, the
minority directors tried to get the court to grant interim injunctions to restrain the majority
directors on the board of CDL, comprising six independent directors and myself, from
implementing a number of resolutions, to restrain two independent directors from exercising
powers as directors and to reverse a number of resolutions that had been passed by the majority
directors on the board of CDL...As the chairman must know, yesterday the minority directors
failed in their application to reverse the resolutions that were passed.”.

- Sherman Kwek, Group CEO of CDL

He said that because the majority directors did not have the opportunity to present their case, they voluntarily
offered undertakings to preserve the status quo until there is a full hearing.*” The court said it was not making
any substantive orders on the minority directors’ application.®

All the directors were directed by the court to refrain from doing anything in relation to CDLs subsidiaries,
Singapura Developments and Millennium & Copthorne Hotels (M&C), that would affect the other party’s
position in the dispute until it is resolved.*
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The real sting was to come when Sherman mentioned for the first time that the primary reason for the dispute
was due to a “very serious issue of corporate governance” within the group “arising from the conduct of one Dr
Catherine Wu”. Dr Catherine Wu (Dr Wu) was appointed as director to M&C’s Board in July 2022 before she
resigned in January 2024, and her occupation was listed as “chief of staff”.*

“Although her official position is advisor to the board of M&C, a wholly owned and principal
subsidiary of CDL Group, she has been interfering in matters going well beyond her scope, and
she wields and exercises enormous influence. These matters have troubled us as directors...
Due to her long relationship with the chairman, efforts that were made to manage the situation
were done sensitively, but to no avail... This led us, with the benefit of legal advice, to propose
a resolution to terminate the advisory agreement Dr Wu has with the board of M&C and
another to affirm that Dr Wu has no power and authority, among other things, to influence or
advise the directors, management and staff of the CDL and M&C Groups.”

- Sherman Kwek, Group CEO of CDL*!

Sherman said that the majority directors are “alive to their duties and will continue to uphold corporate
governance and accountability within the CDL Group.”.?

Shermanss revelations about Dr Wu set off a media frenzy on who Dr Wu is, and her relationship with Leng Beng.

Who's Dr Wu?

Dr Wu was born in Taiwan, where she revealed on talk show “Da-win Dining”, hosted by Taiwanese TV host Paul
Lee, that she has five older brothers and one younger brother.”

She first pursued music studies at the San Francisco Conservatory of Music at the age of 15, where she won a
scholarship and subsequently enrolled in The Julliard School in New York.”* Following that, Dr Wu obtained her
doctorate in music education from New York University.”®

After the completion of her studies, she returned to Taiwan, where she joined a record label and released her
first piano album in 1990.¢ She was also the host of the music programme Music From The Heart, which aired
for more than 700 episodes in the early 1990s.”” In 1994, Dr Wu was selected as one of the “Ten Outstanding
Young Women in Taiwan” for her efforts to popularise classical music.”®

Following her work in Taiwan, she started her own kindergarten business in the early childhood industry in
Singapore. After a decade in the industry, she sold the business and dedicated her time to other aspects of hotel

management.”

Dr Wu and Leng Beng first met at a gathering of family friends in Taiwan in 1992, where Dr Wu described
their first meeting as a “job interview”, with Leng Beng posing “several wide-ranging questions” before asking if
she was interested in moving to Singapore.'” Initially, Leng Beng requested for Dr Wu to conduct research on
properties that he was interested in. Dr Wu gradually learnt about hotel management from him. Dr Wu recalled
that Leng Beng had asked her to evaluate the data of three potential hotels for acquisition, and to choose one
amongst the three. '

For the past three decades, Dr Wu served as a director at M&C, the principal subsidiary of CDL group.
Although her director status was terminated in January 2024, she returned to M&C as an adviser seven

months later.!?

Dr Wu also acted as Leng Beng’s personal assistant, though not as an official employee.'”® According to an
employment tribunal document filed in London in 2018, Dr Wu was paid directly by Leng Beng."*
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Truce...or not?

On 12 March 2025, Leng Beng discontinued his lawsuit against his son and the six other directors. He said he
and Sherman would continue in their roles, and all the current directors, including the two newly appointed
IDs, would remain on the Board.

He added that all the Board members had agreed to put aside their differences for the greater good
of CDL and its stakeholders, and said: “We will all continue to focus on strengthening CDLs business, in
accordance with good corporate governance, now and in the future, including completing the raft of landmark
developments under way across Singapore and globally, furthering the expansion of various brands under
Millennium & Copthorne (M&C), continuing our capital recycling initiative and, above all, maximising

shareholder value”1%

This put a pause to the legal fight - but more was to come at the AGM the following month.

Doctors, snakes and the AGM

The highly anticipated CDL AGM when the two newly appointed IDs stood for election took place on 23 April
2025. It did not disappoint in terms of drama.

One of the substantial and relevant questions submitted by shareholders prior to the AGM was for the
company to share its response to the queries to management sent by the Securities Investors Association Singapore
(SIAS).' Among these questions, the following two questions in particular were directed at the appointment of
the two new IDs:

a. “Can the company clarify whom the two newly appointed directors met and spoke with prior to their
appointment during the search and nomination process?”

b. “Do the two directors believe that their nomination and appointment adhered to best corporate
governance practices?”'””

On the first question, the company’s response asked the shareholder to refer to the section under “Criteria
and Process for Nomination and Selection of New Directors (Provision 4.3)” in its Corporate Governance
Report.'®

On whether the nomination and appointment of the two directors adhered to best corporate governance
practices, the company said that “while the nomination and appointment of the two new directors was not
made via the then NC, it was submitted to the full Board, which included the then NC, for consideration and
approval.”t®

The questions about the appointment of the two new directors continued at the AGM. One shareholder asked
why the two new directors did not take the opportunity to observe good corporate governance to speak with the
then NC members before being appointed by the Board."'® The then NC chairman replied that the appointments
had been handled in a rushed manner and it was during Chinese New Year. He had tried to schedule interviews
with the two directors but had to cancel and rush back to Malaysia, as his father was ill and had been admitted
into the Intensive Care Unit.""! He decided against conducting the interviews via Zoom as he felt that interviews
should be conducted face-to-face. He said while he did not interview the candidates, he knew Su Yen from the
Singapore Institute of Directors (SID) and thought her credentials were good."> He also explained what the usual
process for appointments would be like, which would involve an NC meeting to discuss, and possibly getting
some consultants’ advice and maybe even conducting a search.'”
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Philip Yeo was visibly displeased by the way the two directors were appointed and said:

“It must be unanimous; it must be [a] consensus. It should not be...disregarding the
chairman...there’s no company I have been involved [in], overseas and locally, where directors
can overthrow... in a coup against [the] chairman. All directors are appointed unanimously. It
should not be a small group pushing for this””.

— Philip Yeo, Director of CDL''*

He said he was informed of the proposed appointments on 28 January 2025 when he was in Da Nang. He did not
see a reason for such haste and thought that the proposed appointments were pushed by the LID, Daniel and Ai
Ai.'"® He said the two new IDs, together with Ai Ai and Daniel, who were standing for re-election, should not be
re-elected.''®

Su Yen then responded to the question and said that she takes seriously the importance of directors in
complying with the law, the Code of Corporate Governance and the Company’s Constitution.'”” She asserted
that the appointment of Jennifer and herself were in accordance with the Companies Act, the SGX listing rules
and the Company’s Constitution.''® She further stated that she and Jennifer had met some members of the then
NC as well as some members of the Board. There was also an attempt to meet the then NC chair.'”® She added

that there is a distinction between process and principles, and form and substance.'*

She then launched into an analogy of a sick child who had been bitten by a venomous snake and needed

urgent medical attention.'”!

“A stranger takes the child to the hospital. Now, the hospital has procedures in place, which
is that the parent needs to sign off before a procedure can be done on the child - very
reasonable, and the hospital has a ‘comply or explain’ principle. Now, the attending doctor
has to make a decision: Do I do this procedure on this child because the venom is going
through the child’s body? Or do I wait until I can find the parent who can sign off on this
because that’s [the] procedure?”

- Wong Su Yen, Independent Non-Executive Director of CDL'*

Her analogy - minus the venomous snake - was subsequently recorded in the minutes of the AGM as follows:

“She gave the analogy of a child, unaccompanied by his parents, being brought to a hospital by
a stranger. Such hospital may have certain procedures in place whereby only a parent of a child
can sign off on any authorisation for the hospital to provide care for the child. In a case where
the life of the child was in danger, the attending doctor would then have to make a decision
between following the hospital’s procedures and risking the child’s life, or to prioritise saving
the child’s life”

- Wong Su Yen, Independent Non-Executive Director of CDL'*

Jennifer had a less colourful response and mentioned that she was requested to provide timeslots for the
interviews and had, via Zoom, met with two members of the then NC and on a separate occasion, met with two
members of the Board.'** She said the then NC chair had also reached out and they had agreed on a time to meet

but he was unfortunately called away to Kuala Lumpur.'*

While there were calls from shareholders and directors about the need to move forward, one shareholder
said he has doubts on how the Board can move forward given the diversity of views, and called for
shareholders to give the Board a clear mandate through their votes.'?® Philip Yeo said that the key to moving
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forward should be based on good corporate governance and not making the same mistake. He said it should
now be up to shareholders to decide on the re-election but he wanted to put on record his unhappiness on
the matter.'”’

How we met the directors...

A major reason for Leng Beng to file the lawsuit against Sherman and the other six directors resolves around the
controversial appointment of the two new IDs, Su Yen and Jennifer.'*

In its Corporate Governance Report of the FY 2024 Annual Report, CDL provided a detailed description of

the circumstances leading up to the appointment of these two new IDs.'*

The following is a summary based on the company’s account '*:

1. Two IDs, including the LID, introduced and recommended the two candidates for appointment
as IDs.

2. 'The curriculum vitae (CVs) of the candidates were circulated to the Board on 28 January 2025, together
with the CV of another candidate who was previously proposed by the Executive Chairman who had
previously been declined by the proposing IDs, who were members of the former NC.

3. Invitations were sent to all the directors for separate virtual interviews with the two candidates on 28
January 2025, with different time slots on three different dates made available.

4. Separate interviews by the then NC Chairman were later cancelled due to a family emergency he had to
attend to.

5. 'The Group CEO arranged his own interviews with the two candidates.

6. 'The proposing IDs were the only members of the then NC who attended the interviews. Interview notes
were prepared and circulated to the board.

7. The LID requested for a board meeting to deliberate on the election of the three candidates. The board
meeting was held on 7 February 2025 and attended by all the directors. At this meeting, the purpose
of calling for the full board meeting and the recommendation of the appointments, without first going
through the NC, was explained, with reasons of corporate governance concerns as well as meeting
diversity targets cited.

8. Four of the directors objected to the increase in the board size and the process by which the
recommendation was made for the appointments. They also withdrew the nomination of the third
candidate proposed by the Executive Chairman as they were of the view that the board size should not
be increased.

9. One of the IDs supporting the appointment of the two remaining candidates requested pausing the 7
February meeting to hold an ad hoc NC meeting, but this was declined by the four opposing directors.
No vote was taken for the appointments at this meeting.

10. Three of the IDs supporting the appointment of the two IDs proposed during this meeting (with no
objections raised) that a resolution in writing be circulated to the directors. A Directors’ Resolution in
Writing (“DRIW 17) was circulated that same day. Five directors voted in support with the other four
voting against. The two new IDs were duly appointed.

The company said: “Accordingly, notwithstanding the above deviation from the NC’s terms of reference and
the provisions of the CG Code concerning the Appointments, the Company’s position (based on the majority
votes of the Board) is that there was a formal and deliberate process adopted in relation to the Appointments
and that such process is consistent with the intent of Principle 4 of the CG Code, which states that the Board
has a formal and transparent process for the appointment and re-appointment of directors, taking into account
the need for progressive renewal of the Board”."*!
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Professor Mak pointed out that, from the company’s description, the LID and another ID (“proposing IDs”)
initiated the search for the two new IDs, presumably on the behest of the majority or proposing directors.'*?

What the company did not say was how they were identified by the proposing IDs in the first place.'**

He said that neither they nor the proposing directors had the power to seek to increase the size of the board
or initiate a search for new directors without consulting the NC or the Board, as the Board had delegated this

responsibility to the NC and approved the NC’s terms of reference.'**

He added that if certain directors believed that the board size should be increased and new directors appointed,
the proper process is to propose this to the NC."** If the NC disagrees, the proposing directors can seek the
approval of the Board to do so. Alternatively, the directors could also have gone directly to the Board and get the
board to approve it, bypassing the NC. Based on the account given by the company, neither was done before the

proposing IDs initiated a search for the two new IDs."*

In his view, the two directors acted on their own or on the behest of the proposing directors to undertake

responsibilities that the Board had not authorised them to undertake."”

The company had used the reasons of “governance concerns in relation to the role and involvement of Dr
Catherine Wu at the relevant time, as well as the belief by the Proposing IDs that the other members of the then
NC were not likely to support the proposed appointments of new directors.”***

Professor Mak pointed out that the governance concerns mentioned are based on the views of the proposing
directors. He asked why those concerns could not be resolved by the then existing Board and said that just
because the proposing directors believed that the other members of the NC were not likely to support the
proposed appointments is not an excuse for bypassing the NC without board approval.'*

According to Professor Mak, the proposing directors had usurped the authority of the NC when they sought
to increase the number of directors and carry out a search for directors, without going through the NC and
without being authorised by the Board.'*” They not only failed to comply with the Code, they acted ultra vires,
according to Professor Mak.'*!

Professor Mak said: “Clearly, the manner of their appointment does not comply with the Code of Corporate
Governance and the process set out in the NC Guide published by the Singapore Institute of Directors (SID)”.'*2

He pointed out some of the “best practices”* in SID’s NC Guide:

“The Board should require the NC to review, at least once a year, the structure, size, and composition of the
Board and the Board Commiittees. If a new director is required to be appointed subsequent to the review, the NC
will initiate the director nomination process.”

“The nomination process requires the NC to take several steps:

e Develop desired profiles of new directors for the Board.
e Search for candidates.

e Shortlist candidates.

e Evaluate them.

e Recommend to the Board”

“To better understand the background and profiles of directors needed, the NC may also consult with the Board

Chairman, other Board members, and key members of senior management.”

“The NC should meet with each shortlisted candidate to assess the candidate and address any questions or
concerns on either side. Prior to recommending a candidate, due diligence should be conducted. This includes
checks on past litigations (and their status), bankruptcy records, and independent reference checks.”
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“The following should be submitted to the Board for discussion and approval:
A summary of the search and nominating process including the selection criteria used.

Resumes and background search results of the nominees (including a summary of the
nominee’s existing directorships, principal commitments, interests, and any matter that may
potentially affect his independence).

The list and evaluation of the successful nominees, as well as reasons for their selection.

The list of unsuccessful candidates and the reasons for not selecting them.”
- NC Guide, SID
To what extent has the appointment of the two new IDs followed any of these?, he asked.'*

Professor Mak added: “It so happens that one of the two new IDs appointed at CDL without the involvement
of the NC is Ms Wong Su Yen (WSY), the immediate past Chairperson of SID. She is also a fellow of SID and
a Senior Accredited Director. One would expect that someone in her position and with her credentials would
ensure that her appointment is in accordance with good corporate governance and the recommendations in
SID’s own NC Guide”'*®

The CEO of SID, Terence Quek, however, defended the appointment process. He said that “while NCs
typically propose their director appointments to the board for approval, this practice may vary depending on the

individual company’s constitution and policies.”'*

What'’s in CDL’s Constitution?

CDLs Constitution contains the usual clauses relating to the appointment of directors and the convening of
board meetings.

Clause 76 of CDLs constitution states: “The Directors shall have power from time to time and at any time to
appoint additional Directors to the Board or to fill casual vacancies but the total number of Directors’ power to
appoint Directors shall not at any time exceed the maximum number fixed by this Constitution. A Director so
appointed shall hold office until the next Annual General Meeting, at the conclusion of which he shall retire, but
shall be eligible for re-election and shall not be taken into account in determining the number of Directors who
are to retire by rotation at such meeting”**’

Clause 94 states: “The Directors may meet together for the despatch of business, adjourn and otherwise
regulate their meetings as they think fit, and determine the quorum necessary for the transaction of business.
Unless otherwise determined, two shall be a quorum. A meeting of the Directors at which a quorum is present
shall be competent to exercise all powers and discretions for the time being exercisable by the Directors.
Questions arising at any meeting shall be decided by a majority of votes. In case of an equality of votes (except
where only two Directors are present and form the quorum or when only two Directors are competent to vote on
the question in issue) the Chairman shall have a second or casting vote**

Clause 96 states: “A Director may, and on the request of a Director the Secretary shall, at any time summon a
meeting of the Directors. Notice of a meeting of Directors shall be given to all Directors, whether or not he is in
Singapore. Any Director may waive notice of any meeting and any such waiver may be retroactive”'*’

Clause 97 meanwhile states: “The Directors may from time to time elect a Chairman, who shall preside at
meetings of the Directors, and determine the period for which he is to hold office, but if no such Chairman be
elected, or if at any meeting the Chairman be not present within five minutes after the time appointed for holding
the same, the Directors present shall choose one of their number to be Chairman of such meeting” '*°
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Do these clauses in the constitution and the purported “governance concerns” support the majority directors’
and certain commentators’ views that the manner in which the two directors were appointed was not in violation
of the spirit of good corporate governance?

Professor Mak said: “To be fair, there may be situations where strict compliance with “best practice”
guidelines may not be possible. Therefore, she [Su Yen] and the other newly-appointed ID should be given
an opportunity at the company’s coming AGM, when they will have to stand for election, to explain the
circumstances surrounding their appointment, including who approached them to join the board (since the
NC chairman was not involved), why they accepted the appointment without being interviewed by the NC, and
what value they see themselves adding to the CDL board. I hope the CDL Chairman will allow them to answer
questions from shareholders.”**!

More questions about Wong Su Yen

Professor Mak said that in Su Yen’s case, the appointment template listed 13 present appointments, including her
own consulting and advisory businesses.'** Her current appointments include directorships in three other listed
issuers — CSE Global, First Resources and Yoma Strategic Holdings (she has since retired from Yoma). Her past
appointments included two listed issuers — Nera Telecommunications (Nera) and Pegasus Asia (originally listed
as a SPAC, but delisted after it failed to find a target).

He asked whether her track record in her past and present appointments in other listed issuers was assessed
and whether checks were done with others who have worked with her.'**

Professor Mak pointed to the case of Nera. In the company’s response to one of the questions from SIAS in
April 2024 about its total shareholder return (TSR) in the past 10 years, the following statements were included: “A
TSR over a 10-year period would cover the time when Ms Wong Su-Yen served as the chairman (from 30 April
2014 to 23 December 2022) and the short tenures of the two chairmen after her...Neras TSR, from 2 January
2014 to 31 December 2023, is -40.85%. ">

He said he found it interesting that the company made explicit reference to Ms Wong’s tenure as its Chairman
while disclosing its poor TSR. > While he said the company may come across as unfairly trying to attribute blame
to Ms Wong by highlighting her tenure as Chairman since the Board and management should be collectively

responsible, he said the Chairman does have a major role to play in steering a company.'*

Rushed process to increase board size and appoint the new IDs

Professor Mak said that Su Yen in her analogy seems to suggest that CDL had a really serious governance issue, akin
to being bitten by a poisonous snake, and needed to be attended to urgently by a doctor, which presumably is her."””

He said that CDL had a nine-member Board, after an ID resigned in December 2024."% In its FY2023
corporate governance report, when it had a 10-member Board, it said: “ Having considered the scope and
nature of the operations of the Group, the Board, taking into account the recommendation of the NC, is
satisfied that the current size and composition of the Board and Committees provide for diversity in line with
the BDP with a good balance of skills, experience, industry knowledge, professional qualifications, gender
and age, which serve to support the Company in achieving its strategic objectives and sustainable growth
and development.”'*

Professor Mak said that nine directors is an adequate board size for companies of any size and complexity
if it is properly constituted based on independence, competency and diversity requirements.'® He asked: “Why
did the proposing directors feel that they need to suddenly increase board size to 11 when 10 directors were
considered appropriate and the proposing directors already comprised the majority?”'!
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He questioned the fact that their appointments were done through the circulation of the candidates’ CVs and
virtual interviews, and the entire process took just 11 days between the date they were proposed and the date
when they were appointed.'®* He added: “How could their suitability be assessed just based on their CVs and

virtual interviews? Why were in-person interviews not done?”'®’

Professor Mak said that a proper search and nomination process would take much longer than 11 days.
Viewing CVs and conducting virtual interviews, in his view, would not be sufficient to assess if directors are fit
and proper or if they would add value to the board. This is especially true if the existing directors are not familiar
with the candidates.'*

Did the two new IDs fetter their discretion?

Professor Mak also raised the question of what due diligence the two new IDs did before they agreed to be
considered and appointed.'® He said it was clear that the two new IDs only spoke to the two proposing IDs or
the proposing directors, but not the other directors.'*® He asked: “Did they form a view about the circumstances
that the company was facing just from speaking to the proposing directors and accepted their version of the
circumstances? Did they agree to support the proposing directors before they have properly understood the

actual circumstances.”'*”

He said that if they did so, one could argue that the directors had fettered their discretion.'®

Is the new Board fit for purpose?

Professor Mak pointed out that while some of the 11 directors have international experience, all are resident in
Singapore. He said that as a company with global operations, CDL may benefit more from adding directors who
are based in their major markets.'® A robust assessment of skills and competencies as part of a proper search
and nomination process is critical for building an effective board, he said, and that this would take much longer
than 11 days.'”

Figure 4 shows the director skills matrix in CDLs FY2024 annual report after the appointment of the two new
directors has increased the board size to 11'”, and the directors skills matrix in the FY2023 report when there
were 10 directors.”?

FY2024 AR FY2023 AR
Directors’ Skills Matrix

Directors’ Skills Matrix
Real estate & hosplality-related I Real estate & Hospitaliny-related
Hotel managernent or asset management I Hotel management or asset managerment
Fund management - E Fund managamiant
Strategic planning and laadership and management NG 11 Serasegic planning and Leadership and mangament
Audit/finance/accounting . Ay /Mfinanca/ accounang
Risk managerent I Rk rmanagement
Siestainability I Sustanabiley
Corporate fimance/mergers & acquisitons _ & Corporate financeimengers b aquisiions
Legal I Legal
Digital/information technology I Dhgrtal mformatan weehnclogs

Figure 4: Director Skills Matrix in CDL's FY2024 Annual Report and FY2023 Report'”

Source: City Developments Limited (2023) City Developments Limited Annual Report 2023,
City Developments Limited (2024) City Developments Limited Annual Report 2024
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At the AGM, a shareholder noted that the directors’ skills matrix indicated that four directors possess skills in
the “legal” category and enquired who are the four lawyers on the Board. The NRC chair said that directors
do not necessarily need to hold a law degree to have the legal experience. Accountants, for example, may take
law as part of their training. The Company Secretary added that the skills matrix tracks the directors who have
put themselves to have experience in legal knowledge and directors annually confirm their core skillsets and

competencies.'”*

Was gender diversity used as a Trojan horse?

Professor Mak said that although he is a strong supporter of gender diversity, he was concerned that it was used
as a Trojan horse in this case.'”

«

CDL had said that the appointment of the two new female IDs
targets”.'” With the appointment of the new directors, CDL has 4 out of 11 female directors, or 36% - above its
2025 target of 25%.

would also help to fulfil the Board diversity

He asked: “But what cognitive diversity will it have when the two new IDs seemed to have accepted the
appointment based purely on what the proposing directors told them?”'”’

He felt that gender diversity had been achieved but governance had been trampled upon.'”®

Merging the NC and RC

Another controversial move made by the “majority directors” which the “minority directors” strongly objected
to was to merge the NC and Remuneration Committee (RC) to form a combined Nominating and Remuneration
Committee (NRC). This was announced on 21 February 2025."”

The announcement said: “Following the appointments of Ms Jennifer Duong Young and Ms Wong Su Yen,
the Board has conducted a review of the composition, function and efficacy of the committees of the Board
(“Board Committees”) with a view to improving the efficiency and effectiveness in the discharge of the respective
Board Committee’s duties...[and] taking into consideration the roles and responsibilities of the Nominating
Committee (“NC”) and the Remuneration Committee (“RC”), the NC and the RC will be merged to form the
Nominating and Remuneration Committee (“NRC”), in order to streamline and facilitate holistic oversight
and consideration of the appointment, performance and compensation of the Directors and key management
personnel”*%

The previous NC, which comprised Yoon Chou (Chairman), Leng Beng, Philip Lee, Colin Ong and Ai
Aji, was now replaced by the NRC which comprised Ai Ai (Chairman), Colin Ong, Philip Lee, Daniel and
Su Yen. Yoon Chou and Leng Beng were therefore excluded from the merged NRC, and only Colin Ong
from among the “minority directors” was retained on the merged committee. The merged NRC now only
comprised IDs.'®!

The Corporate Governance Report in CDLs FY2024 Annual Report disclosed how the merging of the two
committees was carried out.'® It said: “Following the Appointments [of the two new IDs], the Relevant IDs
also proposed changes to the composition of the Committees including the constitution of the NRC (“Changes
to the Constitution of Committees”), as well as other matters in connection with the Company’s key and
significant subsidiaries (“Other Matters”). A Board meeting was requested by the Relevant IDs on 17 February
2025, in accordance with the Constitution, to consider the Changes to the Constitution of Committees and
the Other Matters. As the meeting on 17 February 2025 was not attended by all the Opposing Directors due
to short notice, amongst other reasons, a Directors’ Resolution in Writing (“DRIW 27”) in connection with
the subject matters was circulated by the Relevant IDs on the same day to seek the votes of the Board on
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the same, but it was conveyed that DRIW 2 would only be considered on 21 February 2025, giving time and
opportunity to the Opposing Directors who had not attended the meeting to seek clarification and engage
with the Relevant Directors on these proposals. Approval was obtained from a majority of the Directors on
DRIW 2 on 21 February 2025 (but with the Opposing Directors objecting), and the subject matters including
the Changes to the Constitution of Committees as set out in DRIW 2 were put into effect in accordance with

the Company’s Constitution.” '**

Shareholders give full support

Despite the contentious circumstances under which the two new directors were appointed, and NINED Philip
Yeo urging shareholders to vote against the election of the two new IDs and two incumbent IDs standing for re-
election, shareholders at the AGM voted unanimously for all the resolutions. Figure 5 shows the results for the
voting on the resolutions for the re-election of the three incumbent directors and two new directors.

FOR AGAINST
Total number

of shares
represented

As a As a
percentage of percentage of
total number total number

Resolution number and details by votes for  Number of Number

. of votes for of votes for
and against  ghares v of shares v

and against and against
the resolution the resolution
(%) (%)

the relevant
resolution

Ordinary Business - Ordinary Resolutions (cont’d)

Resolution 4(b)

Re-election of Mr Daniel Marie
Ghislain Desbaillets as a Director
retiring in accordance with Clause
83(a) of the Constitution of the
Company

537,467,768 | 534,212,722 99.39 3,255,046 0.61

Resolution 4(c)

Re-election of Ms Tang Ai Ai Mrs
Wong Ai Ai as a Director retiring in 537,495,277 | 532,092,651 98.99 5,402,626 1.01
accordance with Clause 83(a) of the
Constitution of the Company

Resolution 5(a)

Re-election of Ms Young Jennifer
Duong as a Director retiring in 537,523,477 | 534,439,318 99.43 3,084,159 0.57
accordance with Clause 76 of the
Constitution of the Company

Resolution 5(b)

Re-election of Ms Wong Su Yen as a
Director retiring in accordance with 537,475,877 | 533,874,893 99.33 3,600,984 0.67
Clause 76 of the Constitution of the
Company

Resolution 6
Re-appointment of KPMG LLP as 537,580,677 | 534,233,741 99.38 3,346,936 0.62
Auditors

Figure 5: Results of voting for resolutions on re-election of directors at CDL AGM on 23 April 2025 '*

Source: City Developments Limited (2025, April 23). City Developments Limited Annual General Meeting.
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Although proxy advisory firm, Glass Lewis, issued an ESG Controversy Alert on the conflict between Leng Beng

185

and Sherman regarding the process for nominating directors'®, institutional investors such as CalSTRS'*® and

CalPERS" voted in support of all the resolutions, in accordance with the recommendations of Glass Lewis.

Norges Bank Investment Management, known to be highly focused on corporate governance and sustainability,

also voted in support of all the resolutions.'#®

Based on the voting results, it is also clear that the Kwek family holding company, HLIH, voted in support of
all the resolutions.

The CEO’s remuneration “sacrifice”

In CDLs annual report that was released on 8 April 2025, the remuneration table shows that Sherman was paid
$$2,974,065.45 for FY2024."* It also shows under the column “LTI” (for Long-Term Incentive) that Sherman has
“Volunteered to forgo™'® The footnote to the table states: “Mr Sherman Kwek, the Group CEO, has voluntarily
elected to forgo his 2024 LTI grant of $1.35 million. The NRC acknowledged his decision and expressed
appreciation for his leadership and dedication to the Group”.**!

The LTI was introduced in FY2022. Sherman was granted a LTI of S$1.35 million that year and the same
amount in FY2023. According to Professor Mak, it is evident that there are no performance conditions for the

LTI grant since it is the same amount each year. '**

For FY2022 and FY2023, Sherman’s LTI grant was not included in his total remuneration shown in the
remuneration table. Rather, it was disclosed as a footnote to the remuneration table. '** For example, for FY2023,
the remuneration table shows his total remuneration was $$3,515,826 comprising fixed salary (inclusive of
Annual Wage Supplement or AWS), STI or short-term incentive in the form of annual variable bonus, board/
committee fees, and other benefits. The footnote for the table states that the LTI grant of S$1.35 million is
in addition to the remuneration in the remuneration table. It also states that the final payment to be vested
is contingent on the achievement of pre-determined targets over a three-year performance period, which will
range from 0% to 200% of the award."*

Professor Mak noted that for FY2024, Sherman took a pay cut of about S$541,761 and also “gave up” a $$1.35
million LTI grant.” However, he said that rather than applauding Sherman for his “generosity” in giving up
his LTI grant, CDL shareholders should ask the NRC to provide more information about the LTI grants given
in FY2022 and FY2023. They should also ask whether the FY2022 and FY2023 grants are likely to vest and if
so, how much, bearing in mind that he could get as much as 200% of the LTI grants given to him in FY2022
and FY2023. He said that given how poorly CDL has done from a financial standpoint since those grants were
made, it may be highly questionable if those grants vest.”” He added that if performance conditions are stretched
targets, Sherman may be giving up something in FY2024 that may not vest anyway."”

Professor Mak also observed that like most other companies listed on SGX, CDLs disclosures of its
remuneration policies leave much to be desired.’”® For example, it states: “LTI payments are not guaranteed
and are subject to Management achieving the performance conditions based on Board-approved targets and
strategy. LTI payment will be made at the end of the three-year assessment period if performance conditions are
met”'” With regards to the different remuneration components, it adds: “The RC also reviewed and approved
the Company’s balanced scorecard for 2024 which included the performance targets set out in the GET (Growth,
Enhancement and Transformation) strategy to be achieved by the Company based on its short and long-term
objectives, and includes non-financial measures such as on risk management and environment, social and
governance issues which are similarly cascaded down to the employees of various business units”*”

Professor Mak said that what are the specific performance measures used, not to mention targets, including for
the vesting of the LT1, are unclear. He said that shareholders should ask for more transparency on this at the AGM.*"!
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The LTI for Sherman is in the form of cash, not shares as is the case for most other companies that use
them, Professor Mak observed. > CDL states: “Being a cash-based award, the LTI is not dilutive to current
shareholders”*”® Professor Mak said that the fact that CDL chose to use a cash-based award for its LTT is likely
because CDL is a family-controlled business with many different family shareholders.”* Family shareholders
may not want their stakes to be diluted and SK’s stake to be increased over time.

What next?

On 15 July 2025, CDL announced that Philip Yeo has given notice of his retirement from the Board after 16 years
of service, with his last day of service being 31 July 2025.2%

With the directors on the side of the Group CEO now controlling seven out of the 10 board seats and the
NRC controlled by them, clearly the Group CEO has won his battle against his father. But will CDL and its
shareholders win the war to put the company back on the right path to strong growth and performance?

Discussion questions

1. Thereisafamous Chinese saying about wealth not lasting beyond three generations and it has been estimated
that 95 per cent of family businesses do not survive beyond that. What are common family governance and
corporate governance issues that a company such as CDL may face? What family governance and corporate
governance measures can help such companies in mitigating the risks commonly faced by family-controlled
and family-managed companies?

2. Critically evaluate the structure and composition of the CDL Board following the appointment of the two
new independent directors and prior to the departure of Philip Yeo.

3. How should the search and nomination process for directors, particularly independent directors, be
undertaken? How should due diligence be undertaken? Critically evaluate the process by which the two new
independent directors were appointed at CDL. Do you think the way it was handled is in accordance with
good corporate governance practices?

4. Do you think the two new independent directors are good candidates to be appointed to the CDL Board?
Explain.

5. How do you think the situation that the majority directors said existed at CDL, that is, an advisor allegedly
acting beyond her powers, should be handled? Assuming that their allegations are true, do you think the
majority directors addressed them in an appropriate manner? Explain.

6. What are the pros and cons of having separate nominating and remuneration committees compared to a
combined nominating and remuneration committee? Do you think the merger of the two committees is
justified, given that the resulting merged committee had all independent directors? Explain.

7. What are the criteria and a good process for determining the independence of independent directors?
In CDLs case, do you think the independence of some or all of the independent directors is in question?
Explain. What measures do you propose to better ensure the true independence of independent directors?

8. Despite the controversial circumstances under which the two new independent directors were appointed,
they and the incumbent directors who stood for re-election at the AGM received almost total support based
on the votes cast. How might the way the family ownership is held and the type of institutional investors
affect the voting outcomes? Should the strong support from shareholders be taken as an indicator that the
board is fit for purpose? Explain.

9. Critically evaluate the remuneration policy for Sherman Kwek, his decision to voluntarily forgo his long-
term incentive, and the disclosures relating to his remuneration. What improvements would you suggest?
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CORDLIFE: BAD BLOOD
BANKING’

Case overview

On 24 July 2023, a member of the public lodged a complaint with the Ministry of Health (MOH), alleging
that Cord Blood Units (CBUs) stored in a tank operated by Cordlife Group Limited (Cordlife) had been
exposed to temperatures above its acceptable limits, in addition to other service quality issues.' The complaint
prompted MOH to conduct investigations and unannounced audits from August 2023 to November 2023.2
The investigation corroborated the initial claim.> On 30 November 2023, MOH disclosed that Cordlife had
exposed cryopreserved CBUs to suboptimal temperatures, damaging some 2,200 CBUs belonging to at least
2,150 clients and rendering them unsuitable for stem cell transplant purposes.*

It was revealed that since November 2020, seven out of 22 Cordlife’s storage tanks had exposed cryopreserved
CBUs to temperatures above acceptable limits at various times.” In addition, from February to June 2022,
Cordlife’s temperature monitoring system did not alert Cordlife personnel about temperature excursions
in two tanks.® The company eventually announced the lapses after it received a notice from MOH to stop
the collection, testing, processing and/or storage of any new cord blood and human tissuers for six months,
pending written representations to MOH.” In March 2024, the company announced that the Commercial
Affairs Department (CAD) and Monetary Authority of Singapore (MAS) were investigating a possible offence
relating to the failure to disclose the issues with the temperature of its cryogenic storage tanks.® All the
directors, including the recently departed CEO, were arrested or facing arrest.’

The objective of this case study is to facilitate discussion of issues relating to corporate governance of a
Singapore medical company; risk management; board structure and composition; management turnover;
disclosures; shareholders versus stakeholders’ interests; remuneration; as well as regulatory issues.

* This case study was originally prepared by Chau En Xing, Clarissa Choi Xin Ying, Dion Mok Kai Si, Tan Wan Qing and Tan Yu Zi. It
has been edited by Rachel Tang Kai Xuan under the supervision of Professor Mak Yuen Teen, with additional content added. The case
was developed from published sources solely for class discussion and is not intended to serve as illustrations of effective or ineffective
management or governance. The interpretations and perspectives in this case are not necessarily those of the organisations named

in the case, or any of their directors or employees.
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Anatomy of Cordlife

“The vision of Cordlife has been to build a world class, new generation stem cell biotechnology
company.’

—Steven Fang, Former Chief Executive Officer of Cordlife (2001-2012)°

Cordlife Group Limited (Cordlife), established in Singapore in 2001, is a private healthcare company which
operates cord blood banks.!" It was founded by Steven Fang (SF), who has a degree in computer engineering and
an MBA. SF has experience in business development in several Asian countries, including the establishment of
private dialysis centres."

In 2003, Cordlife expanded to Australia through the merger with Cytomatrix, forming CyGenics which
was listed in Australia in 2004." CyGenics subsequently changed its name to Cordlife."* The company obtained
accreditation by the Association for the Advancement of Blood and Biotherapies (AABB) in 2005 and expanded
further in Asia.”” In March 2012, Cordlife listed on the Mainboard of the Singapore Exchange (SGX).'¢

Cordlife is an industry leader in Indonesia, Hong Kong and the Philippines, and one of the top three market
leaders in India and Malaysia.'” It operates Asia’s largest network of cord blood banks.'® It has more than 600,000
customers and operates in 11 markets in Asia, with seven full-fledged facilities in six markets."” As a cord blood
bank operating in Singapore, Cordlife is required to be licensed by MOH. It has also voluntarily acquired various
accreditations. In addition to seven AABB accredited facilities, it also has two facilities accredited by the College
of American Pathologists (CAP).*

The company has also won numerous awards over the years such as the ‘Most Transparent Company’ in
2013 at the Securities Investors Association Singapore (SIAS) Investors Choice Awards and received “Technology
Pioneer’ status by Geneva-based World Economic Forum in 2007.*'

As at 30 November 2023, it had a market capitalisation of just over S$110 million.*

Shareholders

As of 18 April 2024, the largest shareholders of Cordlife, all based in China (including Hong Kong) and each
directly holding five percent or more of Cordlife’s shares include: TransGlobal Real Estate Group Limited
(TransGlobal) which held 27.88%, Nanjing Xinjiekou Department Store Co., Ltd (NJXJK) with 20.24%, and
China Stem Cells (East) Company Limited with 9.96%.*

Based on direct and deemed interests as of 18 April 2024, Yuan Yafei had total interest of 30.19%, including
through NJXJK, making him the largest beneficial shareholder of Cordlife. TransGlobal was the second largest
shareholder. Another shareholder, Li Defu had deemed interest of 7.07%. On 27 January 2024, Robust Plan
Limited Holding had sold off 4.6 million shares via off-market transactions and ceased being a substantial
shareholder, owning only a 3.67% stake in Cordlife.** Another shareholder, Chen Yi Dan, had deemed interest
of 4.99%.”

Business structure

Cordlife’s main business segment is the provision of Cord Blood Banking and Umbilical Cord Lining Banking
services,’ which can be used to harvest Haematopoietic Stem Cells*” (HSCs) and Mesenchymal Stem Cells,*®
respectively, for the treatment of over 80 diseases, including blood cancers and metabolic disorders.”” Cord blood
is collected and stored immediately after a baby has been delivered.” Its storage service charges an upfront initial
payment of $$1,950 and an annual payment of $$250 from the ages of one to 20, but is free from age 21 onwards.*'
A suite of diagnostic services, including newborn metabolic screening, is also provided,** though it contributes
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less than 10% of Cordlife’s revenue. The company also owns seven stem cell cryopreservation facilities across
Asia, which serve as backups in emergencies.*

Despite its geographical diversification and expansion efforts, Cordlife has experienced a declining trend in
its revenue and profit in recent years. Its revenue fell from $$59.0 million in FY2020 to $$56.7 million in FY2021
and then to $$55.2 million in FY2022, while its net profit after tax fell from S$$6.6 million to S$6.1 million and
then to S$4.9 million over those three years.*

The company’s business was also affected by the onset of the Covid-19 outbreak in December 2019.* Social
distancing measures and closed borders led to the cancellation or postponing of many marketing events such as
baby fairs, causing fewer cord blood samples to be processed.*® This was coupled with lower live birth rates in its
core markets where Singapore, India and Hong Kong account for 43%, 15% and 13% of its revenue respectively.
Singapore’s fertility rate follows a declining trend and fell to a historic low of 0.97 in 2023, declining further from
the record low of 1.04 in 2022 and 1.12 in 2021.”” For Hong Kong, its fertility rate plunged to 0.8, which is the
lowest in the world, and the number of babies hit a 40% decline over four years, dropping to 32,500 in 2022 from
52,900 in 2019.% India’s fertility rate plummeted from nearly 6.2 in 1950 to under two in 2021 and is projected
to fall further to 1.29 by 2050.%

Opver the past five and 10 years, the share price of Cordlife decreased by more than 50% and 80% respectively.*’

Science behind the business

In 1956, the first successful bone marrow transplant took place when the recipient, who suffered from leukaemia,
was treated with healthy bone marrow from his identical twin. This groundbreaking procedure marked the
beginning of modern regenerative medicine and paved the way for the involvement of stem cells in the treatment
of various blood disorders and cancers."

Stem cells are a unique population of cells that possess the ability to self-renew and recreate functional
tissues that can develop into many different cell types, making them ideal for treating regenerative
diseases.* While pluripotent stem cells have the ability to differentiate into all of the cells of the adult
body, they are only found in human embryos.*> On the contrary, adult stem cells are found in developed
organs and tissues throughout all stages of life but can only differentiate to yield the specialised cell types
of that organ or tissue.**

HSCs are a type of adult stem cell found in the bone marrow that can differentiate into any type of blood cell.**
A compatible donor is essential for a successful bone marrow transplant to reduce the risk of graft rejection, a
serious complication where the body attacks the donor’s stem cells.*® Matched donors can be siblings, family
members, or unrelated individuals found through a donor registry. Finding a matching donor, however, is easier
said than done, especially for individuals from single-child families with no siblings, or siblings whose blood
does not constitute a perfect match. Given these challenges, umbilical cord blood has emerged as a promising
alternative source of HSCs.*”

Cord blood banking

Cord blood, which remains in the umbilical cord after birth, contains higher levels of HSCs than normal blood,
and possesses the same properties as blood found in bone marrow.*® Preserving cord blood stem cells at birth
thus ensures a supply of HSCs without the complication of locating a matched donor.*

In 1988, the first cord blood stem cell transplant took place on a 6-year-old boy with a genetic bone marrow
disease.” Following its success, public cord blood banks started appearing in the early 1990s, with private banks
emerging later in the decade.” Singapore hosts one public cord blood bank, Singapore Cord Blood Bank (SCBB),
and three private cord blood banks, including Cordlife.>
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CBUs are collected and processed within 36 to 48 hours, with the processed units being gradually frozen
until they reach temperatures below -180 °C.>* They are then transferred to large tanks filled with liquid nitrogen,
where they will be preserved at temperatures below -150 °C.>* Being exposed to temperatures above the latter
may cause the cord blood to thaw and be damaged, rendering it unsuitable for stem cell transplants.”

Bloody Catastrophe

On 24 July 2023, a member of the public lodged a complaint with MOH, alleging that CBUs stored in a Cordlife
tank had been exposed to temperatures above its acceptable limits, and had other service quality issues. This
prompted MOH to conduct investigations and unannounced audits in August and November 2023.%

On the evening of 30 November 2023, news broke that Cordlife was under investigation by MOH after seven
of its tanks storing CBUs were exposed to temperatures above acceptable limits. Cordlife was ordered to stop
the collection, testing, processing and/or storage of any new cord blood and human tissues, or provide any new
types of tests to patients, for a period of up to six months. It was given 14 days to make representations to MOH.”

The investigations revealed that around 2,200 CBUs in one of the affected tanks (Tank A) belonging to about
2,150 clients were exposed to temperatures above minus 150 degrees Celsius, the acceptable limit for CBUs,
for several days in February, March and June 2022. Cordlife’s CBUs had been exposed to temperatures above
acceptable limits in seven of its 22 storage tanks at different periods, dating back to November 2020.>®

However, during the company’s last biennial routine inspection in September 2022, random checks had not
found any lapses relating to the temperature of the storage tanks. Furthermore, no incidents were disclosed by
Cordlife during or after the routine inspection.”

In addition, Cordlife’s temperature monitoring system had failed to send notifications of the temperature
excursions in two tanks to Cordlife personnel between February and June 2022. The company’s six-monthly
preventative maintenance was also not carried out for two tanks in 2022. Further, a new cord blood processing
method implemented in August 2023 was not properly validated according to approved plan and protocol.

MOH added that Cordlife had tested some of the donated CBUs stored in Tank A to establish the cell viability
of the affected CBUs. A panel of three cord blood banking experts appointed by MOH to conduct an independent
review of Cordlife’s test results unanimously concluded that the CBUs stored in Tank A had been damaged, and
were unlikely to be suitable for stem cell transplant purposes.®!

MOH said that Cordlife had “not taken adequate steps to expeditiously escalate, address and rectify the above
issues, including the systemic problems which may have led or contributed to them”, and that investigations
were ongoing for the remaining six storage tanks, which contain approximately 17,300 CBUs belonging to about
17,050 clients.®?

MOH would consult the panel of experts to determine if similar tests should be performed for the CBUs stored
in the six tanks, pending the outcome of the probe. It would consider further enforcement actions, including
imposing financial penalties or prosecution.®

Shortly after the media reports, Professor Mak Yuen Teen, a corporate governance advocate, posted on his
LinkedIn: “Oh wow. This may be a business-ending risk management failure”** Indeed, the news sent shock
waves to the market and the share price plunged by more than 30% the next day, from its previous closing price
of $$0.46 on 30 November 2023 to $$0.31,% with more than 1.2 million shares changing hands - a sharp increase
in trading volume compared to the 20,500 shares traded the previous day.®®

In addition, Cordlife was directed by MOH to “take appropriate remedial actions to address the lapses and
strengthen their governance and processes” and was informed that MOH would closely monitor and audit them.
MOH also instructed Cordlife to reach out to all its clients to address their concerns.”’
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In response to the directive from MOH, the company said that the CBUs in the first tank comprised 2.66%
of all CBUs stored by Cordlife’s facility in Singapore. While the cord blood in the first tank had been damaged
and was unlikely to be suitable for stem cell transplant purposes, Cordlife said it would continue to store these
affected units as “they may still be valuable in light of developments in the field of cell and gene therapy”.%®

The company would continue to store the cord blood for clients whose units are housed in the first tank
until their child turns 21. The company would waive all future storage fees for the affected clients until then.
The company also said it would honour its commitment to find them a suitable CBU, if in the opinion of their
healthcare provider, it was subsequently determined that their child’s cord blood cannot be successfully used for
a transplant. It added that it was in the process of contacting all of its clients to “inform them of the status of their

cord blood units or to outline the ongoing testing”®

The then Group Chief Executive Officer (GCEO) Tan Poh Lan (TPL) said: “In our 22 years of storing cord
blood in Singapore and across the region, this is the only time that such incidents have happened... We recognise
that we have fallen short of the high standards that we hold ourselves to, and we sincerely apologise to our clients
and will work diligently to regain their trust”” In further comments to his LinkedIn post that same evening,
Professor Mak questioned Tan’s comment, asking “Only time and last time?”. He added: “They will have very
rich clients. Expect expensive lawsuits. Need to also look at their disclosures as a listed company. And whether
directors discharged their duties. Another case study to add to my list””*

On 13 December 2023, Cordlife accepted the six-month suspension from MOH without making
representations. >

Further lapses were identified in early 2024.” Cordlife subsequently requested for a trading halt on 14 March
2024, with effect from 1 April 2024.”* Extensions to the trading halt were then filed on 4 April 2024, 5 April
2024, and 8 April 2024.7

On 8 April 2024, MOH announced that about 5,300 CBUs stored in a second Cordlife tank had been deemed
“non-viable”, on top of the 2,200 CBUs damaged in the first tank.”

On 9 April 2024, applications for extension of time to hold the Annual General Meeting (AGM) and to
publish the sustainability report were filed.”

On 22 March 2024, the company announced that the CAD and MAS were investigating a possible offence
relating to the failure to disclose in a timely manner the issues with the temperature of its cryogenic storage
tanks, which had only been disclosed by the company on 30 November 2023.”

Dollars before ethics?

Even though the Board was informed of irregular temperatures in one of its tanks in February 2023, the
company did not make any announcement after assessing that there would be “no material impact on the
financial performance of the group” for the FY 2022 and FY 2023,% until it received the notice from MOH on
30 November 2023.

In a LinkedIn post, Professor Mak said: “This is simply unbelievable and it shows how flawed our disclosure
based regime is, the mindset of many boards regarding transparency and accountability, and the expectation
SGX has cultivated in listed issuers that only transactions and events with an impact on short term financials
need to be disclosed. I think MAS should look into possible breaches of the continuous disclosure requirement
unders 203 of the SFA. As I said earlier, this failure could be business ending.®'

David Gerald, CEO of the SIAS, noted that “Cordlife’s action to only focus on the financial impact when
deciding on materiality was patently wrong and it appears that the emotional impact on customers was not
deemed sufficiently important, or for that matter, material to warrant prompt disclosure”®
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The company’s clients said that the company had not been clear in its communications, sending them vague
emails that did not clearly inform them of the status of their child’s CBU.*

Even though the company said that it did not disclose the temperature excursions for its storage tanks earlier
because it believed that there would be no material impact on the financial performance of the group for the FY
2022 and FY 2023, its net profit for the second half of 2023 declined by 50.3% to S$1.5 million from $$3 million
in 2022, with its top-line decline coming from the six-month suspension imposed by MOH during which the
company continued to incur fixed running costs.*

Frosty foundations

In 2020, Cordlife had eight board members.*® Dr Ho Choon Hou (HCH), then aged 47,% served as the Acting
Chairman and Independent Non-Executive Director (INED) of the company.*” His tenure dates to June 2011
when he was appointed as a director.®® Concurrently, he serves as the Managing Director of Southern Capital
Group, overseeing investment activities.* He also holds the position of INED at Advanced Holdings, Mclean,
and Vividthree Holdings.” HCH has a Bachelor of Medicine and Surgery degree, as well as Master’s degrees in
Medicine (Surgery) and Business Administration.”

HCH held the position of Non-Independent Non-Executive Director (NINED) since the company’s listing
until his re-designation to an INED in 2018.” The Nominating Committee (NC), of which he was a member,
justified this transition by attributing his initial NINED designation to his co-founder status and active
involvement in the Group, which warranted extra compensation.” However, after the company divested from
China Cord Blood Corporation in 2016, HCH ceased receiving these additional fees and took on a less prominent
role within the Group.**

TPL, then aged 58,” brought experience to her roles as Executive Director (ED) and GCEO with her previous
background as the Chief Executive Officer (CEO) of Fortis Healthcare Singapore and other hospitals.” Her first
appointment in 2016 included being ED and the Group Chief Operating Officer (GCOO),” but she retired
from her ED position a year later.”® In 2018, she resumed the ED position and took over the role of GCEO.”
TPL holds a Master of Business Administration and graduated with Honours in Occupational Therapy.'®

Mr. Joseph Wong Wai Leung (JWWL), a foreign resident then aged 65,'"" held the role of an INED since
2014."2 JWWL started his career at Big Four accounting firms, PricewaterhouseCoopers and Deloitte Touche
Tohmatsu (Hong Kong), and his experience includes supporting initial public offerings, taxation, asset
protection plans for high-net-worth individuals and wealth management advice.'” He holds a Bachelor of
Commerce degree.'"

Yeo Hwee Tiong (YHT), then aged 63,'”> was appointed as an INED in 2018'* and concurrently served as
the Senior Advisor for a healthcare organisation.'” YHT has participated in the pre-development and planning,
construction, project management, hospital management, restructuring of hospitals, as well as M&A.'” He
also held a GCEO position at Singapore Women’s & Children’s Medical Group.'” YHT has Bachelor of Science
(Building) and Master of Science (Project Management) degrees.'"

Mr. Fong Chi Wah (FCW), a foreign resident then aged 56,'""! assumed the role of NINED in 2019."> He
simultaneously held the roles of CFO and Company Secretary at a Stock Exchange of Hong Kong (SEHK)-listed
company, as well as director of its subsidiary.'”’ Prior to this, he held directorship positions in other listed companies
on the SEHK."* FCW’s past experiences involve direct investment, project and structured finance and capital

markets.'” He holds a Master’s degree in practising accounting and a Doctorate in Business Administration."®
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Ms. Wang Lin (WL), a then 37-year-old foreign resident,'”” also assumed the role of NINED in 2019.'*
During 2020, Wang also held the role of a Deputy General Manager at a gene testing and diagnostic company in
China."” She holds a Bachelor of Bioengineering degree as well as Master’s degrees in Business Administration

and Finance.'®

Mr. Chang Chien (CC), a foreign resident then aged 43,'*! also assumed the role of NINED in 2019.** He
concurrently serves as Director of other companies, one of which is SEHK-listed.'"* His past involvements
include developing business development strategies and long-term business relationships with clients.’** CC
holds a Bachelor of Arts degree in Public and Social Administrations.'*

Mr. Zhai Lingyun (ZL), a then 48-year-old foreign resident,'*® was appointed as an NINED in 2019.'* ZL was
also the Chairman of other companies at the same time.'*® He previously had experience in managing culture
and media, reforming management systems and revitalising businesses.'” He holds a Certificate in Economics
and a Master of Business Administration degree in Financial Management.'*

JWWL was re-designated as Chairman in December 2021, with HCH as Vice Chairman, but stepped down
from this role in February 2024."*' As Vice Chairman, HCH oversaw M&As and investments."*> HCH was also
re-designated back as a NINED when he became Vice Chairman.'** Additionally, ZL assumed the Chairman role
in NJXJK. 1>

FCW, WL and CC left the Board in December 2021 and another three NINEDs joined.'** They were Ms.
Chen Xiaoling (CX), also known as Shally Chen, a foreign resident then aged 30,"*¢ Mr. Yiu Ming Yiu (YMY),
then aged 33,"” and Mr. Chow Wai Leong (CWL), then aged 53."%

CX specialises in M&A, strategic planning, corporate finance, and branding."*” She is concurrently the Senior
Business Assistant to the Chairman and Senior Director of Strategy Department in the Immune-Therapy &
Stem Cell Business Unit of NJXJK.'** CX is also a member of the Board of Supervisors of Shandong Cord Blood
Bank and the director of Findgene.'*! She holds a Master’s degree and Bachelor’s degree in English Literature and
Culture.'*

YMY is concurrently holding the Chairmanship in another company in China, where he oversees
factoring contracts with clients and identifies emerging markets that provide reasonable risk return.'*
YMY is also the Vice Chairman of Transglobal Group (International) and the son of Mr. Yiu Chi Shing,
an indirect controlling shareholder of Cordlife through his company, Transglobal.'** He is also the brother
of Mr. Yiu Pang Fai (YPF), who would later hold the position of GCEO in Cordlife from February 2024
to February 2025. YMY has a Master’s degree in Business Administration and a diploma in Business

Information Technology.'*

CWL is also concurrently a General Manager at another company.'* He previously held roles as a software
and consultancy sales leader, as well as Business Development Director, with a focus on the refining and
petrochemical industries.'”” He holds a Bachelor of Computer Engineering degree and Executive Master of

Business Administration.'*®

Lastly, Mr. Titus Jim Cheong Tuck Yan (TJCTY), then aged 58,'* also joined as an INED."*° This brought the
proportion of INEDs to one-third of the Board. TJCTY is concurrently the Chief Financial Officer (CFO) of
another company.”! He is a seasoned corporate advisor in corporate turnaround, M&A, corporate finance, and
business and IT strategy and holds a Bachelor’s degree in finance and economics.'*

The Board composition remained unchanged in 2022."%*
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Board Committees

There were three board committees from 2020 to 2022, namely the Audit and Risk Committee (ARC),
Remuneration Committee (RC) and Nominating Committee (NC). Their compositions are shown in Figures 1

and 2 below.

Name of Director Board ARC RC NC

Dr. Ho Choon Hou Acting Chairman and INED Member Chairman Member

Mr. Joseph Wong Wai Leung INED Chairman N.A. N.A.

Mr. Yeo Hwee Tiong INED N.A. Member Chairman

Mr. Fong Chi Wah NINED Member Member N.A.

Mr. Zhai Lingyun NINED N.A. N.A. Member
Figure 1: 2020 Board Committees'™*

Name of Director Board ARC RC NC

Mr. Joseph Wong Wai Leung Chairman and INED Chairman Member N.A.

Dr. Ho Choon Hou Vice-Chairman and NINED Member N.A. N.A.

Mr. Yeo Hwee Tiong INED Member Chairman Chairman

Mr. Cheong Tuck Yan Titus Jim INED Member Member Member

Mr. Zhai Lingyun NINED N.A. N.A. Member

Ms. Chen Xiaoling NINED N.A. Member N.A.

Mr. Yiu Ming Yiu NINED Member N.A. N.A.

Mr. Chow Wai Leong NINED N.A. Member N.A.

Figure2: 2021 to 2022 Board Committees'>>'>

Old blood

“I was not given an option to renegotiate my contract. I was told that I could resign or the
company would terminate my services. I chose to resign to pursue other interests.”

- Yee Pinh Jeremy, Ex-GCEO of Cordlife (2012-2016)""

Cordlife had previously found itself in the spotlight when Mr. Yee Pinh Jeremy (YPJ), the company’s GCEO from
2012 to 2016, suddenly left and said that his departure was due to the absence of an option to renegotiate his
contract.'”® He was asked to either resign or face termination of his services by the company." His statement was
made in response to an allegation made by Mr. Goh Jin Hian (GJH), then Chairman of the RC, during a SIAS-
moderated shareholder dialogue, that YPJ resigned because he “didn’t want to renegotiate” and “wanted full 10
percent” of the profit as part of the automatic renewal clause.'® GJH is the son of the former Singapore Prime
Minister, Mr. Goh Chok Tong.

Mr. Ho Sheng (HS) resigned in 2018 due to “health reasons” after about 16 months as Chairman,'¢' and was
then succeeded by GJH.'* GJH and HS shared a connection through New Silkroutes Group (NSG),'*® where HS
was an INED while GJH was the GCEO and ED of the company.'* In a press statement released in 2017, GJH
remarked that HS’s “deep corporate experience and keen interest in ethics and corporate governance” would be
beneficial to NSG.'%

HCH had assumed the role of Acting Chairman in 2020' due to GJH’s resignation amidst a lawsuit
regarding an alleged breach of director’s duties at Inter-Pacific Petroleum.'” The NC and the Board explained in
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an announcement that due to the lawsuit, GJH would step down as Chairman of the Board immediately to focus

more on his personal matters.'¢®

Cold hard cash

Cordlife’s remuneration structure for EDs and key management personnel included a Share Grant Plan (SGP)
approved on 18 October 2013 with a maximum operation period of 10 years, i.e., up to 17 October 2023.'
Eligible participants included key senior management, employees, and NEDs at the RC’s absolute discretion,
and these participants received fully paid ordinary shares administered by the RC, free of charge, upon achieving
prescribed performance targets and expiry of prescribed vesting periods ranging from one to three years.'”
No shares were released if threshold targets were not met at the end of the vesting period, whilst additional
shares of up to 200% of the initial award could be delivered if superior targets were met.'"”" Awards under the
SGP included the Restricted Share Award (RSA), which was only granted to the Group’s employees, and the
Performance Share Award (PSA).'”?

The RSA was granted subject to time-based and performance-based restrictions. Over a two-year
performance period, participants were required to maintain a sustained performance level of 1 or 2 (out of
5) and remain in the high potential talents (“HiPo”) talent pool.””” Upon meeting these conditions, 50% of
the award would vest, with the balance vesting in the third year.'” The final payout ranged from 0% to 100%,
depending on the achievement of the pre-set performance level rating over the performance period.'”

The PSA was granted upon the meeting of financial and non-financial performance targets over one FY.
Financial Key Performance Indicators (KPIs), including Group Revenue, Gross Profit Margin, Profit before
Tax, Return on Invested Capital, as well as execution of key projects that contribute to the Group’s long-
term growth, accounted for 80% of the final performance achievement computation."”® Non-financial KPIs,
including quality standards, customer service standards, people objectives and 360 feedback, accounted for the
remaining 20% of the final performance achievement computation.””” Upon meeting the stated performance
conditions over a one-year performance period, 50% of the award would vest, with the balance vesting in the

second year.'”®

There were no contractual provisions to allow the company to reclaim incentive components from its EDs
and key management personnel in exceptional circumstances, such as the misstatement of financial results or
misconduct leading to financial loss to the company;, as it believed these provisions to be unnecessary given the
“ample statutory and regulatory penalties to address such circumstances”'”

TPL, then ED and GCEO, received total remuneration ranging from $$500,000 to S$750,000 each year from
2020 to 2022, with this figure comprising of 70% salary and 26% bonus in 2020;'® 68% salary and 28% bonus
in 2021;'* and 78% salary and 18% bonus in 2022.'%* Allowances remained at four percent each year across the
three years.'8>1841%

Cordlife’s top five key executives from 2020 to 2022 were Choo Boon Yong (CBY) (CFO), Thet Hnin Yi
(THY) (Group Finance Director in 2020 and 2021, CFO in 2022), Jamie Woon Geok Peng (Brand Director),
Stella Lee Mei Suan (Organisational Development Director) and Tan Hui Ying (Quality and Operations
Director). During this period, CBY and THY received total remuneration ranging from S$250,000 to
$$500,000 each year, whilst the other three received total remuneration of $$250,000 and below each
year.'8¢!87188 On average, the total remuneration for these five executives comprised of 76% salaries and 20%
bonuses in 2020,'% 72% salaries and 23% bonuses in 2021, and 82% salaries and 13% bonuses in 2022.'%!
The percentage of allowances remained within the range of three to six percent each year for each executive
across the three years.!>'9>19
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Cordlife did not disclose the fee structure used to determine the remuneration of the Non-Executive
Directors and Independent Directors. Non-Executive Directors and INEDs were said to be paid a basic and
fixed Director’s fee determined by the Board befitting each director’s level of contribution, time spent, efforts
and individual responsibilities, subject to the approval of shareholders at each AGM."”® However, none of the
NINEDs were paid fees, except HCH. In FY2023, HCH, who was Acting Chairman, was paid fees of $$215,000,
JWWL was paid S$135,000, while YHT and TJCTY were each paid $$95,000."

Frostbitten risk management

“It is shocking and puzzling how this accident happened because the storage tanks are
supposed to have multiple layers of protection. It is hard to imagine how so many layers failed
simultaneously”

-Dr Frances Verter, Founder of the United States Parents
Guide to Cord Blood Foundation'”’

In the wake of the saga, The Straits Times published a piece on the protocols undertaken by cord blood banks
to manage CBUs.'”® According to local cord blood banks, various internal controls are implemented to ensure
safe storage.'”

Firstly, CBUs are stored in cryogenic tanks filled with liquid nitrogen.*® These tanks are typically connected
to a large storage tank of bulk liquid nitrogen replenished using an automated system to guarantee continuous
availability, with its levels monitored manually and automatically.*”!

Secondly, all cord blood banks are mandated to install temperature monitoring systems that operate around
the clock and trigger alarms when the temperature begins to rise.”> While different banks may establish
different temperature thresholds for triggering the alarm, the system remotely alerts laboratory staft if any issue
arises.”” In the case of the SCBB, its system will activate audio and visual alarms while simultaneously sending
SMS notifications to alert its staff.”* If the employees fail to address the alarm, the issue escalates to its senior
management.””

Thirdly, cord blood banks may implement backup measures.* In anticipation of unforeseen circumstances,
they may establish backup tanks and prepare backup batteries for their temperature-monitoring systems and
plumbing systems for liquid nitrogen, in case of a power outage.?”’

Lastly, the banks perform regular checks and audits to ensure cryogenic tanks are within acceptable
temperatures below -150°C.2%

Cordlife’s “vigilant” risk protocols

Cordlife’s Board had formed an ARC.*® The ARC oversees the implementation of a robust risk management
system and internal controls by the management.?'’ It is also responsible for providing recommendations on
the adequacy and effectiveness of risk management and internal control systems to the Board.?!! The ARC
also engages in discussions with its external auditor to review audit results and evaluate the internal control

system.*!?

Cordlife’s stance is that no internal control system will preclude all errors and irregularities.”* Hence, its
system is designed to mitigate, rather than eradicate, the risk of failing to achieve business objectives.”'* The
controls provide reasonable but not absolute assurance to safeguard shareholders’ investments and their assets.?*®
In 2022, under the requirements of SGX’s Listing Rules, the ARC and the Board said that their internal controls
addressing financial, operational, compliance, and information technology controls, as well as risk management
systems, were adequate and effective.”'



Cordlife: Bad Blood Banking |59 || D

However, Cordlife omitted any mention of its risk management framework and processes in its corporate
governance report, with scant information about risk management disclosed within its sustainability report.*"”
In determining the material ESG factors pertinent to business and key stakeholders, Cordlife adhered to the
GRI Standards’ Materiality Principle in conducting a materiality assessment.*'® Following the Board’s review and
approval, it identified 10 material ESG factors.?"” These factors include compliance with laws and regulations and

the security of storage facilities.?*

Cordlife’s strategy to address these factors entailed reviewing its Standard of Operating Procedures (SOPs)
and related documents, alongside conducting systematic internal audits on critical business functions such
as laboratory and operations annually, to ensure strict compliance with the latest regulatory requirements.**'
Additionally, quarterly quality training sessions are conducted to inform employees about the recent regulatory
requirements.””> Cordlife also implemented the Corrective Preventive Action system, serving as a centralised
monitoring and recording platform for any deviations to enable real-time monitoring of non-conform.?** This
facilitates the effective implementation of additional preventive measures to minimise compliance issues and

streamline workflows across the facility.”*

Furthermore, to foster a culture of transparency and accountability, Cordlife established a whistleblowing
policy, providing employees with accessible avenues to report instances of misconduct.** It also incorporated
whistleblowing into the standard agenda for quarterly meetings of the ARC and the Board.”” During these
meetings, both the ARC and the Board will receive and deliberate upon any whistleblowing reports or
incidents.”’

On top of these controls, Cordlife also appointed Ernst & Young Advisory Pte. Ltd. (EY) as its internal
auditor responsible for performing internal audits.”?® EY maintained a direct reporting line to the Chairman of
the ARC and was afforded unimpeded access to all documents, records, properties, and personnel.?* Moreover,
representatives from EY overseeing the internal audit were invited to the ARC Meeting to present their findings
from the internal audit.**

Cordlife completed a rigorous on-site inspection by MOH auditors, which found full compliance with the
regulations.”’ Consequently, its licenses were renewed in January 2021, valid until January 2023.%* In addition,
Cordlife’s storage facility at APosh Bizhub also passed stringent audits conducted by MOH, AABB, and FACT.**

Lapses in controls

Notwithstanding Cordlife’s control implementation efforts and passing audits, MOH discovered that seven of its
22 storage tanks were exposed to temperatures above the acceptable limits of above -150°C at different periods.?**
Nevertheless, a spokesperson from SCBB contended that if the lid of a tank were to be left unopened, it would
take three to five days for its temperature to go from -170 °C to -150°C.?* Therefore, he posited that there should
have been ample time for Cordlife to resolve the issue and preserve the unit.>*

The investigations conducted by MOH brought to light numerous potential violations of health regulations,
including ineffective incident reporting frameworks, inadequate training and competency of staff, and the
inappropriate storage of CBUs, among other concerns.”’ Specifically, MOH revealed disruptions in the automatic
temperature alert system which failed to notify personnel when temperatures in two tanks deviated between
February and June 2022.7¥ Furthermore, Cordlife departed from its SOPs to conduct six-monthly preventive
maintenance for two of its tanks in 2022.>* The newly implemented cord blood processing method in August
2023 also lacked validation in accordance with the approved plan and protocols.?*

The response to queries by SGX revealed further inadequacies in the managing of CBUs by Cordlife. Cordlife
disclosed that the last internal audit conducted for its laboratory process was in 2012, suggesting a deviation from
the controls disclosed in its sustainability report.**! Nonetheless, it said that MOH, AABB, and FACT conduct
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audits on its laboratory processes on a biennial basis,”* and consequently it decided to allocate internal audit

resources to other areas of its business.?*

While management swiftly conducted internal investigations after being alerted by an employee in June
2022, MOH’s investigations underscored Cordlife’s inadequate steps to expeditiously escalate, address, and
rectify issues, including systematic problems, that potentially contributed to the incident.*** Consequently, MOH
mandated that Cordlife fortify its governance and processes which MOH will closely monitor and audit.**

Results of tests for investigated tanks

On 8 April 2024, it was revealed that test results for the tanks under investigation by the MOH found that five of the
six cryogenic storage tanks tested were at low risk of being adversely aftected by temperature excursions (the Low-Risk
Tanks).?*” These tanks housed approximately 13,700 CBUs, and all tested CBUs exhibited cell viability and potency.**®

However, the last cryogenic storage tank (Tank 6) and dry shipper, collectively housing 5,300 CBUs, was at
high risk of being adversely affected by the temperature excursions (the High-Risk Tanks).*** The tests affirmed
that four of 12 tested CBUs from Tank 6 and seven of 12 tested CBUs from the dry shipper demonstrated cell
viability and potency.”*® Consequently, Cordlife could not assure the viability and potency of every CBU stored
in the High-Risk Tanks and deemed the CBUs in these facilities as non-viable.>!

MOH ascribed the temperature excursions in three Low-Risk Tanks to “displacement of the respective
temperature probe during routine maintenance” and “the incorrect mapping of temperature probe data” for
the fourth Low-Risk Tank.”* In the fifth Low-Risk Tank, temperatures exceeded the -150 °C threshold set by
AABB and FACT for five hours, with the highest reaching -144.7°C.** This deviation stemmed from “a delay in
replenishing liquid nitrogen”** Similarly, MOH said that temperature excursions in the High-Risk Tanks were
attributed to “shortcomings in the way temperature checks were conducted, causing delays in replenishing liquid

nitrogen to regulate tank temperatures”>**

Recycled and new blood

Following the exposure of the lapses in the CBUs and regulatory actions, JWWL resigned as Chairman on 29
February 2024 due to “personal family and health reasons” but remained on the Board.** HCH was reappointed

257 258

as Acting Chairman.”” TPL resigned as ED and GCEO to pursue personal interests.

On 19 February 2024, Cordlife announced YPF, 34, as the new GCEO following Tan’s resignation, on the
grounds that he possesses the necessary expertise and capability to undertake the duties and responsibilities of
GCEO.**! Due to potential conflicts of interest, YMY and CWL abstained from voting.**> Both are NINEDs
of Cordlife and nominee directors of TransGlobal, Cordlife’s controlling shareholder.?* Two other NINEDs, CX

and ZL, who opposed YPF’s appointment, also abstained from voting.***

YPF had previously served as the ED of TransGlobal Group’s Family Office division in Hong Kong, where
his responsibilities included evaluating new investment opportunities for the company.”*® Before his tenure at
TransGlobal, YPF worked as an Investment Manager at Macquarie Infrastructure and Real Assets, where he
assessed infrastructure opportunities, managed funds, and assets, and executed deals.”®® Additionally, he has
held executive roles at Popular Holdings, Sichuan Chengmian Expressway, and Hebei Shitai Expressway.”” YPF
has no prior experience as a director of an issuer listed on the Exchange.*® YPF holds a Bachelor of Science in
Business Administration degree with a specialisation in Finance and Business.*”

“There’s a possibility that they are thinking of selling the core business and going into real estate
and investments - a common strategy for companies that know of no better things to do”

—Professor Mak Yuen Teen, Corporate Governance Advocate®”
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The appointment of YPF as the group’s new CEO was said to be “unlikely to be what its investors and customers
were looking for”*' Several public stakeholders, including Professor Mak, expressed concerns over the
appointment of YPF as the new GCEO due to a mismatch of relevant skillsets as a leader of the cord blood
bank management team.”> YPF reassured shareholders that his professional background in handling large-
scale infrastructure projects across the region makes him “acutely aware of the importance of robust standard
operating procedures and equipment operating procedures”.”?

Directors face intense heat

On 14 March 2024 and 18 March 2024, two major shareholders, NJXJK and TransGlobal, took opposing stances
and sought to remove directors from the Board through separate requests, namely the “First Requisition Notice”

and “Second Requisition Notice” respectively.””*

In the First Requisition Notice, NJXJK proposed to remove Acting Chairman HCH, and Independent
Directors YHT, TJCTY, and JWWL from the Board.?” Subsequently, in the Second Requisition Notice,
TransGlobal proposed the rejection of NJXJK’s proposal and sought the removal of two NINEDs, CX and ZL,
who hold positions in NJXJK and were previously nominated by the company.”

On 22 March 2024, Cordlife’s former GCEO and ED TPL was arrested along with four Non-Executive
Directors - Acting Chairman HCH, Independent Directors YHT and TJCTY, and NINED CWL.>” The arrests
were for potential breaches of the company’s disclosure obligations under Section 203 of the Securities and
Future Act 2001, relating to the delay in the announcement of the mishandling of the CBUs.””® All were released
on bail. >

The CAD and MAS also issued a notice to Cordlife pursuant to Section 21 of the Criminal Procedure Code
2010, requiring Independent Director JWWL and NINEDs ZL, CX and YMY to attend an interview with the
CAD on 2 April 2024.%

On the same day, the company announced that the majority of the Board was of the view that “it would
be in the interests of the Company for all Directors to continue serving on the Board”, including the directors
who had been arrested and released on bail, as they had been “overseeing and providing guidance on the
ongoing work undertaken by the Company to investigate and address the lapses identified by the Ministry of
Health”>!

Cordlife announced on 24 March 2024 that the proposed resolutions in the First Requisition Notice would be
tabled while the Second Requisition Notice was invalid as TransGlobal is “not a member” and hence “not entitled
to requisition an EGM”2%2

On 27 March 2024, Cordlife received a “Third Requisition Notice” from TransGlobal, containing the same
proposed resolutions as the Second Requisition Notice.?®> On the same day, Cordlifes CFO THY was also
arrested in connection with the investigations, and was subsequently released on bail.**

Based on an announcement made on 4 April 2024, all proposed resolutions in the Third Requisition Notice
would be tabled at the upcoming AGM except the third proposed resolution regarding the removal of CX.**
The reported reason was that CX “is not listed as a Director of the Company in the business profile of the
Company as extracted from the Accounting and Corporate Regulatory Authority of Singapore on 27 March
20247%% Consequently, the third proposed resolution was voided.*”

On 5 April 2024, following his interview with the CAD, YMY was also arrested and subsequently released
on bail.* ZL and CX obtained permission from the CAD to postpone their interviews to 21 May 2024, while
JWWL informed the CAD that he was unable to attend his interview due to health reasons, and was uncertain
on the next interview date.”
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Frozen trust, heated claims

Before the matters raised in the requisition notices could be resolved, a new dispute between the two
factions emerged. On 17 April 2024, Cordlife announced that on 16 April 2024, the company had entered
into two subscription agreements with Charming Global Enterprises Limited and Ng Junwei, Darren for the
subscription of 44,540,066 and 6,655,412 of new ordinary shares in the capital of the company respectively, at
an issue price of $$0.16 for an aggregate cash consideration of $$8,191,276.>° The issue price represents a 4.9%
premium to the 2-week volume weighted average price of $$0.1525 per share for trades done on the SGX-ST
on 15 April 2024, the last full market day on which the shares were traded prior to the date of the subscription

agreements.”"

The purpose of the proposed subscription was said to be to allow Cordlife to strengthen its financial position
by raising net cash proceeds of approximately $$8,041,276.2* Cordlife announced that it intended to utilise
49.7% of the proceeds as working capital and to rebuild Cordlife’s Singapore brand, and 50.3% as a cash reserve
for contingency.”* The proposed subscriptions would result in an almost 20% increase in Cordlife’s share capital,
and an almost 20% decrease in Earnings per Share as at 31 December 2023.*

On 22 April 2024, Cordlife announced that solicitors for NJXJK, ZL, and CX (the Claimants) had filed an
application to the High Court of Singapore against Cordlife, HCH, YHT, TJCTY, YMY, CWL, and YPF (the
Defendants), seeking an injunction restraining the Defendants from issuing or allotting any ordinary shares
in the company pursuant to the subscription agreements.””> An interim injunction was granted by the High
Court on 19 April 2024, pending the hearing on the application.”® On 25 April 2024, the Defendants filed an
application to set aside the interim injunction, which was, however, dismissed on 10 May 2024.%” Subsequently,
Cordlife announced that it would no longer proceed with the proposed subscriptions.*®

On 15 May 2024, CX was arrested in connection with the investigations and released on bail, following her
interview with the CAD. Cordlife subsequently announced on 19 May 2024 that the Board was of the view that
it would be in the interests of the company for CX to continue serving on the Board.*”

Cold crisis, hot seats

“They’re not Singaporeans and they’re not here. They haven't really given a plan on what they
want to do with the company”

—Mr Jude, a minority shareholder in Cordlife’”

In its AGM notice dated 29 April 2024, Cordlife set out the resolutions proposed by NJXJK and TransGlobal in
the earlier requisition notices, as well as resolutions to appoint Dato’ Teo Tong Kooi (TTK), Dr Xu Tianhong
(XT), and Mr Cai Yong (CY) as Directors of the company.*”

TTK, a foreign resident then aged 67, was concurrently serving as the CEO of DPS Corporate Advisory
Limited and as an Independent Director of two other companies. TTK holds a Bachelor of Science degree in
Marketing Management, a Master of Business Administration degree, and a Doctor of Professional Studies in

Business degree.’*

XT, a foreign resident then aged 47, was concurrently serving as the CEO of Base Therapeutics Group Holding
Limited and as a board member in three other companies. He holds an M.D. and M.S. from Fudan University
and a Ph.D. in Molecular and Human Genetics.*”?

CY, a foreign resident then aged 43, has management experience in multinational corporations as well as
large state-owned and private enterprises in the PRC, particularly in financial management, risk management
and project management.”™ He holds a Bachelor of Accounting degree, Master’s degree from the Tsinghua
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University School of Economics and Management, and a Doctoral degree from the Department of History at
305

Peking University.

On 30 April 2024, Cordlife announced that, in support of the board renewal process, JWWL would not be
seeking for re-election at the upcoming AGM to be held on 14 May 2024, and that he would retire as an INED
and member of the ARC and RC at the conclusion of the AGM.** As such, the resolution sought by NJXJK to
remove JWWL from the Board was not tabled at the AGM.3"

In a LinkedIn post, Professor Mak said: “MOH needs to get them to appoint enough Singapore-based
directors. That would be interesting as it may only be the desperate ones who would agree to join the board given

the situation the company is in.>%®

One day prior to the AGM, Cordlife announced that it had received a notice from MOH which sought
to draw the company’s attention to section 23(1) of the HCSA, which requires licensees to ensure that their
key appointment holders are suitable persons to act in that capacity, and that the board composition satisfies
prescribed competencies. MOH highlighted that, in light of Cordlifes ongoing investigations, regulatory
suspension, and the need to rectify serious lapses identified in earlier inspections, the Board must provide strong
local oversight and respond expediently to regulatory directions. Notably, MOH underscored that a relevant

consideration would be whether the Board members were physically present in Singapore.’”

During the AGM, TransGlobal withdrew its proposed resolutions to reject NJXJK’s proposal and
remove ZL. Accordingly, TransGlobal’s proposed resolutions were not tabled at the AGM.*"

The remaining resolutions sought by NJXJK to remove HCH, YHT, and TJCTY from the Board were tabled at
the AGM.*"! Cordlife’s shareholders voted for the removal of Acting Chairman, HCH, and Independent Director,
YHT, and voted against the re-election of TJCTY as an Independent Director.’'? The three new INEDs proposed
by NJXJK*" -TTK,** XT,*”> and CY*'® — were appointed to replace HCH, YHT, and TJCTY.

With effect from 23 May 2024, TTK was appointed as Chairman of the Board and a member of the ARC,*"”
XT was appointed as a member of the NC and RC,’*® and CY was appointed as the Chairman of the ARC and a
member of the NC and RC.>"

ZLUs interview with the CAD was rescheduled to 25 July 2024,>*° and he was subsequently arrested in
connection with the investigations and released on bail.**' As of 6 June 2025, no further updates have been made
by Cordlife regarding the date of JWWTLs interview with the CAD, or the outcome of any such interview.

Legal avalanche

“It would be premature to determine whether any legal action would be successful, given that
MOH is currently conducting investigations.”

- Nicholas Tang, Founder and Managing Director of Farallon Law Corporation”?

On 8 April 2024, Cordlife offered customers a refund of annual fees paid since “the start of temperature
excursion’, with an additional waiver of subsequent fees until their children turn 21.** Moreover, the company
assured clients that it would continue storing their CBUs until their service agreements mature. It would also
honour its commitment to finding a suitable CBU in the event that a cord blood transplant is required, upon
assessment by a transplant physician that their child’s CBU does not meet the viability criteria.** Some parents

have expressed their unhappiness with this compensation, feeling that they have been “paying for nothing”**

Affected clients of Cordlife have possible contractual grounds to seek recourse against Cordlife, with the type
and quantum of damages highly dependent on the clients’ terms of their contracts with Cordlife.””® According
to a clause in a client service agreement provided by one of Cordlife’s affected clients, which was issued in
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January 2013 by the company, Cordlife would pay damages of US$25,000 (5$33,300) to the client under several
conditions.’”” In newer contracts, damages outlined go up to $$50,000.*® In a separate clause pertaining to “all
other cases”, Cordlife’s liability to the client and their child “will not exceed the amount of fees” the client has
paid to Cordlife.**

In addition, as Cordlife’s services aim to “provide a peace of mind” to its clients in the event of a medical
emergency, the courts may also award further damages with regards to the “psychological impact” on clients.**
Mr. Steven Lam, the Founder and Director of Templars Law LLC, also mentioned the option for affected parties

to approach the Consumers Association of Singapore to “see whether the matter could be mediated”**!

In February 2024, Cordlife received notice of a claim lodged against the company in the Small Claims
Tribunal from one of Cordlife’s clients, alleging the damage of the client’s child’s cord blood unit resulting from
the Company’s storage of the cord blood unit.””> The claim was subsequently withdrawn by the claimant.**

On 2 May 2024, Cordlife announced that it had received its first letter of demand from solicitors acting on
behalf of one of Cordlife’s clients, alleging a breach by Cordlife of the service agreement entered into between
Cordlife and the client and a breach of the duty of care in negligence, and seeking damages between 5$60,000
and $$250,000.%* Cordlife, after obtaining legal advice, stated that it does not agree with the client’s contention
that the company is barred from relying on certain provisions of the contract, and that it intends to defend
the claim.*

On 28 March 2025, Cordlife received two more letters of demand from solicitors acting for two groups of
persons, who had identified themselves as clients whose CBUs stored with Cordlife were either unlikely to be
suitable for stem cell transplant purposes; or stored in tanks that had been identified as falling within the “low
risk” or “unaffected” category. The first group of persons sought damages exceeding $$250,000 for breach of
contract and negligence. The second group of persons requested for certain warranties and undertakings from

the company as well as compensation for costs.”

Cordlife noted that if it was ultimately required to settle the amounts in full for each of the persons identified
in the letters, the Group’ financial position for FY2025 would likely be adversely affected.?”’

In an update on 6 June 2025, the company said that as of 30 May 2025, approximately 56% of affected
customers have accepted its offers made in February and April 2024 under which the annual fees received from
these customers from the start of the temperature excursion will be refunded. All subsequent fees for active
customers whose children CBUs are stored in the damaged and high-risk tanks will also be waived, and the
company will continue to store CBUs for these customers until their child turn 21.%%

The melting point

On 22 March 2024, YPF detailed efforts aimed at strengthening Cordlife’s procedures and rebuilding trust with
its stakeholders through the introduction of stringent measures to enhance its operational standards.*®* Some
of the initiatives include: enlisting the expertise of the FACT to provide guidance and reinforce its procedures
and organisational structure; implementing a more advanced digitalised lab monitoring system to enhance real-
time monitoring of the company’s Singapore laboratory facility, both remotely and on-site; fortifying Cordlife’s
fail-safe measures to ensure uninterrupted operations even under adverse conditions; providing extensive staft
training to explain the rationale and importance of every SOP and EOP while also cultivating a stronger sense
of accountability and responsibility; and increasing the number of experienced technical personnel to improve

laboratory expertise and processing capabilities.**’

Further inspections conducted by MOH in April and May 2024 to evaluate Cordlife’s progress in rectifying
the identified issues revealed that Cordlife had yet to complete the validation of the AXP II System for cord blood
processing, the development of its relevant operating procedures and practices for the AXP II System, and the
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training and competency assessment of its staff in using the system.**! As such, on 27 May 2024, MOH issued a
second notice which extended the suspension of Cordlife’s activities by an additional three months, with effect
from 15 June 2024.3%

On 15 August 2024, Cordlife disclosed that AABB had withdrawn Cordlife’s AABB accreditation for the
collection, processing, storage and distribution of cord blood, and that AABB accreditation would only be
provided after Cordlife was permitted by MOH to resume its business and Cordlife had fully resolved all quality

issues and had several months of records available for on-site inspection.**

On 30 August 2024, Cordlife received a third notice from MOH, which permitted the company to resume
its cord blood banking service operations in a controlled manner. The notice proposed a modification to the
conditions of Cordlife’s cord blood banking service license that restricted it from collecting, testing, processing
or storing more than 30 units of new cord blood from infant donors per month from 15 September 2024 to 13
January 2025.** These terms were accepted by Cordlife.**®

Cordlife’s Singapore operations fully resumed on 14 January 2025,*¢ after its cord blood banking service and
human tissue banking service licences under the HSA were renewed for a period of one year with effect from
14 January 2025.**

Fresh blood in the boardroom

On 14 November 2024, Cordlife announced further changes to the composition of its Board, with the appointment
of three more INEDs - Mr. Gao Xiang (GX),**® Dr. Wang Xiaorui (WX),** and Mr. Sim Sze Kuan (SSK).**
Cordlife also announced the resignation of CY as an Independent Director of the company with effect from 30
November 2024.%!

GX, a Singapore resident then aged 55, was appointed as Chairman of the ARC in place of CY.** GX
concurrently serves as a Director in two other companies and had previously served as Chairman and CEO of
Anhui Taoliwang Technology Company Ltd. He holds a Bachelor of Arts degree, an MBA degree in Finance, a
non-degree EMBA in Corporate Management and an EMBA degree in Finance.*>

WX, a Singapore resident then aged 41, was appointed as a member of the NC to replace CY.*** WX
concurrently serves as a Clinical Scientist of SCG Cell Therapy Pte. Ltd. (Singapore) and has prior experience
in senior roles at BioNova Pharmaceuticals, Zensun, and A*STAR. She possesses a Ph.D. in Biochemistry and a
Bachelor’s degree of Life Science.?*

SSK, a foreign resident then aged 60, was appointed as a member of the RC, replacing CY.>¢ SSK concurrently
serves as a consultant in a Hong Kong law firm and an Of Counsel in a Singapore law firm, as well as a member
of the Institutional Review Board at Nanyang Technological University and a member of two committees in the
Law Society of Hong Kong. He is a qualified solicitor in Hong Kong and Singapore, and has been admitted to the
bar in England & Wales and New York.*”

On 8 January 2025, Cordlife announced that TTK had stepped down as Chairman of the Board, but would
remain as an Independent Director, Chairman of the NC and RC, as well as a member of the ARC.**® TTK’s
position was succeeded by ZL, who was re-designated from NINED to Non-Independent Non-Executive
Chairman.’” ZL had served as Chairman at NJX]JK from 2019 to 2024°® and had previously opposed YPF’s
appointment as GCEO.**!

The high attrition rate among the newly appointed Directors was questioned by the SIAS. In response,
Cordlife stated that the reasons for resignations were to pursue personal commitments and to focus on
other commitments, and that there were no unresolved differences in opinion on material matters with
the Board.*®
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Shortly after, YPF tendered his resignation from his position as GCEO on 12 February 2025 “to pursue
other opportunities”, with his cessation effective from 28 February 2025.>*

On 19 February 2025, Cordlife appointed a new INED, Ms Yuen Wai (YW),’® and announced the
resignation of TTK as an Independent Director.*®® YW, a foreign resident aged 49, has previously held key
leadership positions within the Cordlife Group of companies, including HealthBaby Hong Kong and Cordlife
Hong Kong.**® She holds a Master’s degree in Philosophy of Basic Medical Science and a Bachelor’s degree in

Science from The Chinese University of Hong Kong.**

TTK’s roles were succeeded by GX, as the Chairman of the NC; ZL, as a member of the NC; and SSK, as the
Chairman of the RC.**® YW took over SSK’s and TTK’s roles as a member of the RC and ARC respectively.**

As of 6 June 2025, only three of the nine Directors on the Board mainly reside in Singapore.’”

On 6 June 2025, Cordlife announced the appointment of CX, who had previously been designated as Group
ED on 17 July 2024, as GCEO and CEO of Singapore.*”!

A hot commodity?

On 23 February 2024, Cordlife received a letter sent by SAC Capital Private Limited (SAC Capital) on NJXJK’s
behalf, indicating that NJX]JK was reviewing its shareholding in Cordlife with the possibility of making an offer
for the company’s shares not already owned or controlled by NJXJK (the First SAC Letter).””> The First SAC
Letter clarified that NJXJK had not made any firm decision to proceed with the potential offer and that there was
no certainty that an offer would be made.*”

On 22 March 2024,%* 22 April 2024,%” 23 May 2024,%7¢ 21 June 2024,”” and 25 June 2024,’”® Cordlife received
five more letters from SAC Capital stating that NJXJK was still reviewing the potential offer. Yet, on 26 August
2024, Cordlife received a seventh letter from SAC Capital, indicating that NJXJK had decided to discontinue
pursuing the potential offer due to the possibility of incurring “risks that are not aligned with NJXJK’s investment
criteria and business strategy”.’”

Interest in Cordlife was renewed in 2025, when Cordlife received a voluntary conditional cash partial
offer from Thailand-listed Medeze Group Public Company Limited, made through its wholly owned
subsidiary, Medeze Treasury Pte. Ltd.*®** The Medeze Group is a leader in the Southeast Asia stem cell
storage and services market and was recognised as the Southeast Asia Stem Cell Banking Company of the
Year by Frost & Sullivan in 2023 and 2024.%' It also possesses an AABB accredited laboratory equipped with
modern equipment and technology in the stem cell banking industry. The Medeze Group recorded total
revenue of THB 874.3 million and net profit of THB 338.7 million, representing growth of 23.6% and 41.4%
year-on-year respectively.’*> Medeze Group’s asset base more than tripled to over THB 3.4 billion, following
its successful listing of the Stock Exchange of Thailand and strategic reinvestment into technology and

capacity.’®

The offer was announced on 13 May 2025 and sought to acquire 10.07% of Cordlife’s issued ordinary shares

(excluding treasury shares)***

at an offer price of S$0.25 per share, which represented a 61.3% premium over both
the last traded price on 9 May 2025 and the 12-month volume-weighted average price.*® The partial offer would
enable Medeze Treasury to increase its direct holdings in Cordlife to approximately 10.68% of the total number
of shares (excluding treasury shares).** The Medeze Group indicated that the rationale of the acquisition was to
“collaborate with existing controlling shareholders and management to drive sustainable value creation for all
stakeholders” and allow Medeze Group and Cordlife to “provide services to each other’s customers which helps
to strengthen the market position and network of Medeze Group and Cordlife”.**” Subsequently, the formal offer
388

document was despatched on 28 May 2025.
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On 29 May 2025, Cordlife announced that it had appointed Novus Corporate Finance Pte. Ltd. as the
independent financial adviser (IFA) to advise the directors of the company who are considered independent for
the purposes of the partial offer (the Recommending Directors), and that a circular containing the advice of the
IFA and the Recommending Directors would be issued to the shareholders within 14 days of the despatch of the
offer document.*®’

Chilling financial performance

Cordlife reported revenue of $$27.8 million for FY2024, representing a 50% decline from the $$55.7 million
recorded in FY2023.**° In addition, Cordlife saw a net loss after tax of S$18.7 million in FY2024, compared to a
net profit of $$3.6 million in FY2023, as well as a decline in gross profit in FY2024 by 68.6% to S$11.7 million

from $$37.3 million a year ago.*"

The company’s poor financial performance was mainly attributed to the almost nine-month suspension of
Cordlife’s Singapore operations, a $$10.4 million revenue reversal related to the refunds/waivers for the High-
Risk tanks, and softer customer sentiment.’*

Epilogue

Cordlife continues to face significant challenges, as collection rates remain below the company’s pre-incident

average.®” It is still in the process of working with AABB and FACT to restore its accreditations for Singapore.**

In its business update on 6 June 2025, the company reported that only approximately 56% of affected
customers had accepted the company’s offers for fee refunds and waivers.** This increased to about 57% as at
30 June 2025.%¢

On 10 July 2025, Cordlife announced an enhanced package for its affected customers. Under this enhanced
package, there would be further financial support and expanded coverage in addition to the earlier offer. These
include an extension of five years to the existing blood storage period until a customer’s child turns 26 years old,
at no additional cost to the customer. A standardised and enhanced warranty clause which standardises the value
of damages to the upper limit of $$50,000 for all affected customers was also added. Cordlife’s obligation to pay
will be triggered once the CBU is determined to be unsuitable for an approved transparent solely due to non-
viability, with no additional conditions imposed. The scope of the warranty was also expanded to cover situations
where the CBU is required for a transplant for the donor’s biological sibling, provided it is a suitable match, but
is found to be non-viable. Worldwide coverage for all medical conditions that require stem cell transplant of up
to $$50,000 was also introduced. On 14 August 2025, Cordlife clarified that the enhanced warranty coverage
applied only if the use of the CBU in a transplant was unsuccessful solely due to the CBU’s non-viability and no
suitable replacement CBU could be found.*’

The potential legal exposure and regulatory consequences that the company faces remain uncertain. In
announcing the enhanced package, Cordlife said that based on the preliminary estimates of the enhanced package
and the pace of recovery of the business since the resumption of the company’s business from 14 January 2025,
“the outlook for the financial year ending 31 December 2025 remains uncertain and there is no assurance that the
Company can resume profitability in the financial year ending 31 December 2025 On 14 August 2025, Cordlife
reported that the aggregate quantum of all claims by customers that it had formally received was approximately
$$8.7 million.**®

The partial offer from Medeze closed on 25 June 2025, with Medeze’s stake only increasing from 0.68% prior
to the offer to 0.95%, far short of the 10.68% stake it was aiming to achieve.*”

On 3 July 2025, Cordlife announced yet another departure from the Board when NINED CWL, who was

appointed in December 2021, stepped down “in order to focus on other commitments”.**
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On 14 August 2025, the company announced that its Group CFO, THY, had tendered her resignation to the

2401

board “to focus on personal priorities”,*** and would continue to serve as Group CFO until 14 November 2025.4%
On the same day, Cordlife announced the appointment of a new Group CFO, Wu Yifei (WYF).*® WYF had
previously served as Group CFO of PharmaBlock Sciences (Nanjing), Inc and Effort Intelligent Equipment Co

Ltd. She holds a Bachelor of Science degree in International Accounting from Nanjing University.***

Whether Cordlife’s new Board will successfully navigate these difficulties remains an open question, as the

company works to restore confidence and stability amidst ongoing scrutiny.

Discussion Questions

1.

What are the key factors that contributed to Cordlife’s scandal? Which, in your opinion, is the most significant
factor?

Discuss what it means for a company to have good corporate culture and its importance for Cordlife and
its stakeholders. Based on the facts of the case, evaluate whether there are potential culture issues within
Cordlife.

Critically evaluate the Board composition of Cordlife. How does the ownership structure of Cordlife affect
the Board composition and how might it affect board dynamics and decision-making?

Explain in what ways, if any, the Board clearly failed to ensure corporate governance.

What are the different lines of defence that mitigate against risks such as the damaging of cord blood units?
In your view, which line(s) of defence clearly failed and why?

Critically evaluate the remuneration policies for executives and key management personnel in the Cordlife
Group. To what extent do you believe that they contributed to the scandal?

Did the Board respond appropriately when informed of the irregular temperatures by its employees? If not,
what should the Board have done instead? Throughout the incident, did Cordlife comply with the necessary
disclosure obligations under the SGX and SFA rules?

In the aftermath of the scandal, how might Cordlife instil renewed confidence and credibility among the
public? Why is this critical for the organisation’s future success and reputation?
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YOMA STRATEGIC HOLDINGS:|
FALL FROM GRACFE’

Case overview

Yoma Strategic Holdings Ltd (YSH), a company listed on the Singapore Exchange (SGX), has deep ties to
Myanmar. The 2021 military coup in Myanmar and ensuing civil unrest disrupted the country’s economic
landscape, posing risks to YSH’s diverse operations across various industries in that country.

YSH has also faced increasing scrutiny for alleged links to the Myanmar military junta, raising ethical and
regulatory concerns. Allegations have also surfaced accusing its founder, Serge Pun, of financial misconduct,
including money laundering, although according to YSH, they were in relation to his businesses outside the
YSH group. In June 2024, Serge was questioned by the junta for alleged breaches of financial regulations, and
he subsequently resigned from the company the following month. These developments, along with questions
surrounding YSH’s disclosures related to the investigation and compliance with SGX listing rules, prompted
queries from the Singapore Exchange Regulation Company (SGX RegCo).

The objective of this case study is to facilitate discussion of the key corporate governance challenges of a
family-controlled and family-managed listed company; board structure and composition; independent directors;
non-executive director remuneration; disclosures; risk management; ethical issues arising from operating in a
high-risk jurisdiction such as Myanmar; and SGX’s role in enforcing compliance.

Strategic climb from humble beginnings

Yoma Strategic Holdings Ltd (YSH), a diversified investment holding company, headquartered in Yangon,
Myanmar, was incorporated in Singapore on 20 October 1962." It was listed on the Mainboard of the Singapore
Exchange (SGX) in 2006 through a reverse takeover of Singapore-listed Sea View Hotel Limited* and operated in
the hospitality sector. However, as Myanmar’s economy evolved, so did the company’s strategic direction. Under
the leadership of founder Serge Pun (Serge), YSH emerged as one of the most influential business entities in
Myanmar.’

This case study was originally prepared by Gu Ruilin, Lim Jun Xiang Vince, Tan Wen Wei Megan, To Nok Yin Jasmine, Vanessa
Tan Jing Wen. It has been edited by Tan De-Reng, under the supervision of Professor Mak Yuen Teen, with additional content
added. The case was developed from published sources solely for class discussion and is not intended to serve as illustrations of
effective or ineffective management or governance. The interpretations and perspectives in this case are not necessarily those of the

organisations named in the case, or any of their directors or employees.
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In 2015, Melvyn Pun (Melvyn), son of founder Serge, was appointed as YSH’s Chief Executive Officer (CEO)
and executive director,* after spending 12 years at Goldman Sachs in Hong Kong.> Under Melvyn’s leadership,
YSH implemented diversification strategies and entered into partnerships that fuelled its further growth.°

YSH became a regional conglomerate with operations spanning Myanmar, Singapore, China’ and Thailand.?
The company operates through a network of subsidiaries and associate companies across its five core sectors,
namely real estate, mobile financial services, leasing, food and beverages (F&B), motors and investments.’

For financial year ending 31 March 2024 (FY2024), YSH’s total revenue saw a 78.6% increase year-on-year
(YoY); its core Earnings Before Interest, Taxes, Depreciation and Amortisation (EBITDA) rose by 160.5% YoY;
and its net profit reached US$21.2 million, recovering from a US$63.3 million loss in FY2023.'° This was coupled
with a reduction in its net gearing ratio to 15.5%, down from 18.6% in FY2023 and 28.2% in FY2022."! However,
for financial year ending 31 March 2025, revenue fell YoY by 7.1% even though it rose by 37.5% in Myanmar kyat
(MMK) terms, due to a 48% depreciation of the MMK. Net profit in US dollar terms declined by 35.8%."* As of
1 August 2025, its market capitalisation was $$208.8 million."

Myanmar remains YSH’s primary market, where it has built a diversified business portfolio.'"* Yoma Land,
YSH’s core subsidiary in Myanmar and its real estate arm, oversees large-scale property developments."
In FY2024, Yoma Land was YSH’s largest revenue contributor, with its revenue more than doubling YoY,'
accounting for 50% of YSH’s total revenue."” It continued to account for more than 50% of Yoma’s total revenue in
FY2025."* Another flagship subsidiary is Wave Money, a major provider of mobile financial services in Myanmar,
offering e-wallet solutions, remittances, and mobile payments to millions of users.” As Myanmar increasingly
shifts towards cashless transactions,”® Wave Money maintains a presence in digital transformation and financial
inclusion, covering 90% of the country’s geographical area.”’ In FY2024, Wave Money recorded a 165.9% YoY
increase in revenue,” making it YSH’s second-largest revenue contributor.” Additionally, Yoma F&B, another
key subsidiary focusing on the F&B sector in Myanmar, continues to be one of the country’s major restaurant
operators,* with its revenue increasing by 30.1% YoY in FY2024.> However, for FY2025, Yoma F&B became the
second largest contributor in US dollar revenues, while Wave Money dropped to third.*

Ownership dynamics

As of 23 June 2025, YSH’s shareholding structure comprises approximately 46.8% of issued shares held by three
substantial shareholders, with 46.3% held by the public.?”” The largest shareholder is founder Serge, who held a
total of 26.36% of the issued shares, through both direct and deemed interests.?® Ayala Corporation, a leading
Philippines conglomerate, along with its affiliates, collectively held 13.92% of YSH’s shares.” This investment
aligns with Ayala’s strategy to expand its presence in Southeast Asia’s emerging markets.” Additionally, Kopernik
Global Investors, LLC, an investment advisory firm, held a 6.56% deemed interest in the company’s shares.’
Rather than direct ownership, Kopernik exercises discretionary control and has disposal rights over these shares.*?

Accolades

YSH has received multiple accolades over the years, ranking among the top five percent of SGX-listed companies
in the Singapore Governance & Transparency Index (SGTI) from 2017 to 2022.> However, it was not ranked in
2023.%* In 2024, it was ranked 32" out of 477 companies under the General Category,” and in 2025, 34™ out of
467 companies.*

Additionally, it was recognised as an SGX Fast Track company in 2018,%” a designation granted to firms with
strong governance and compliance records, allowing for expedited regulatory processes.*® However, it is no longer
on the SGX Fast Track.” The company was also commended for its investor relations and corporate reporting,
receiving the Best Investor Relations Award (Silver) in 2023 and the Best Annual Report Award (Silver) in 2022
under the Singapore Corporate Awards, both within the small-cap company category.*
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Serge Pun’s journey: From exile to entrepreneur

Serge (also known as U Theim Wai) was born in 1953 in Yangon, Myanmar.* He is one of Myanmar’s most
prominent businessmen.*> His formative years were shaped by political and economic turmoil as Myanmar
transitioned from a democratic government to military rule.* At the age of 12, his family fled the country, and
he moved to Beijing, China, before later settling in Hong Kong in his late teens.*

He began his career in sales before transitioning into real estate in the 1970s, securing a role at a Hong
Kong-based real estate firm with the support of German real estate broker and entrepreneur Elmar Busch.”
Despite having no formal university education,* he gained extensive experience in property investment and
development, as well as in finance and property management.”” By the early 1980s, he had developed a solid
foundation in Hong Kong’s real estate market through his 10 years of experience.*®

In 1983, Serge founded Serge Pun & Associates (SPA Group) in Hong Kong,* initially focusing on investment
and real estate development. When Myanmar’s military regime began opening the economy to foreign investment
in 1988,” he recognised an opportunity to expand into his home country. In 1991, he returned and established
Serge Pun & Associates (Myanmar) Ltd.,” local arm of the SPA Group. This laid the foundation for his growing
business ventures and facilitated large-scale projects and international partnerships.

Ascent of a business empire

With Myanmar’s economic liberalisation underway, Serge rapidly expanded his investments across multiple
industries. In 1992, he founded FMI, one of Myanmar's first public companies and a subsidiary of SPA Group.*
As an investment holding company, FMI focuses on key sectors such as financial services, real estate, healthcare,
and tourism, while also maintaining a portfolio of strategic investments across these industries.”® In 2016, FMI
became the first company to be listed on the Yangon Stock Exchange (YSX), marking a significant milestone in
Myanmar’s corporate history.*

Under FMI, Serge established Yoma Bank in 1993, one of Myanmar’s first private banks.” Yoma Bank
introduced a comprehensive suite of financial services, facilitating both local and international business
operations.”® By the early 2000s, Yoma Bank had emerged as a dominant financial institution in Myanmar,
managing billions in deposits and playing a critical role in Myanmar’s banking sector.”

Seeking to expand his business internationally, Serge incorporated Yoma Strategic Investments Limited
in Singapore in 2004 under SPA Group.*® In 2006, the company took over the publicly-listed Sea View Hotel
Limited through a reverse takeover.” This allowed Serge’s business to gain a SGX listing in the same year,* while
Sea View Hotel was rebranded as Yoma Strategic Holdings Limited, marking its transformation into a diversified
investment holding company.*'

“Serge”-ing beyond Yoma

Beyond Yoma Group, Serge has built a diverse business portfolio across multiple industries. Notably, he co-
founded JJ-Pun, a 50-50 joint venture between SPA Group and Jebsen & Jessen (SEA), operating in Myanmar’s
manufacturing, engineering, and distribution sectors.®> Serge also held directorships in JJ-Pun (S) Private
Limited and CLW Development Limited,* further broadening his business reach. Additionally, he served as vice-
chairman of MTSH, a public company involved in Myanmar’s first Special Economic Zone, a cooperative project
between Myanmar and Japan to develop an industrial park.®* Serge was also instrumental in the establishment
and leadership of Memories Group, a tourism-focused enterprise, where he served as the Executive Chairman.®

Through these strategic ventures and his ability to identify and capitalise on emerging opportunities, Serge
established himself as a leading figure in Myanmar’s economic landscape. However, his close ties to the military
government have subjected him to public scrutiny.
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The junta’s favourite man?

In November 2022, Serge was awarded the honorary title of Thiri Pyanchi by the Myanmar military junta for his
“outstanding contributions to the Union of Myanmar” Some critics viewed Serge’s acceptance of the award as
a sign of alignment with a regime accused of serious human rights abuses.”” Neither Serge nor YSH addressed
the award publicly.

In July 2023, Serge faced backlash after a leaked video clip showed him expressing relief that Myanmar’s
anti-regime armed resistance groups were not fighting in Naypyitaw and that he believed they had no plans to
do s0.® His comments were seen as aligning with business elites who benefit from the junta’s rule, especially
given Naypyitaw’s role as a key economic and political hub where many of his corporate interests are based.*
Business figures perceived as supporting the junta have faced widespread public criticism.” Neither Serge nor
YSH publicly addressed the video or the ensuing backlash.

Fall of the titan

On 9 July 2024, overseas reports said that Serge had been detained and placed under house arrest by the junta’s
authorities.”! The junta had allegedly accused Serge of violating banking regulations, by issuing mortgages
through Yoma Bank, a subsidiary under the SPA Group.”” The mortgages granted to Myanmar nationals for
purchasing condominiums in Thailand were said to violate Myanmar’s foreign exchange and banking laws and
exceeded the housing loan limits set by the Central Bank of Myanmar (CBM).”

This was not the first time Serge had reportedly been questioned by the authorities. In early June 2024, Serge
was said to be interrogated regarding Yoma Bank’s mortgage lending practices for Thai properties. Yoma Land
had denied any involvement, stating that it only operated within Myanmar’s property market.” Yoma Land also
clarified that the property roadshow it organised in Bangkok was specifically designed for Myanmar nationals
living in Thailand who were interested in investing in real estate within Myanmar.”

Yoma breaks silence

Following reports of Serge’s detention, YSH issued a statement clarifying that it had not been officially informed
of any specific restrictions imposed on him, but confirmed that he was cooperating with the authorities.” YSH
stated that the matter had no material impact on its financial performance, operations or businesses, which
continued to be managed by CEO Melvyn and other senior executives.””

Regarding the alleged investigation into Yoma Bank for exceeding the housing loan limits set by the CBM,
YSH stated that the matter did not materially impact the group’s financials, and it had not been provided with
any details from authorities.” YSH also reiterated that it is not involved in the banking sector in Myanmar, nor
does it hold any shares in any Myanmar banks,” likely referencing the fact that Yoma Bank is a subsidiary of the
SPA Group and not YSH.

End of an era

On 24 July 2024, Serge officially resigned from his position as Executive Chairman of YSH.* In a statement by
YSH, the resignation was described as a mutual decision between Serge and the Board of Directors, made in the
best interest of the company, its shareholders, employees and customers. The resignation was framed as part of
the efforts to “accelerate leadership succession plans” within the organisation,* and to allow Serge to focus on
ongoing matters with Myanmar’s authorities concerning banking activities, while preserving the overall stability
of the Yoma Group.*

In tandem with his departure from YSH, Serge also relinquished leadership roles in 105 corporate entities.*
These include key positions in SPA Group, First Myanmar Investment Public Company Limited (FMI), and
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Myanmar Thilawa Special Economic Zone Holdings (MTSH),** marking a significant shift in the governance of
his business network.

Storm after the exit

In August 2024, The Irrawaddy reported that the junta has officially charged Serge with money laundering
and financial crimes.*” In addition to these charges, he was also reportedly accused of misusing public funds
and harming national interest by allegedly channelling criminal proceeds from online scam centres into the
expansion of StarCity, a large-scale real estate project in Yangon Regions Thanlyin Township in August 2024.%

In response, Serge and YSH categorically denied the allegations.’” The company asserted that it had not
been contacted by any authority for clarification and described the published reports as containing misleading
information.®® YSH further asserted that there were no ongoing investigations involving the group, its directors,
executive officers, employers, or any of its subsidiaries.*

The company also firmly rejected claims that illicit funds were used to finance the StarCity expansion,
emphasising that the project had not required external funding in recent years.”” YSH highlighted that StarCity
had evolved into a self-sustaining community with a residential population exceeding 6,000 people, further
supporting its claim of financial independence.”

Questions surrounding Serge’s arrest > cast uncertainty over YSH’s future. The developments in Myanmar and
Serge’s arrest had a pronounced impact on market perception and investor confidence, resulting in significant
volatility in YSH’s stock price.” Prior to the military coup in Myanmar in February 2021, YSH’s shares traded at
approximately $$0.275. The coup triggered a sharp decline of its share price to about $$0.20.> The share price
continued to fall.”® By April 2024, YSH’s stock was trading below S$0.04.”” A brief recovery occurred in June
2024, when the share price surged by 30.9% to reach an intra-day high of $$0.115, before closing at $$0.11 on 11
June.”® However, this rebound turned out to be temporary.

In July 2024, following reports that Serge was cooperating with Myanmar authorities, the stock experienced a
record single-day drop of 28.47%, closing at approximately $$0.10.” Renewed allegations that criminal proceeds
from scam operations had been funnelled into StarCity caused YSH's share price to fall by 47% from its early July
highs, briefly trading at S$0.086 before closing at $$0.092.'

Myanmar: country full of risks

Since the 2021 military coup, economic instability persists in Myanmar. As of 2024, an estimated 40% of the
population lives below the poverty line."”" Since 2020, Myanmar’s gross domestic product (GDP) has contracted
by 9%.'* The situation is anticipated to deteriorate further,'” as continued political uncertainty and systemic
dysfunction are expected to further dampen economic prospects, with institutions such as the World Bank
projecting a renewed contraction in the fiscal year ended March 2025."*

Operating in Myanmar’s post-coup environment presents a multitude of challenges for companies such as
YSH. The economic and regulatory landscape has been disrupted by erratic junta policies, slow growth, high
inflation, and a significant outflow of skilled labour.'” These conditions have led to project delays,'* diminished
investor confidence,'”” and increased business risks which forces firms to either adapt swiftly or risk operational
collapse.

The junta’s fiscal policies have further destabilised the macroeconomic environment. Military expenditure
now comprises approximately 60% of the national budget, significantly reducing allocations to essential
public services such as healthcare and education.'® The regime has also directed domestic firms to suspend
repayment of loans extended by international creditors, effectively instituting a state-mandated default on
foreign debt.'”
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Foreign exchange restrictions introduced by the Central Bank of Myanmar have exacerbated liquidity
challenges. Specifically, the requirement for businesses to convert 35% of their foreign earnings into MMK has
constrained access to hard currency,'"’ and may have forced YSH to delay payments to overseas suppliers and
curbed its reinvestment capabilities. Further, corruption remains in junta-administered bureaucracies, where
bribes are often required to obtain permits or circumvent arbitrary penalties.""!

YSH’s operations in Myanmar are also disrupted by infrastructure deficiencies. Power disruptions occur daily,
with Yangon residents experiencing rolling blackouts of around 10 hours which force them to rely on the costly
alternative of diesel generators."? YSH also faces long delays when importing building materials due to logistical
bottlenecks and junta-imposed trade restrictions.'”® Furthermore, currency volatility due to rising inflation
exacerbates these challenges by reducing profit margins as well as inflating costs for US dollar-denominated
imports. Despite this, demand for real estate projects such as Yoma Land has increased as households attempted
to hedge against the rising inflation and depreciating local currency. This served as an opportunity for YSH to
capitalise on the demand for affordable housing.'*

Construction delays worsened after the juntas 2024 conscription law triggered an exodus of skilled labour,
with one Yangon-based construction firm reporting that more than half of its workforce had fled to avoid
conscription."® YSH’s US$300 million Yoma Land housing projects including StarCity, Pun Hlaing Estate and
City Loft West, saw an increase in unrecognised revenue to US$147.1 million,' likely due to a slowdown in
construction progress.'” Foreign investor confidence in development projects in Myanmar also decreased sharply,
with key partners scaling back involvement. Notably, the Asian Development Bank (ADB) froze disbursements of
funding for infrastructure projects in Myanmar, citing human rights violations tied to military collaborations."®

Profit and power

Despite YSH’S’ significant contributions to Myanmar’s economy, the company has faced repeated scrutiny over
its alleged ties to the junta. Critics have argued that YSH’s business activities in key industries such as finance and
infrastructure have indirectly supported military-linked entities,'”* raising concerns about corporate complicity
with an authoritarian military regime. At this point, many of these criticisms remain as allegations and some
relate to entities that are not part of YSH but to entities controlled by Serge.

Dialling into controversy

A major controversy emerged in March 2023 when Yoma Bank was alleged to have provided banking services
and held over US$10 million for Telecom International Myanmar Company Limited (Mytel).'* Mytel is one
of Myanmar’s largest telecom operators, which is managed and partly owned by the Myanmar Economic
Corporation (MEC), a conglomerate owned by the junta.'! Mytel reportedly played a crucial role in facilitating
military communications as well as the surveillance of troops and the public.'*

Additionally, in February 2020, Yoma Bank was reported to have granted a MMK1.8 billion (US$1.25 million)'*
loan to Pinnacle Asia, a company owned by Khin Thiri Thet Mon, the daughter of junta leader Min Aung Hlaing.'**
This loan funded the construction of towers for Mytel, which is projected to generate over US$700 million for the
junta over a decade, through its indirect ownership of Mytel.’*® Yoma BanK’s ties with Mytel have drawn criticism
from human rights groups such as Justice for Myanmar and likely contributed to the the International Finance
Corporation (IFC) divesting its 4.55% equity stake from Yoma Bank on 12 December 2022.'%

“Mytel is a strategic resource of the illegal Myanmar military junta and the company aids and
abets the junta’s war crimes and crimes against humanity. By providing banking services to
Mytel, Yoma Bank is supporting its international law violations”

- Yadanar Maung, spokesperson for Justice For Myanmar'?’
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Building on shaky ground

The Yoma Central project, led by YSH, is a US$330 million mixed-use development in downtown Yangon
which operates under a 32-year lease agreement with the junta-controlled Ministry of Transport and
Communication.'”® Critics argue that the development could enrich the junta, which retains control over key

economic sectors and infrastructure,'” 130

especially given the projects prime location in Myanmar’ largest city.
Construction began in January 2017, and by November that year, YSH had signed contracts worth over US$400
million with Bouygues Construction and Taisei Corporation to build YSH Central and The Peninsula Yangon
Hotel.”*! However, the project was suspended in June 2021 due to political and economic instability following
the military’s coup.’** The projects’ resumption in 2024'** reignited concerns about whether YSH is legitimising
the junta’s economic control despite the potential of ongoing human rights violations under the junta’s rule."**
Reportedly, the lease agreement involves annual payments of US$60,000 and land-use premiums of US$9

million directly to the junta.'*

Funding the force

In August 2023, Yoma Bank was also reported to have purchased over MMKI10 billion (US$4.75 million) in
government bonds issued by the junta.’® This move was perceived as an endorsement of the junta’s legitimacy,
providing financial support despite global condemnation and sanctions following the coup.” Yoma Bank did

not respond when approached to comment on its participation in the junta’s bond offerings.'**

Questionable banking transactions

In November 2022, leaked financial records revealed that Yoma Bank had over 200 transactions with Innwa
bank, a financial institution wholly-owned by the junta-controlled MEC."*’ These transactions occurred mostly
after the 2021 coup and involved junta-affiliated companies, such as Best Oil Company, Pinnacle Asia and
Meditech,' raising concerns about Yoma Bank’s financial engagements with military-affiliated entities."*! Yoma

Bank did not publicly address these revelations.'**

Clearing forests, compromising ethics

Yoma Land has been developing housing projects across Myanmar to meet growing demand.'* These
developments rely heavily on construction materials sourced from junta-controlled quarries and timber suppliers
that contribute to environmental degradation. Since 2021, the junta has used natural resource extraction to fund
its operations, with allegations that illegal logging in the Pegu Yoma region has accelerated deforestation and led
to a loss of approximately 19% of the country’s forests.'**As a result, YSH’s business operations risk indirectly
financing junta-linked abuses.

The price of staying put

As of 2024, militant groups resisting the junta’s rule have seized control of over 40% of Myanmar, including key

trade routes.!®

The Arakan Army now controls most of the Rakhine State, a large region in Western Myanmar,
including the junta’s Western Regional Command headquarters. This development was likely to have disrupted
YSH’s supply chains, especially since the Sittwe deep-sea port, a critical node for importing construction
equipment, is located in the Rakhine State.'*® Prospects for de-escalation remain bleak as the junta has escalated
airstrikes, defying calls from groups such as the Arakan Army to halt airstrikes as a precondition for dialogue.'’
By 2024, the junta’s airstrikes on civilian infrastructure have surged to 24 times the number recorded in 2021,
causing widespread displacement, civilian fatalities, and destruction.’® These conditions make business

operations in Myanmar increasingly untenable.
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Sanctioned and scrutinised

YSH’s operations have come under growing pressure as Western governments imposed sanctions in response to
the 2021 military coup, aiming to restrict the junta’s financial resources and address human rights abuses.'* The
European Union has imposed coordinated restrictive measures, including asset freezes targeting 106 individuals
and 22 entities, travel bans on military leaders, and arms embargoes prohibiting the sale of dual-use goods
and telecommunications equipment that can be used for repression.'*® The United States, United Kingdom, and

Canada have imposed similar sanctions.™"

Shareholder activism has also intensified, with the IFC’s divestment from Yoma Bank over its links with
Mytel,'** and other Yoma Bank shareholders, such as Norway’s Norfund and the Singapore-backed GIC facing
domestic pressure to divest.””® In response, Norfund stated that Yoma Bank would begin by incorporating the
United Nations (UN) Fact-Finding Mission report into its background checks.!”* Nonetheless, distancing from
junta-linked entities remains challenging, given its deep entrenchment in Myanmar’s society and businesses.'*®

The Kyat-astrophe in Myanmar

Since the 2021 military coup, the Mynamar currency, MMK, has suffered a sharp decline from USD/MMK 1,300
to over USD/MMK 7,000.*¢ The junta’s monetary policies, including printing three trillion kyat notes in a single
week to address liquidity shortages, accelerated the currency’s freefall and eroded purchasing power among
citizens.'”” The rapid depreciation, coupled with strict foreign exchange controls, has pushed up the prices of
imported goods such as household essentials, and forced reliance on extremely volatile black-market exchange
rates."”® In the six months up to March 2024, exports declined by 13%, while imports dropped by 20% compared
to the same period in the previous year.'”” The World Bank estimates that Myanmar’s economy remains 10%
below pre-pandemic levels, and manufacturing output has halved as a result of power outages, supply chain
disruptions, and labour flight.'*

Financial challenges

For the six months ended 30 September 2024, YSH reported a 14.7% decline in revenue, from US$111.60 million
in the same period in 2023 to US$95.21 million.’" Foreign exchange scarcity further exacerbated financial
instability, restricting access to hard currency and complicating international transactions.’®> Alongside fire
sales of investment properties and reduced cash and bank balances, YSH’s net loss attributable to equity holders
increased to US$11.04 million, with total assets decreasing by 4.7% from US$1,157.42 million as of 31 March
2024 to US$1,102.84 million as of 30 September 2024.'®* However, YSH has made a substantial recovery with,
a reported net profit attributable to equity holders of US$18.3 million in the 6-month period ending 31 March
2025.'%* However, for the full year ending 31 March 2025, net profit attributable to equity holders still fell from

165

US$18.4 million in the previous year to US$9.3 million.

Ethical dilemmas

Businesses continuing operations in Myanmar face ethical dilemmas as a result of the junta’s systemic human
rights abuses, which include forced labour, child labour, gender-based violence and war crimes.'*® Reports have
documented exploitation of workers, harassment, and suppression of union activities.'” Since the 2021 coup,
critics have argued that conducting meaningful human rights due diligence has become effectively impossible,
as the state military persecutes those who attempt to defend or advocate for rights protection.'*® In response,
international bodies have increasingly urged disengagement, such as the UN Fact-Finding Mission advocating
for a complete economic disengagement from junta-linked entities to avoid complicity with their activities.'®
However, many companies remain caught in a dilemma. While continuing operations may legitimise the junta’s
economic power that was built on capitalism and asset seizures, abrupt exits could impact workers who rely on
these jobs for their livelihoods.'”
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While YSH provides essential services and employment,'”" its activities risk supporting a regime accused of
crimes against humanity. YSH’s success is contingent on navigating kyat volatility, international sanctions, and ethnic
armed organisations’ territorial gains, while balancing shareholder expectations against escalating ethical scrutiny.

Myanmar’s economic output in 2025 is expected to remain 9% below 2019 levels.'”* Thus, YSH’s long-term
strategy and its potential for diversification beyond its Myanmar-centric portfolio are important issues, although
exit strategies remain challenging due to political and financial challenges.

Pun family’s strategic leadership transition

On 24 July 2024, after reports alleging Serge’s arrest were released, he stepped down as Executive Chairman of YSH
with immediate effect,'”” after serving in the role since August 2006."”* His eldest son, Melvyn, already YSH’s CEO
since July 2015, was appointed to the dual role of Chairman and CEO.'”> At the same time, YSH announced the
appointment of Cyrus Pun (“Cyrus”), Serge’s second son, as an executive director (ED), with his term commencing
on 1 September 2024.'7¢ Cyrus was previously a Non-Independent Non-Executive Director (NINED) from February
2019 to December 2021 and an alternate director to Serge from January 2022 to July 2024."”

These leadership changes were presented as part of YSH’s long-standing succession plan, marking a strategic move
to reinforce continuity and control within the family. The changes occurred against the backdrop of reputational
challenges arising from Serge’s alleged arrest.””® YSH announced that the Board and Serge had jointly agreed the
planned leadership transition to safeguard the company’s stability and maintain operational continuity.'”

Deeper dive into the board of directors

In its FY2024 Annual Report, YSH affirmed compliance with Provision 2.4 of the SCCG 2018, stating that
its board composition and committee structures are appropriate.'® The company noted that it had taken into
account “the scope and nature of the Group’s operations, the requirements of the Company and the need to avoid
undue disruptions from changes to the composition of the Board and/or the Board Committees, and is satisfied

that the current size of the Board and its committees allows for effective decision making™'®'

YSH has generally maintained a board structure aligned with regulatory and corporate governance best
practices. The company has consistently operated within the SGTI recommended number of directors,'®
including during the leadership transition following the resignation of Serge in 2024.'%*

As at the end of FY2024, while Serge was still Executive Chairman, the board comprised seven members,
excluding two alternate directors.”®* The seven directors included Jaime Alfonso Antonio Eder Zobel De Ayala
(Jaime), a Non-Independent Non-Executive Director (NINED), who is a nominee of Ayala, a substantial
shareholder of YSH. '* The two alternate directors were Alberto Macapinlac De Larrazabal (Alberto), an alternate
director to Jaime, and Cyrus, an alternate director to Serge. Independent Directors (IDs) comprised 57% of the
board, excluding the alternate directors.'® Following Serge’s resignation, both Alberto and Cyrus ceased to be
alternate directors, with Alberto replacing Jaime as a NINED and Cyrus appointed as an ED."¥’

Provision 3.3 of the Singapore Code of Corporate Governance (SCCG) 2018 recommends the appointment
of a Lead Independent Director (LID) to provide an additional layer of oversight, particularly in instances where
the Chairman is not independent.'®® In line with this, YSH has appointed a LID. ¥

Skills and experience

In Melvyn’s current role in YSH, he oversees the company’s strategic direction and operations across sectors
including real estate, consumer businesses, food and beverage, and financial services, with a geographical focus
on Myanmar." Prior to joining YSH, Melvyn was the CEO of Serge Pun & Associates (Myanmar) Ltd. since
2012, where he led various business ventures in Myanmar.'' Before transitioning to the family business, he spent
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12 years at Goldman Sachs in Hong Kong, ultimately serving as Managing Director and Head of Asia Ex-Japan
Corporate Solutions Group, where he provided organisations with financial services that included fund raising,
investments and risk management'®

Cyrus has held various roles on YSH’s board since 2011, including ED (2011 to 2019, and reappointed in
2024), NED (2019 to 2021), and alternate director (2022 to 2024)."”> He was formally reappointed as an ED on 1
September 2024."* Since 2019, he has served as CEO of Memories Group Pte. Ltd."> Cyrus began his career in
China’s export industry, working for Hutchison Port Holdings’ South China Commercial Division."** He joined
SPA Group in 2007, where he contributed to the development of a mixed-use real estate project in Dalian,
China."” He led YSH’s real estate business from 2012 to 2019, including several of Myanmar’s largest projects,
where he was instrumental in securing international partners.'®

Wong Su-Yen (Wong) has served asan ID since 2015 and was appointed LID in 2022."” She is a Fellow and Senior
Accredited Director of the Singapore Institute of Directors (SID), where she was the first female Chairperson.*
She is also a member of the Australian Institute of Company Directors.”” She is said to have over 30 years of
experience in driving business strategy, human capital, organisational transformation and risk management,*”*
with extensive board experience across a range of industries including telecommunications, media, professional
services, agriculture, real estate, education and fintech.*”® These include publicly-listed companies, family-
controlled businesses, private equity-held firms, government-linked entities, and non-profit organisations. such
as, directorships at CSE Global Ltd., First Resources Ltd., and James Cook University Singapore. **

Timothy Ong Teck Mong (Dato Ong) was appointed to the board of YSH in May 2016 as an ID,*” and was
nominated through personal contacts.* He has held directorships at National Insurance of Brunei, and Hotel
Associates Sdn Bhd,*” Phinma Corporation and Phinma Education Holdings, Inc.?”® He also served as Acting
Chairman of the Brunei Economic Development Board from 2005 to 2010, and senior advisor to the APEC CEO
summit in Santiago, Chile in 2004.*”” In recognition of his contributions to economic diplomacy, he received
state honours from Brunei and Chile, including the Most Honourable Order of Seri Paduka Mahkota Brunei and
the Grand Cross of the Order of Bernardo O’Higgins.”* Dato Ong is also the Founder and Chairman of Asia
Inc Forum, a platform that has facilitated over 100 conferences across 15 countries, engaging more than 35,000
participants and 2,000 speakers to foster business-government dialogue on key issues such as climate action,
sustainable energy, and inclusive business development.*

Professor Annie Koh (Professor Koh) has served as an ID since November 2020.2'* Her career spans both
academia and industry. She is Professor Emeritus of Finance (Practice) at SMU and has held several senior
administrative roles.””* Her research focuses on family business governance, investor behaviour, and enterprise
risk management.’* Her board experience include entities in the real estate, insurance, and tech sectors,
including SGX-listed Prime US REIT and Prudential Assurance Singapore.””> She also advises single-family
offices and private firms, such as Flexxon Pte Ltd., PBA Group, and TOP International on succession planning
and governance.”® Professor Koh is also an ID of AMTD Idea, a Cayman Islands-incorporated company listed on
the New York Stock Exchange, with a secondary listing on SGX. She was appointed to the board of AMTD Idea,
then known as AMTD International, in June 2020 and also to the board’s nomination and corporate governance
committee and the strategic planning and development committee.

In September 2023, the Hong Kong Securities and Futures Appeals Tribunal (SFAT) upheld “the Securities
and Futures Commission (SFC)’s disciplinary action against Mr Calvin Choi Chi Kin, a former managing
director of UBS AG, from re-entering the industry for two years from 29 September 2023 to 28 September 2025
for breaches of the SFC’s Code of Conduct and the CFA Code of Conduct (Notes 1 to 4).?"” Choi is the founder
of the AMTD Group and former Chairman and CEO of AMTD Idea.*"®

Thia Peng Heok George (Thia) was appointed to YSH’s board in December 2017 as an ID.?" Thia is a chartered
accountant and practised with Cooper Brothers & Co. (now PricewaterhouseCoopers).”® He is also a business
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consultant for mergers and acquisitions at GAAB Private Limited and Asiainc Private Limited, and also serves as
a NINED at CH Offshore Limited. In addition, he sits on the board of the National Cancer Centre Singapore and
advises private equity funds and firms on corporate strategy, governance, and finance, particularly in the healthcare,
eldercare, and education sectors.”! Thia has more than 30 years of experience in merchant banking and financial
services, having led numerous corporate finance transactions across Singapore and the region.””> He previously
served as ED and partner at Kay Hian (now UOB Kay Hian) and held senior positions including Managing Director
at Morgan Grenfell, Merrill Lynch, Sun Hung Kai, and Lum Chang Securities.”* He has chaired Audit Committees

for listed companies across Southeast Asia, and served as executive chairman of two publicly listed companies.**

Alberto was appointed to YSH’s board as a NINED in August 2024, after serving as alternate director to Jaime
from 2023 to 2024.” He currently serves as the Chief Financial Officer (CFO), Chief Risk and Sustainability
Officer, and Senior Managing Director at Ayala.”” He also holds leadership positions in Ayala-affiliated entities,
including Azalea International Venture Partners Ltd., AC International Finance Ltd., and Liontide Holdings, Inc.,
where he is President and CEO.**” His other directorships include Integrated Micro-Electronic Inc., ENEX Energy,
and Manila Water in the Philippines.??® Alberto has more than 20 years of senior executive experience spanning
corporate finance, treasury, business development, M&A, investment banking, and investor relations.”” Prior to
joining Ayala, he served as Chief Commercial Officer and CFO of Globe Telecom, an Ayala business unit.?*

Ho Seng Chee (Ho) joined as an ID in March 2025.**' He brings over 30 years of experience in real estate,
fintech, and international policy, and is currently an independent consultant and Director at HSC Leadership Pte.
Ltd.*? Previously, he was COO at Olea Global, a fintech venture backed by Standard Chartered Bank, and Chief
Corporate Officer at JustCo, where he led regional expansion.?** He has also held leadership roles at Mapletree
and CapitaLand.”** Earlier in his career, Ho worked at the International Monetary Fund in Washington, D.C.,
focusing on economic policy, legal reform, and crisis management.”> With a legal background, he is also a

Specialist Mediator at the Singapore International Mediation Centre.>*

With the addition of Ho, YSH’s board had eight directors, with five IDs. >’

Diversity

YSH has publicly expressed its strong commitment to prioritising diversity and inclusion. In 2015, the company
publicly endorsed the board diversity pledge, affirming that “diversity is a key attribute of a well-functioning and
effective Board”.>*® YSH recognises that a diverse board, encompassing gender, age, nationality, industry experience,
and tenure, enhances decision-making through the integration of varied perspectives and lived experiences.”’

As of the FY2025 annual report, there were two female directors constituting 25% of its board.*** In terms of
age diversity, YSH’s board comprised directors with a wide age range, from 30s to 70s, in FY2024.>*' However,
following the departure of its youngest member, Zobel de Ayala (aged 33),** the board no longer includes
directors in their 30s.>*® Regarding geographical diversity, as of FY2024, YSH’s board reflected regional diversity
in terms of principal residency, with directors based in Singapore, Myanmar, Brunei Darussalam, and the
Philippines. As of 31 March 2024, 43% of the Board resided in Singapore. *** Following changes at the 2024 AGM
and appointment of Ho in March 2025, also Singapore-based, that proportion rose to 62%.>**

Board renewal

A major regulatory shift occurred on 11 January 2023, when SGX RegCo introduced a mandatory nine-year
tenure limit for IDs.** replacing the prior two-tier shareholder approval mechanism, with a transition period
ending at each company’s AGM in FY2024.>

YSH announced in its FY2025 annual report that Wong and Dato Ong would retire from their positions as
directors on 31 July 2025, to facilitate board renewal.”** Wong had reached the nine-year tenure limit, with Dato
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Ong having only a year left till the end of his tenure.** Following the retirements of Wong and Dato Ong, Poh
Mui Hoon (Poh) was appointed as an ID with effect from 1 August 2025.*° With these changes, YSH’s board will
return to having seven board members.

Poh has board and executive leadership experience across both commercial and non-profit sectors, including
Singapore Pools, SATA CommHealth, and SISTIC.*' She is also a board mentor with Criticaleye, a London-
based leadership development firm, and a member of NTUitive’s Investment Committee for Strategic Research
Innovation, where she evaluates early-stage technology ventures.”* Her professional qualifications include being
a Senior Accredited Director of the Singapore Institute of Directors, and membership in the Singapore Fund
Director’s Association.”® Additionally, Poh is the founder and CEO of Esseplore, a Singapore-based food tech
startup that empowers independent chefs through a digital platform, demonstrating her entrepreneurial drive
and experience with navigating a dynamic market environment.**

SID guidelines or pipelines?

A distinctive feature of YSH’s board composition is the strong representation of directors who are council
members or former council members of the SID.

The newest ID, Poh, served as a governing council member of the SID from 2014 to 2023, during which Wong
was also on the Council, including as Chairperson from 2020 to 2023.>° Poh’s appointment continues a trend of SID
governing council or former governing council members being appointed as IDs of YSH, including Basil Chan and
Adrian Chan Pengee.” Basil Chan was appointed to YSH’s board in August 2006 as an ID. He served as Chair of the
Audit and Risk Management Committee and resigned in December 2017, with the reason given as “resigns on his
own accord”*” Basil Chan was a SID governing council member from 2002 to 2013.>*® Adrian Chan, who was on
YSH’s board from August 2006 to December 2021 and who had served as LID, was on SID’s governing council from
2004 to 2015 and returned for a second stint on the council and currently serves as SID’s first Vice-Chairman.>’

Several of the past and present directors of YSH are Senior Accredited Directors, a designation given by SID.
These include Adrian Chan, Basil Chan, Ho, Professor Koh, Poh and Wong.

A contentious appointment

Wong was unexpectedly thrust into the spotlight amid the controversy at City Developments Limited (CDL). On 7
February 2025, she was appointed as an ID at CDL, a role that quickly became a flashpoint in the power struggle between
Sherman Kwek and his father, executive chairman Kwek Leng Beng. ** What made this appointment particularly
contentious was the fact that the nominating committee, which is entrusted with overseeing the appointment of IDs,
was allegedly bypassed entirely, a move that raised significant concerns about compliance with the SCCG.

“One would expect that someone in her position and with her credentials would ensure that
her appointment is in accordance with good corporate governance and the recommendations
in SID’s own NC Guide.”

- Professor Mak Yuen Teen, Corporate Governance Advocate®'

The bypassing of established procedures not only sparked legal action but also cast a shadow over Wong. Professor
Mak highlighted the irony of the situation, pointing to a disconnect between Wong’s supposedly extensive
governance experience and the irregularities surrounding her appointment.

“Good governance is the compass that guides us. It instils a culture of integrity, transparency
and accountability”

- Wong Su Yen, Independent Non-Executive Director of CDL 2%
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Despite Wong’s standing as a former SID Chair and Senior Accredited Director, her appointment appears to have
disregarded procedures outlined in the SCCG and the nominating committee guidelines published by the SID.***

Remuneration policy for NEDs

Approved by shareholders in July 2015,%* the Yoma Performance Share Plan (Yoma PSP) aims to enhance
shareholder value by aligning the interest of directors with shareholders. NEDs, including IDs, participate in the
PSP?% This practice has continued, with several announcements issued on share allotments to NEDs under the
Yoma PSP.?%

However, YSH’s practice of tying NED remuneration to company performance appears to diverge from SID
guidelines, which recommend against performance-linked pay for NEDs to preserve their independence.*’
Guideline 3.4.4 of the Remuneration Committee Guide published by SID states: “While the holding of some
equity by NEDs is encouraged, the use of stock options or performance-based stock grants for NEDs would not be

appropriate as this would be performance-based remuneration which goes against the philosophy of NED fees. ..”*

“It doesn't appear that Yoma is following what SID recommends. That may not be a big deal -
but the RC chairman was the immediate past chairman of SID. Did she push for the adoption
of SID’s best practice?”*®

— Professor Mak Yuen Teen, Corporate Governance Advocate

Yoma justifies the NEDs participating in the PSP, despite not handling daily management, by claming that they
contribute expertise, contacts, and play a key role in shaping business strategy.””° It was further explained that the
Yoma PSP serves as an alternative form of remuneration for NEDs, as cash payments for directors’ fees may not
fully reflect the strategic and other value that they contribute to YSH.?”' The selection of directors to participate
in the Yoma PSP, and the number of awards to be offered, is decided by YSH’s Remuneration Committee (RC).*”
NEDs, Wong, Professor Koh, Thia, and Adrian Chan had served on the RC in the past,””* with Wong serving as

the RC chairman from 2017 to 2025, having taken over the position from Adrian Chan.”*

Accelerated vesting of share awards for retiring NEDs

YSH sought shareholders” approval to grant performance shares to the NEDs. At its AGM on 29 January 2021, it
sought shareholders’” approval to issue 250,000 shares each to Adrian Chan, Wong, Dato Ong, Thia and Professor
Koh under the Yoma PSP. The shares have no performance conditions but with vesting periods imposed, and
were to be released in three tranches, with dates not specified.””> Three out of the five participating NEDs who
already held ordinary shares in YSH, abstained from voting on this resolution, but the major shareholders,
including management, were not required to and did not abstain.?’® Seventeen percent of shares voted against

this resolution.?””

At its AGM on 27 July 2023, YSH again sought shareholders’ approval to grant performance shares to the
NEDs, amounting to a total of 4.3 million shares. Wong, Dato Ong and Thia were each to be granted 1.2 million
shares while Professor Koh was to be granted 700,000 shares.””® The resolution stated that the dates of vesting of
the awards are 33% of the shares on 26 May 2024, 33% of the shares on 26 May 2025, and 34% of the shares on
26 May 2026.%” This time, 18.47% of the shareholders voted against the resolution.**

The first tranche of 33% duly vested on 29 May 2024 for each of the four NEDs.?®' While the 2023 resolution
regarding the Yoma PSP stipulated that the second tranche of shares would vest on 29 May 2025, the second
tranche was vested instead on 1 August 2025, a day after YSH’s 2025 AGM.?®* The second tranche included a
total of another 2,403,000 shares vested, for Wong and Dato Ong who both retired on 31 July 2025.>** For Thia
and Professor Koh, 396,000 shares*®* and 231,000 shares respectively,*®> which amount to 33% of the total shares
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granted, vested. The remaining 1,776,000 shares that vested must have been for Wong and Dato Ong. Based on
what shareholders approved in the July 2025 AGM, only another 396,000 shares each were supposed to vest
for Wong and Dato Ong - or a total of 792,000 shares. It therefore appears that the vesting of the remaining
shares for them were accelerated when they retired. No ordinary or special resolutions were proposed to ask
shareholders to approve a change in the dates of the vesting of the performance share awards that were stipulated
during YSH’s AGM on 27 July 2023.2%

In the remuneration section of its Corporate Governance Report, YSH discloses the fee structure for NED
fees and cash fees paid to NEDs. A breakdown of NED remuneration, which shows the grants of performance
share awards, is disclosed in the year of grant.?®” There is no further disclosure of the performance shares for the
NEDs when they vest.

Figure 1 shows the disclosure of NED remuneration for the financial period ending 31 March 2023. This
disclosure includes the value of the performance share awards to each of the NEDs (subject to the resolution to
grant the performance shares being approved at the AGM in July 2023). It was disclosed that these share awards
will only be released in accordance with the prescribed vesting schedules.?*®

Infermation on the remuneration of the Non-Executive Directors for FP2023 is set out below (assuming that shareholders
approve the payment of fees for the 6-month period ended 31 March 2023 at the 2023 AGM):

Benefits
Variable or in kind,
Performance- Allowances
Related Income and Other
or Bonuses Incentives
Non-Executive Directors (S%) (5%)
Mr. Cyrus Pun® 6,000 - - - 6,000
Mr. Adrian Chan® 10,250 - 28272 - 38522
Mr. Cezar Consing® 26,720 - - - 26,720
Mr. Jaime Alfonso Zobel de Ayala® 9280 - - - 9,280
Ms. Wong Su Yen 60,750 - 135,559 - 196,309
Dato Timothy Ong 56,000 - 135,559 - 191,559
Mr. Gearge Thia 60,000 - 135559 - 195,559
Prof. Annie Koh 48500 - 90,856 - 138,356
Mr. Paclo Borromeol® A MLA MLA, A, M.A.
Mr. Alberto Larrazabal™ MN.A N_A NLA MNA. MN.A.
MNotes:

M These share awards comprised of a total of (a) 4,300,000 ordinary shares of the Company which will be subject to shareholders’ approval
at the 2023 ACGM and will cnly be released in accordance with the prescribed westing schedules upon such approval. Please refer to
Resolution N in the Motice of AGM dated 11 July 2023 for more details; and (b) 1,250,000 ordinary shares of the Company which were
granted on 29 Nowvernber 2021 and approved by shareholders at the Company’s AGM held on 29 January 2021. The share awards will be
released in accordance with the prescribed vesting schedules.

@ Mr. Cyrus Pun ceased to be a Non-Executive Non-Independent Director on 31 December 2021 and was redesignated as an Alternate
Director to Mr. Serge Pun on 1 January 2022 His director's fees in the table reflects fees in respect of the period from 1 October 2021 to 31
December 2021. Mr. Cyrus Pun is not paid any director's fee as an Alternate Director.

@ pMr. Adrian Chan ceased to be a Mon-Executive Lead Independent Director on 31 Decernber 2021, His directors’ fees in the table reflect the
fees in respect of the period from 1 October 2021 to 31 Decernber 2021

W Mr. Cezar Consing ceased to be a Non-Executive Non-Independent Director on 10 November 2022, His directors’ fees in the table reflect
the fees in respect of the peried from 1 October 2021 to 10 Novermber 2022,

B mMr Jaime Alfonso Zobel de Ayala was appointed as a Mon-Executive Non-Independent Director on 10 Novermber 2022 His directors’ fees
in the table reflect fees in respect of the period from 10 Novermnber 2022 to 31 March 2023,

E  pr. Paolo Borrormeo was an Alternate Director. He was not paid any director's fee. Mr. Paclo Maximo ceased as an Alternate Director on 20
April 2023,

@ Mr. Alberto Larrazabal is an Alternate Director. He is not paid any director's fee.

Figure 1: Disclosure of NED remuneration in the Financial Period 2023 Annual Report®°

Source: Yoma Strategic Holdings Ltd. (2023). Annual Report 2023.
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Share awards on top of director’s fees

Over the last decade, YSH repeatedly sought shareholder approval to grant share awards to NEDs under the
Yoma PSP, on top of director’s fees. There were three instances where share awards were granted under the Yoma
PSP - in 2016, 2021, *** and 2023 ** (see Figure 2). The upper limit of aggregate directors’ fee payable by YSH at
the AGM was not reduced, when share awards were granted (e.g., “up to” $$380,000 in 2016, S$400,000 in 2021,
and $$354,000 in 2023), indicating that the share awards functioned as additional remuneration (albeit subject
to vesting) rather than a substitution for cash fees.

Value of Share Awards Based
on Market Price at date of
Grant (S$)

Financial Aggregate Directors’ Fees  Number of Share Awards

Year/ Period Payable by YSH (S$) Granted

April 2015 to Up to 285,000%** -

March 2016

April 2016 to | Up to 380,0007°% 750,000 for five NEDs™ | 450,000 for five NEDs>*
March 2017

April 2017to | Up to 380,000 )
March 2018

April 2018 to | Up to 380,00072 _
March 2019

April 2019 To Up to 540,00(0303:304:305,306 _
September 2020

October 2020 to | Up to 400,000°72% -
September 2021

October 2021 to | Up to 488,500 total 31311312 | 1 250,000 for five NEDs** | 166,250 for five NEDs*!*
March 2023

April2023to | Up to 354,000°'%*'° 4,300,000 for four NEDs* | 425,700 for four NEDs*
March 2024

April2024to | Up to 354,000°%% - -

March 2025

Figure 2: Directors’ Fees and Share Awards Received by NEDs between April 2015 and March 2025

Bark without bite?

On 11 June 2024, YSH experienced a sudden surge in share price, prompting an immediate query from SGX
RegCo.””! The exchange regulator requested YSH to disclose any information that might have triggered the
unusual stock movement and to confirm its compliance with the Mainboard listing rules. YSH responded
that it was unaware of any reason for the sharp price increase, aside from publicly available news and reports,
including the release of its FY2024 financial results which marked a turnaround in profitability,*** and a report
by brokerage firm Phillip Capital projecting YSH’s continued earnings growth in FY2025 that is driven by the
group’s property, food & beverage, and Wave Money businesses.’” YSH also confirmed its full compliance with

SGX listing requirements.***

Following a Myanmar Now report on 9 July 2024 alleging that Serge had been detained by the military,*”
SGX RegCo issued a query the next day requesting YSH to provide further details on Serge’s engagement with
Myanmar’s authorities.””® YSH responded that Serge met the Central Bank of Myanmar on 24 May 2024, with
the board informed on 27 May 2024.>”” YSH reiterated that the there was no clear indication that Serge was

328

under investigation,’®® and maintained that the inquiries pertained to “banking activities”, which YSH did not

participate in, given that Yoma Bank is a subsidiary of FMI and not YSH.**
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On 10 July 2024 and 11 July 2024, SGX RegCo issued further queries about Serge’s engagements with
Myanmar authorities and their potential impact on YSH.*** YSH responded that there was no indication any
official detention or house arrest was imposed on Serge.””' Serge remained in Nay Pyi Taw, cooperating with
authorities while staying in accommodation they provided.”* YSH also noted that Serge and his two accompanying
employees had restricted access to their communication devices.”*® It maintained that Serge’s current situation
had no material impact on the company’s business, emphasising that day-to-day operations were managed by
CEO Melvyn and other senior executives.”*

On 12 August 2024, SGX RegCo queried YSH regarding the concurrent appointments of its newly
appointed directors, Cyrus and Alberto.”” YSH clarified that Cyrus held 54 directorships, mostly in passive
investment holding entities, including 38 within the YSH group.**® Given his past roles with YSH and
residence in Yangon, the YSH’s Nomination and Governance Committee (NGC) was confident that he had
the capacity to fulfil his duties as an ED.**” On the other hand, Alberto is the CFO of Ayala Corporation and
holds 14 directorships in Ayala-related private companies.””® He previously served as alternate director to a
YSH board member, giving him familiarity with the company.** The Board and NGC believed he was able
to effectively serve as a NEID.**

On 16 August 2024, The Irrawaddy reported that Serge was facing charges in Myanmar for money laundering
and financial crimes.*' The article alleged that he used proceeds from online scam centres to fund the StarCity
Project and was linked to violations involving Yoma Banks mortgage lending violations.*** SGX RegCo
queried YSH on 19 August 2024, to clarify whether Serge was charged prior to his resignation; whether any
investigations involved YSH, its directors, or businesses;*** and the board’s assessment of any impact.*** YSH
replied that no charges had been filed against Serge as of his resignation date and reaffirmed that it was not
aware of any investigations concerning the company or its leadership.**® YSH also reiterated that its businesses
remained operational, despite the developments surrounding Serge, and that there were no material impact on
its financials.**

Professor Mak questioned whether SGX RegCo missed the opportunity to ask direct questions that could have
clarified key issues raised by The Irrawaddy’ allegations. In particular, asking whether Serge had been “charged”
as of his resignation, rather than whether he was under investigation, may have unnecessarily constrained the
scope of YSH’s response.** This was compounded by SGX Regco’s second question that focused only on whether
there were investigations against current directors, executive officers or employees, effectively excluding Serge

who had resigned prior to YSH’s response.*®

From Manila to Myanmar

On 14 November 2019, Philippines-founded Ayala Corporation announced a strategic partnership with YSH,
investing US$237.5 million for a 20% stake in YSH and in the Yangon-listed FMI.*** The investment would be
done in two tranches, with the second tranche slated to conclude in 2024.**" As a result, VIP Infrastructure
Holdings, a wholly-owned subsidiary of Bestfull Holdings Limited, which in turn is a wholly-owned subsidiary
of Ayala,”' maintains a 13.92% stake in YSH, as reflected in YSH’s FY2025 Annual Report.”* In addition to
Myanmar’s appeal as one of Asia’s last frontier markets, Ayala also cited significant overlaps in the core businesses

and shared business partners of both companies, as key factors underlying the partnership.’>

Ayala is a family-run, publicly-listed company in the Philippines and is the country’s oldest and largest
conglomerate.®* Its main businesses are in real estate, telecommunications and energy.** Prior to its investment

in YSH, it has made relatively few international investments outside the Philippines.’*

Its first major international investments began in 2017 under its subsidiary AC Energy, which involved
renewable energy projects in Vietnam and Indonesia,*” followed by an expansion into Australia in 2018.%>*
Ayala has also ventured into the renewable water sector in 2013 via an investment in Vietnam’s Saigon Water
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Infrastructure Corp.*® However, in 2019, then-Philippines President Rodrigo Duterte threatened legal action

360

over allegations of economic sabotage,*® prompting Ayala to divest all its voting shares by 2024.>%!

Governance meets gamble

Ayala has widely been regarded as a leader in corporate governance, both in the Philippines and across
Southeast Asia.’** The group is recognised for its strategic leadership and management, and commitment

363

to innovation in business practices,’* where professional management teams are responsible for day-to-day

operations despite the company’s family-run structure.***

Ayala’s pioneers have been described as individuals who demonstrated business foresight and a willingness
to pursue strategic decisions that, while unconventional at that time, later proved effective.”® The current
leadership continues to build on this foundation, to maintain and further develop the standards set by previous

generations.*®

Although Ayala’s overseas businesses were still in the early stages of development,*’ Ayala proceeded with a
US$237.5 million investment in YSH.**® This marked Ayala’s first overseas investment beyond the energy sector,
involving a multi-sector collaboration.*® Ayala stated that its partnership with YSH reflected its objective of
supporting Myanmar’s development, by leveraging its expertise in sectors such as real estate, banking, automotive
and healthcare.””

Arisky Ayala-nce

In response to Myanmar’s deteriorating political environment, Japanese brewery Kirin Holdings announced its
decision to withdraw from a joint venture with a company linked to the military junta,””! while Thai developer
Amata Corporation placed its US$1 billion in real estate expansion project in Myanmar on hold in response to
the junta’s takeover.*”?

In contrast, Ayala opted for a “wait-and-see” approach and continued to maintain its long-term partnership
with YSH.””? At a time when companies were exiting Myanmar-related ventures due to the escalating political
unrest, Ayala continued to see the deal through.

Despite Ayala’s net income being halved in 2020, and its announced plan to focus on its core businesses while
expanding into healthcare and logistics in response to pandemic-driven demand, its commitment to YSH has
remained unchanged.”* Further, Ayala nominated its then-president, Fernando Zobel de Ayala, to the boards of
both YSH and FMI, signalling its commitment to the partnership.””* It has continued to be represented on YSH’s
Board through NED appointments, namely in 2022, when Ayala’s Head of Business, Jaime, was appointed as a
NINED,*® followed by the appointment of the CFO of Ayala, Alberto, as a NINED in 2024.%”

Moving forward

As YSH navigates an increasingly volatile landscape marked by political unrest and social instability, it finds itself
at a critical juncture. The two recent earthquakes, measuring 7.7 and 6.4 in magnitude, that struck Myanmar in
late March 2025 have further destabilised the nation, compounding ongoing economic decline,*”® civil unrest,
and institutional fragility.””” While YSH reported that its staff, facilities and real estate business remained largely
unharmed, disruptions were experienced in other business segments, particularly in its mobile financial services
and food and beverage, due to damage to essential infrastructure such as electricity, telecommunications and
transport in some regions.”® These operational challenges, set against an already fragile environment, underscore
the importance of maintaining business continuity, safeguarding stakeholder confidence, and reinforcing
governance oversight.

Is YSH’s corporate governance fit for purpose especially given its high-risk operating environment?
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Discussion questions

1.
2.

10.
11.

What are key corporate governance challenges for family-controlled and managed companies like YSH?

What are the governance risks associated with Serge Pun’s control of multiple businesses under SPA Group,
and how should YSH mitigate these risks?

What business and corporate governance challenges do companies face operating in Myanmar? How
do YSH’s financial ties to military-linked entities complicate its corporate governance? What conflicting
stakeholder interests may emerge from YSH’s junta collaboration on projects like Yoma Central?

Critically assess YSH’s long-term strategic options given the current circumstances, and consider
diversification beyond Myanmar as well as potential exit strategies. What governance mechanisms could
help mitigate the risks of inadvertent involvement in human rights violations while maintaining operational
viability?

Critically evaluate the structure and composition of YSH’s Board of Directors.

What corporate governance issues may arise from YSH’s practice of appointing IDs with a strong connections
to the governing council of the Singapore Institute of Directors (SID)? Do these issues raise any concerns
with the governance of SID itself? Explain.

How might the concentration of leadership roles, such as an individual holding both board and executive
positions, impact board independence and governance eftectiveness? What measures could be implemented
to safeguard against potential conflicts of interest?

What are the potential governance risks if independent directors exceed the nine-year limit but remain on
the Board in non-independent roles? Is tenure an appropriate indicator of director independence? How can
the independence of independent directors be enhanced? Explain.

Discuss whether non-executive directors’ remuneration should be linked to value creation. How should
NED remuneration be structured to ensure they are paid fairly and appropriately, without compromising
their role and independence? Critically evaluate the remuneration policy and disclosures for NEDs at YSH.

Assess the effectiveness of SGX RegCo as a regulator for Singapore-listed companies based on the YSH case.

Evaluate Ayala’s decision to invest in Yoma Strategic Holdings. From a risk management perspective, how
should a company like Ayala approach such a decision before proceeding?
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HATTEN LAND IN
CONTROVERSY"

Case overview

In April 2023, the Singapore-listed Malaysian real estate developer Hatten Land Limited (HL) announced plans
to resume its long-delayed Harbour City project in Melaka. Originally slated for completion in 2020, the delay
had been cause of much protest - to the extent that 80 property buyers and investors had initiated a physical
demonstration against HL at the site of another of its projects. HL had also received multiple letters of demand
from creditors since 2022.

Stakeholders’ concerns have remained largely unresolved as HL diversified into sectors such as blockchain,
technology and sustainability, followed by an eventual re-focus on property investment in 2023. While its
managing director Colin Tan expressed optimism regarding the beneficial impact of key profit drivers on HLs
mixed-use developments in its FY2023 annual report, it was not long before HL requested a trading halt and
applied to be placed under judicial management.

The objective of this case study is to facilitate discussion of issues such as the corporate governance practices of
family-controlled companies; risk management; board composition; changes in directors, key management, auditors
and sponsors; audits and financial reporting; delays in reporting and holding AGMs; Mainboard versus Catalist
board rules; the role of the continuing sponsor for Catalist companies; and regulatory oversight and enforcement.

About Hatten Land

“Aiming to Disrupt the Status Quo To Achieve Success and Growth”
— Dato’ Colin Tan, Executive Chairman and Managing Director of HL'

Hatten Land Limited (HL) grew into one of Malaysia’s leading property developers specialising in integrated
residential, hotel and commercial developments.? It listed on the Singapore Exchange (SGX) through a
backdoor listing by Hatten Group (HG), a conglomerate established in 1993 in Malacca, Malaysia, and owned
by brothers Dato’ Colin Tan (Colin) and Dato’ Edwin Tan (Edwin).** In late 2016, HG struck a $S$386 million
Reverse Takeover (RTO) deal with VGO Corporation Limited (VGO), a firm listed on the SGX Mainboard.

* This case study was originally prepared by Lee Jin Kang, Li Kun, Tan Jia Jia Michelle, Yin Jiajun and Zhang Guowei. It has been
edited by Karen Lee, under the supervision of Professor Mak Yuen Teen, with additional content added. The case was developed
from published sources solely for class discussion and is not intended to serve as illustrations of effective or ineffective management
or governance. The interpretations and perspectives in this case are not necessarily those of the organisations named in the case, or

any of their directors or employees.
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VGO had been placed on the Singapore Exchange Securities Trading Limited (SGX-ST) Watch-list on 3
March 2016 for failing to meet the Minimum Trading Price (MTP) Criteria in Mainboard Rule 1311(2) (SGX
Regco scrapped this rule in 2020).>¢ VGO acquired ownership of HG’s property development arm, Sky Win
Management Consultancy (Sky Win), in exchange for the issuance of 1.2 billion new ordinary shares to the
Tan brothers.” VGO was renamed to HL and was transferred from the Mainboard to the Catalist board.®

Following the RTO, the Tan brothers became HLs controlling shareholders.” Colin was appointed as
Executive Chairman while Edwin became an executive director (ED), and together they held 82.61% of HLs
shares through Hatten Holdings Pte Ltd which they jointly owned.’*"" In HLs FY2023 annual report, this
percentage had dropped to 50.46%.'> Both brothers graduated from the University of Dublin with a Bachelor of
Science (Finance) in 2009." Aside from the Tan brothers who serve as EDs, there were three other independent
directors (IDs) sitting on the board.™

Although HL experienced a 136% annual growth in revenue in 2019, and reported a historically high
profit of RM11,047,000 (US$2.31 million), it could not maintain this growth during the sudden outbreak of
Covid-19 and experienced negative growth of more than 2000% in 2020. '>''” In April 2020, a HL subsidiary
had to sell a 3.781 hectare plot of land at RM28.5 million (US$5.96 million) below its book value for HG to
repay its debts and fund other operations. '*'* Shortly after the sale of the land, it announced that it would
postpone the development of multiple projects in Malaysia worth over RM4 billion due to the impact of the
pandemic.?*?! HUs development stagnated for a prolonged period during the COVID-19 pandemic and it has
since faced profitability and solvency trouble.

In recent years, HL has expanded into various sectors including consultancy and sustainability through its
subsidiaries Hatten Edge Pte Ltd (Hatten Edge), Hatten Technology (S) Pte Ltd (HT), and Hatten MS Pte. Ltd.
(formerly Sky Win) (Hatten MS). There were more than 20 companies in the group.”

Project Delays

Numerous HIs projects faced delays.

Harbour City Project

“I have no confidence in Hatten any more.”
- Mr Francis Ng, a Singaporean investor of a unit on the 25th storey of Harbour City*

In 2015, HL started the Harbour City project - a marine-themed mixed development incorporating elements
of retail, hospitality and entertainment.* The six-storey megamall, three hotel blocks, and a 500,000 square feet
water theme park were to be built by HLs wholly-owned Malaysian subsidiary, Gold Mart Sdn. Bhd. (GMSB).>>*
The project was originally scheduled to be completed within five years, with the target year being 2020.%

However, the project remained incomplete after the 2020 deadline. This came to a head when frustrated
property-buyers and investors staged a demonstration outside another one of HLs projects, ElementX Mall, on
18 March 2023.%

The delays were said to be partly caused by the COVID-19 pandemic which started in the last quarter of 2019
and lasted until 2022-2023. The subsequent implementation of the Prevention and Control of Infectious Disease
(Measures within Infected Local Areas) Regulations 2020 by the Malaysian government further delayed it.

In addition, HL was embroiled in a legal dispute with its main contractor. On 14 May 2020, the company
announced that GMSB had received a notice of adjudication from China Construction Yangtze River (M) Sdn.
Bhd. (China Construction), the main contractor of the Harbour City project, for a claim of RM100 million
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(US$20.9 million).** The claim was in relation to a dispute between GMSB and China Construction arising
out of a RM818.2 million (US$171.03 million) construction and completion contract for the Harbour City
project.’’** HL said that the claim was “without merit” and that GMSB “intend[ed] to defend the claim against it
vigorously”.”’ According to HL, it dismissed China Construction after the project faced delays of about 380 days
by the third quarter of 2019.* HL also revealed that China Construction created further delays by removing all
tower cranes and safety platforms after its dismissal.” Following a legal battle in May 2020, HL announced on
26 April 2021 that an adjudicator had decided that GMSB was to pay RM 1.5 million (US$0.31 million) to China
Construction.®® The sum included RM1.4 million (US$0.293 million) for the cost of contract works, interest
at five percent per annum on the cost of contract works from the date of decision until payment, RM150,000
(US$31,355) for the cost of adjudication, and RM30,500 (US$6,375) as reimbursement for the payment made by
China Construction to the Asian International Arbitration Centre.*”*

Delays were also caused by issues with Tayrona Capital Pte. Ltd. (Tayrona Capital). On 11 August 2020, HL
announced that its wholly-owned subsidiary, Hatten MS, had entered into an agreement with GMSB, Tayrona
Capital, and Wealth Express Holdings (WEH) for Hatten MS to sell all of its rights, control and interest in the
Harbour City project to Tayrona Capital for US$60 million.” Additionally, there would be a divestment of GMSB
- Tayrona Capital would purchase 99 million new ordinary shares of GMSB for approximately US$23 million,
thereby holding a 99% equity interest in GMSB.* In exchange, Tayrona Capital agreed to provide consideration
amounting to approximately US$83 million payable on 15 November 2020, and also agreed to pay WEH US$240
million for works and services WEH would provide to Tayrona Capital, which included the completion of the
development of Harbour City and its associated marketing and management.” While the media touted Tayrona

Capital as HLs “white knight” that would “rescue” its Harbour City project, what followed was a series of
extensions for the consideration payable.*?

On 24 June 2021, HL eventually substituted Tayrona Capital with Tayrona Capital Group Corporation
(TCGC) due to a creditor filing an application for the winding up of Tayrona Capital earlier that month.* HL
announced on 17 September 2021 that the consideration payable by Tayrona Capital Group Corporation has
not been received, citing “substantial documentation and time required by the financial institutions involved
to approve and process the cross-border payment of an amount of monies which is not unsubstantial” and
the “pandemic situation” Despite this, TCGC reportedly remained “keen and committed” to completing
the deal.* The two and a half years of delays finally came to an end when HL announced on 14 February
2023 that a notice of termination had been issued to TCGC for its failure to comply with its payment
obligations.*

Lastly, the project was also delayed due to a legal dispute relating to the necessity of a housing developer
licence. On 19 May 2023, HL responded to an allegation that GMSB had not applied for a housing developer
licence for the Harbour City project, and that the authorities had agreed to investigate GMSB under section 10
of the Housing Development Act.*** HL asserted that the commercial nature of the Harbour City units negated
the need for such a licence.® It also stated that GMSB had yet to receive an official letter from the authorities
regarding this matter at that point in time.*” GMSB also served a letter of demand for defamation on Mr. Ng, a
property-buyer who made the allegation, claiming that his statement had a negative impact on their contractors’
willingness to resume construction work, thus resulting in further delay as well as unnecessary alarm to other
purchasers.” After following up with the relevant authorities, GMSB received a letter on 25 May 2023 from the
Ministry of Local Government Development stating that a site visit had been arranged at GMSB’s office in Melaka
to review documents relating to the project. This was conducted on 6 June 2023.>' It was finally confirmed in
August 2023 that GMSB did not require the licence for the project.>

According to the contract between HL and its property-buyers, the company would be required to compensate
buyers for a failure to deliver the project on time.”® This compensation would be calculated on a daily basis at
an annual rate of five percent, applied to the portion of the purchase price already paid by the buyer, excluding
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goods and services tax.* While HL stated that it would honour the terms in the contract, buyers disappointed by

the various delays commented that “the compensation details so far have been vague”*

The Harbour City project eventually resumed in May 2024°°. However, this only came about after the court
sanctioned GMSB’s scheme of arrangement on 21 March 2024, setting a deadline for HL to begin work by 21
June 2024 and complete the project within three years.””*

SATORI Project

SATORI was another major property development project by HL that suffered a significant delay. The project
was to feature health, wellness, beauty and leisure facilities, including a hotel, serviced residences, and a mall.*
This project was initiated in 2017 and was originally scheduled for completion within a four-year time frame,
with the target year being 2021. However, HL revealed on 20 March 2023 that progress had stalled due to the
appointed contractor’s bankruptcy, and that while it was tendering for a new contractor, works for SATORI
would only recommence after a six-month gap from the time works for the Harbour City project was to
recommence.” In its monthly update for March 2024, HL reiterated the Harbour City project’s priority over the
SATORI project, which was put “on hold for time being”%' As of June 2023, the Harbour City project was 69%
finished and was expected to be finished in FY2027, while the SATORI project was 13% finished and expected
to be finished in FY2026.5

Judicial management

Just as it seemed like HLs projects would yet succeed, the company requested for a trading halt on 2 August
2024, applied to the Singapore High Court to place the company under judicial management on 5 August 2024,
and subsequently requested for a suspension of trading.**** Not long after, HL was placed under interim judicial
management on 21 August 2024 and judicial management on 14 October 2024.55%

A strategic shift

A few years earlier, HLs corporate vision underwent a transformation when it decided to diversity into
blockchain and the digital economy, comprising cryptocurrency mining and blockchain, the Metaverse,
e-commerce and phygital (physical-digital), and renewable energy.” On 28 December 2021, HL announced
the unwinding of its acquisition of the Unicity Project to conserve cash for this strategic pivot.®® Two days later,
an Extraordinary General Meeting (EGM) was held and shareholders approved HLs proposal to diversify its
business.®”°

Prior to this, HL had already entered into several agreements with various companies purportedly to better
align its business model with the growth trends of the digital economy. One such example is HLs acquisition of
ECXX Global Pte. Ltd. (ECXX).

On 29 June 2020, HL announced that it had entered into agreements to acquire a 20% equity interest in ECXX,
as part of strategic efforts for HL to integrate ECXX’s digital vision with its brick and mortar property business,
thus gaining access to its blockchain expertise.”! HL entered into the acquisition despite the fact that ECXX was
loss-making. Based on ECXX’s audited financial statements for the financial year ended 31 August 2019, it had
a net asset value of US$2.4 million and a loss before tax of US$1.2 million.”” The purchase consideration for HLs
20% stake in ECXX amounted to US$6 million, slightly above EXCC’s paid-up capital of US$5.8 million at that
time.”® In that same announcement, HL stated that none of ECXX’s shareholders (and those companies’ directors
and shareholders) were related to HL, its subsidiaries, its directors and its substantial shareholders.”* However,
in its response to an SGX query on 29 July 2020, HL clarified that its executive director Colin Tan had, for a long
time, known the Chief Executive Officer and Co-Founder of ECXX’s then-largest shareholder - and it was that
individual who had introduced ECXX to Colin Tan.”
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On 29 December 2023, ECXX filed a striking-off application with the Accounting and Corporate Regulatory
Authority (ACRA).” In a FY2024 2Q results announcement, HL stated that as of 30 June 2023, it had recognised
an impairment loss of RM22 million (US$4.6 million) from the writedown of ECXX.7"78

Cryptocurrency mining and blockchain
HL entered into three agreements from 2021 to 2022 to grow its business in cryptocurrency mining.

First, it was announced on 30 September 2021 that HLs subsidiary had signed an agreement with Singapore’s
Frontier Digital Asset Management to share proceeds from jointly operating at least 1,000 cryptocurrency mining
rigs at its properties in Malaysia.” It was also reported on 14 January 2022 that HLs subsidiary Hatten Edge
had signed an agreement with SMI Vantage’s subsidiary SMI CS for HL to commence cryptocurrency mining
activities with its first 50 sets of crypto mining rigs delivered by SMI CS and installed by the end of January
2022.% This would be followed by the next batch of 1,500 crypto mining rigs to be installed from February to
March 2022.*' In addition, SMI CS had the option to provide another 1,000 sets of crypto mining equipment in
2022, bringing the total number of crypto mining rigs provided by SMI CS to more than 2,500 sets.** Hatten Edge
subsequently entered an agreement on 31 March 2022 with a new business partner for the addition of up to 550
crypto mining rigs to HLs crypto mining facilities in Melaka.®®

Second, HDs subsidiary HT partnered with Hydra X, a Singapore fintech firm, to develop and run
cryptocurrency exchanges which specialise in listing and trading newly-minted bitcoins.** They were also said
to prioritise the creation of “green bitcoins” mined with renewable energy.*® Revenue was to come from both
exchange operations and custodial services for traded cryptocurrencies and tokens.*

Third, HL announced in a press release on 31 March 2022 that property sale, retail, and hospitality business
activities under its property portfolio would accept cryptocurrencies as payment for transactions.” Earlier
on 7 October 2021, it was reported that HT had signed an agreement with Prakal - a special purpose vehicle
known as EnjinStarter - to develop a token system that would help promote a digital economy in Melaka.*
These digital assets, which included non-fungible tokens, could be exchanged for or connected with the current
loyalty points system of HLs malls and hotels, as well as those of other participating hotels, attractions, malls
and shops.®

The Metaverse

HT and EnjinStarter had also planned to create a metaverse, starting with a digital twin city (a digitised copy of
a smart city) for Melaka called Digital Melaka.”® Digital Melaka would feature activities, key attractions and HG’s
properties in Melaka in a digital format as an online game.” Through the play-to-earn model, not only would
players be able to explore Melaka city’s attractions, culture, and heritages online, they would also have the ability
to sell, stake, or farm the digital assets acquired in the form of non-fungible tokens or utility tokens.”

E-commerce and phygital

On 20 April 2022, it was reported that HT would enter into a joint venture with Kitamen Holdings, an esports
company, to organise and conduct esports events.” As part of its new business strategy, HL planned to inject
RM1 million (US$0.21 million) into the joint venture over 12 months to rebrand its Elements Mall into South-
east Asuass first large-scale integrated esports hub, Element X.°**° The Melaka E-sports Association, a government
agency, would recognise Element X as Melaka’s official esports hub and provide HT with the necessary guidance
and financial support.*”®

Two more developments soon followed. On 5 May 2022, it was reported that Hatten Edge had signed a 10-
year agreement with a subsidiary of Chinese media group Focus Media Information Technology to invest around
CN¥8 million (US$1.1 million) in an esports hub that would be an anchor tenant of Element X.*”*** Further,
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on 18 August 2022, Hatten Edge signed a partnership agreement with MOONTON Games, the international
gaming developer known for producing the highly acclaimed Mobile Legends: Bang Bang (MLBB), to jointly
develop and transform Element X into a MLBB-themed esports hub.'®

Renewable energy

On 10 November 2021, it was reported that HL was forming a joint venture with Nestcon to secure, supply,
construct, develop and manage solar panel facilities in Malaysia. The first project under the agreement was
for the installation of over 6,000 solar panels on the roof of Melaka’s largest mall Dataran Pahlawan Melaka
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Megamall, which is managed by HG.

HL announced on 16 September 2022 that it had entered into a shareholders’ agreement with NEFIN Pte.
Ltd. (NEFIN) to invest US$10 million into Hatten Energy Holdings Pte. Ltd. (HE Holdings) for the purpose of
developing, constructing and operating renewable energy projects.'” HE Holding’s wholly-owned subsidiary
Hatten Renewable Asset Pte Ltd (HRA) entered into a solar power purchase agreement with Trend Technologies
Singapore Pte Ltd for the former to construct, operate and maintain a rooftop solar power system at the latter’s
premises for a duration of 21 years, and for the latter to purchase the electricity generated.'®

However, HL announced on 31 March 2023 that it had terminated both these agreements to re-focus on
property investment.'*

HL's impairment assessment and U-turn

In both its FY2022 and FY2023 annual reports, HL conducted impairment assessments and found that no
impairment was required for the cash-generating unit related to its crypto assets exchange platform, metaverse
gateway, and integrated esports and gaming experiential hub.®>!* To make these determinations, management
exercised its judgment to estimate the market prices of cryptocurrency, the prices and sales of digital assets, and
the number of platform users and tourists.'*”!%

However, the independent auditor for both FY2022 and FY2023 had expressed that it was unable to obtain
sufficient audit evidence to evaluate the reasonableness of the cash-generating unit’s revenue forecasts and hence
its value-in-use and recoverable amount.'®"°

On 14 February 2023, HL announced a U-turn, shifting its focus back to property investment.'"!

HL underwater?

As HL navigated strategic business shifts, the company and its subsidiaries were flooded with letters of demand
from creditors.

On 21 December 2022, HLs subsidiary MDSA Resources Sdn. Bhd. (MRSB) received a letter of demand from
the solicitor representing HSBC Bank Malaysia Berhad (HSBC) in relation to a RM20 million (US$4.18 million)
term loan credit facility HSBC had extended to MRSB for the partial financing of one of HL's completed property’s
furniture and fittings."'>'"* The loan was secured by debenture over present and future assets of MRSB, first party
charge over certain property assets owned by MRSB, legal assignment over the designated accounts and monies
standing to the credit in favour of HSBC, and joint and several guarantees by MRSB’s directors.'* On 1 March
2024, HL, as the guarantor of the loan, received another letter of demand from the solicitor representing HSBC
for the aggregate of the principal sum and interest accrued under the loan as of 31 January 2024, amounting to
approximately RM6 million (US$1.25 million).!'>!

On 6 February 2023, HL received a letter of demand for US$23 million from the solicitor representing
bondholders of an aggregate of 68% in principal amount of the US$25 million fixed rate guaranteed secured
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bonds issued by HL."”” The bonds issued in 2018 to finance the completion of Hatten City Phase 2 bore interest
at a fixed rate of eight percent per annum (payable semi-annually) and were meant to mature on 8 March
2020.""%"° HL deferred the repayment of the bonds thrice, and obtained bondholders’ approval to extend the
maturity date of the bonds on a monthly basis until 8 June 2021."° From 8 March 2020 onwards, the bonds
bore a higher fixed interest rate of 10% per annum."?' They were secured by a land charge for assets owned by a
related party of HL, first fixed charge over hospitality assets owned by a related party, and a personal guarantee
by a director of HL.'*?

On 10 November 2023, HLs subsidiary MDSA Ventures Sdn. Bhd. (MVSB) received a letter of demand from
the solicitor representing Bank Kerjasama Rakyat Malaysia Berhad in relation to a RM60 million (US$12.54
million) loan extended to MVSB.'*>!** The loan was procured to refinance an existing term loan.' As at 30 June
2023, MVSB breached a financial covenant by failing to maintain the Financial Services Reserve Account (FSRA)
at the required minimum balance of RM3 million (US$0.63 million).'?*?” As a result, the loan was reclassified
as a current liability in the financial statements.'*® Following the breach, the lender issued a letter of demand
seeking partial payment. '* The loan was secured by a legal charge over certain retail lots and serviced units,
deeds of assignment of rental proceeds, surplus funds in the Housing Development Account, and rights over
designated accounts, as well as a memorandum of deposit and letter of set-off related to the FSR and guarantees
from MVSB’s directors.'*

On 30 January 2024, HL received a notice of default from Haitong International Financial Products (Singapore)
Pte. Ltd., demanding the repayment of approximately US$21.5 million for a US$20 million convertible loan
extended on 21 May 2020 to finance the Hatten City Project and other approved development projects.* The
loan was secured by a corporate guarantee from a HL subsidiary in Malaysia and a charge over 760 million shares
in HL held by the immediate and ultimate holding company, 345 retail units of HL and its subsidiaries, and
personal guarantees by certain directors of HL."*?

On 25 March 2024, MRSB received a notice of default and a letter of demand from the trustee and solicitor
representing Kenanga Investment Bank Berhad (Kenanga) respectively for a total sum of RM14,114,652.15
(US$2.95 million).!**13* The sum owed is in relation to the First Tranche Fourth Issuance of HUs medium-
term note (MTN) programme, which was meant to repay the maturing outstanding notes pursuant to the
First Tranche Third Issuance."” The medium-term notes were secured by a debenture over 44 units of luxury
residence serviced apartments and 11 units of penthouse suites from MSRB’s developments, and a corporate
guarantee provided by HL."*

Rescue attempts

In response to its financial challenges, HL appointed a financial advisor — Deloitte & Touche Financial Advisory
Services Pte. Ltd. — on 28 March 2024 to develop a restructuring plan and explore fundraising strategies.'””
With regards to debt restructuring, HL had already applied for three schemes of arrangement. Out of the three
applications, only two obtained the courts’ sanction.

The first two applications on 2 July 2020 concerned the restructuring of MVSB and MRSB. MVSB’s application
obtained the court’s approval, while MRSB’s failed to do so. They had applied to the High Court of Malaya at
Melaka for leave to call for creditors’ meetings to obtain their approval for schemes of arrangement.'**

Under MVSB’s proposed scheme, MVSB would earmark 32 unsold and unencumbered units in Imperio
Mall in Melaka with an approximate value of RM114.6 million (US$23.95 million) to a special purpose vehicle
(SPV).*910 MVSB would also inject assets of up to RM53.6 million (US$11.2 million) if necessary.'*"'** The SPV
would then be placed into a Creditors’ Voluntary Liquidation (CVL) for the liquidators to realise the earmarked
properties and distribute the monies to the creditors, with third party scheme creditors being paid first from the
proceeds.'* The scheme was approved on 6 January 2021.'*
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However, MRSB’s proposed scheme was dismissed by the High Court, Court of Appeal, and the Federal
Court - with the Federal Court citing the reason that the proposed scheme was “unreasonable, inequitable, and
unfair” for placing related party creditors and third party creditors in the same class.'*> Additionally, it stated that
the “bona fide conduct of the appellant ... was questionable” due to the non-disclosure of the material fact that
almost the entire debt owed to creditors under the scheme would eventually be written off due to elimination at

consolidation.!®

The third application on 12 June 2023 was for the restructuring of GMSB. The Kuala Lumpur High Court
granted leave to call for a creditors’ meeting to obtain approval for a scheme of arrangement which would result
in 60% of scheme creditors’ liquidated ascertained damages amounting to approximately RM65.25 million
(US$13.64 million) being waived. The remaining 40% amounting to approximately RM43.5 million (US$9.09
million) would be settled by way of proceeds received from the sale of certain unsold units of the yet-to-be-
completed Harbour City project."*”*#1* Two conditions were included. First, GMSB was to commence work
for the Harbour City project within three months of the court’s sanction."® Second, GMSB was to complete the
development of Harbour City within three years from the commencement date.'!

On 8 September 2023, the creditors’ meeting was held and the scheme was approved by a majority of 80.02%
of the total value of the scheme creditors present and voting in person or by proxy.'*> Subsequently on 21 March
2024, the court approved of the scheme.'** As part of HLs fundraising efforts, the controlling shareholders entered
into an agreement with an undisclosed but “reputable financial institution in Singapore” for a shareholders’ loan
to HL, which would be secured by their personal assets.””* In addition, one of HLs EDs undertook to provide
necessary financial support to HL and its subsidiaries in order to sustain its operations.'*®

Other signs of trouble

HL stopped declaring dividends from FY2020 due to its sustained loss position. The dividend amount per share
in FY2019 was lower than in FY2018 as HL wished to conserve its cash for its development and operations.'*
Furthermore, the profit of RM 108,000 (US$22,572) in FY2022 was not recorded until a restatement in its FY2023
annual report.'*”15%15

AGM delays

On 14 October 2022, HL announced that it had submitted an Extension of Time (EOT) application to SGX-ST to
delay holding its Annual General Meeting (AGM) for the financial year ended 30 June 2022 due to two reasons.'®
First, HL was raising funds to refinance certain debts and to invest in strategic businesses it was pivoting to.'s' It
said that the due diligence activities from the fundraising exercise clashed with HLs and its subsidiaries’ regular
year-end financial closing and statutory audit period.'®> Hence, the financial reporting and statutory audit
processes were disrupted.'”® Second, the post-pandemic reopening of Malaysia and the resurgence of business
activity resulted in an unprecedented surge in demand for valuation services, especially in the property sector.'**
Thus, HLs business and property valuer required more time to finalise the valuation reports, which delayed the
audit and verification process of the auditors.'®® This was approved by SGX-ST. In the same announcement, it
said that it had concurrently submitted an application to ACRA for an extension of time to hold its AGM and
submit its annual report.

Based on the Singapore Companies Act, listed companies must hold their AGMs and file their annual returns
within four and five months after the company’s financial year end respectively.'®® HL was required to hold its
FY2022 AGM by 31 October 2022 and file its annual return by 30 November 2022. HL's EOT application to delay
holding its AGM on 14 October 2022 was made only 17 days before the deadline for holding its AGM. On 28
October 2022, ACRA approved HIs application to hold its AGM by 30 December 2022 and to lodge its annual
return by 29 January 2023.'9
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However, this was not the first — and nor would it be the last — time HL would delay holding an AGM. HL had
also delayed its FY2021 AGM. On 3 August 2021, HL applied for an extension of 60 days to hold its AGM and
announce unaudited financial results.'® They were approved by SGX-ST and ACRA. The reason provided was that
HL had been facing issues accessing its office premises due to Malaysias Movement Control Order.'® Following
the delay in the FY2022 AGM, HL made another extension request for its FY2023 AGM, and obtained SGX-ST’s
and ACRAS approval to delay holding its AGM until 29 December 2023 and 30 December 2023 respectively.'”

Restatement of financial statements

In the span of seven years from FY2017 to FY2023, HLs financial statements had five restatements: in FY2018,
FY2019, FY2021, FY2022, and FY2023.17L:172173,174

ACRA concluded that HU's FY2022 financial statements failed to comply with paragraphs 5.5.17, 5.5.18,
B5.5.55and B5.5.22 of Singapore Financial Reporting Standards (International) 9 (Financial Instruments) because
HL did not measure expected credit loss for its trade receivables as at 30 June 2021 and 2022 in an unbiased
manner.'” It also concluded that HLs FY2023 financial statements had not complied with paragraphs 117 and
118 of SFRS(I) 1-1 (Presentation of Financial Statements).'”® HL had restated the FY2022 financial statement
comparatives included in the its audited financial statements for FY2023 due to a change in measurement basis
for repossessed property inventories from historical cost to fair value on repossession date as the new deemed
cost. However, it had failed to disclose this change in measurement basis. Accordingly, ACRA requested for HL
to include the necessary adjustments and disclosures in its FY2024 financial statement.'”

Changes of auditors and modified auditors’ opinions

Ernst & Young LLP (EY) had expressed an unqualified opinion on HIs financial statements in FY2017 and
FY2018. However, in FY2019, it issued a disclaimer of opinion.'”® EY said that HL was facing critical cash flow
issues amongst other issues material enough that HLs ability to continue operations was in question.'”

Following this, EY was not re-appointed by shareholders despite having expressed willingness to accept a
re-appointment.'® Instead, HL appointed Baker Tilly TFW LLP (BT) as its new auditor at an EGM held on 20
February 2020."® Throughout BT’s four-year term after its appointment as HLs auditor, it consistently issued
modified opinions on HLs financial statements.

For FY2020, HL received a qualified opinion for two major reasons. First, there was a significant impairment
loss amounting to RM492.6 million (approximately US$107 million) regarding an investment in a subsidiary.'*?
This figure was recorded in FY2019, but the issue was brought forward to FY2020 as a comparable since EY was
unable to prove the loss. Concurrently, BT raised going concern issues as HLs overall net liabilities exceeded its
net assets and HL had incurred a net loss for that financial year."® BT also believed that the property market

would experience great fluctuations due to a bleak economic outlook caused by a surge in Covid-19 cases.'**

For FY2021 to FY2023, BT consistently expressed a disclaimer of opinion on HLs financial statements due to
going concern issues. The number of reasons forming the basis of the opinions continued to increase through the
years. At HU's FY2023 AGM, BT stated that they would not seek re-election as auditor.'®

In response to BT’s decision, HL stated that it was “not aware of any circumstances connected with cessation
of [BT] that should be brought to the attention of the shareholders of [HL], and any specific reasons for Baker
Tilly not seeking reappointment”.'*

Change of sponsor

VGO was listed on the SGX Mainboard on 4 August 2000. Following HG’s RTO deal with VGO, HL was formed
and transferred to the Catalist board, with UOB Kay Hian Private Limited (UOBKH) as its sponsor.”*” Since
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2017, UOBKH has been a top 20 shareholder of HL, but did not breach the 10% shareholding limit set out in Rule
5(b) of Appendix 2D Sponsor Independence to the Catalist Rules.'s®

On 31 March 2023, HL announced a change of continuing sponsor from UOBKH to RHT Capital Pte. Ltd.
due to “commercial reasons”'®

Change of CFO and financial controller
From 2017 to 2024, HL had three different Chief Financial Officer (CFO).

Leong Chain Hong (Leong) was appointed as CFO on 31 August 2017."*° However, on 29 December 2017, HL
announced that Lau Sui Hing (Lau) will replace Leong, stating that the latter was leaving to pursue other career
opportunities and there were no concerns with financial reporting and no disagreements with the Board."”"'*
However, on 30 April 2018, it was announced that Lau had resigned to pursue personal interests, and there were
similarly no concerns with financial reporting nor disagreements with the Board."?

HL was left without a CFO for the following two years before Chong Heng Loong (Chong) was appointed on
2 April 2020. "** Chong had served as the Head of Business Development and Corporate Finance at one of HLs
indirect subsidiaries."” Less than a year later, on 9 March 2021, the company announced that Chong had also
resigned as CFO."° He also quit his two directorships in a HLs indirect subsidiary and an associated company,
ECXX."”According to HL, Mr Chong left to explore other career opportunities and there were no concerns with
financial reporting nor disagreements with the Board.””® When announcing Chong’s resignation, HL stated the
financial controller would undertake the CFO’s responsibilities in the absence of a CFO.*

HL also changed its FC during this period. Tammy Tam Huey Chyun (Tam) was appointed as FC on 9 March
2021.%° Like Chong, Tam was an employee of HL, having been the Manager of HLs Group Accounts since 2017.2"
However, after less than two years, Tam resigned due to family commitments.*> HL said that Tam’s resignation
was not due to any financial reporting issues nor disputes with the Board.?”® Liang Fei (Liang) replaced Tam as
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FC on 1 February 2023.** Liang had worked in the same department as Chong.

Board of directors

While Provision 3.1 of the Singapore Code of Corporate Governance (SCCG) 2018 states that the Chairman
and the Chief Executive Officer (CEO) should be separate persons to ensure an appropriate balance of power,
increased accountability, and a greater capacity to for the Board to exercise independent decision making, HLs
Chairman and CEO are the same person - Colin Tan.??**” HLs rationale for deviating from the SCCG 2018’s
recommendation was that a meaningful split of the roles was unwarranted given the company’s structure and

scope of business.?*®

There were five members on HLs Board, two EDs and three IDs. Since its formation in FY2017, HLs Board
has been entirely made up of ethnic Chinese male directors.

The same three IDs sit on HLs Audit and Risk, Remuneration, and Nominating committees.””® In addition,
Colin Tan is the fourth member of the Nominating Committee.”’’ Since FY2018, the two EDs have been invited
to and have attended all Board committee meetings.*"

Change of independent directors

From 2019 to 2024, HLs board of directors underwent several changes with respect to its IDs. At the end of 2021,
Foo Jong Han (Foo) stepped down to facilitate the Board’s renewal as he had been an ID of HL for more than
nine years since 2006.*"
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Following Foo’s departure, Khoo Chin Hang Nicholas Aaron (Khoo) stepped in. Based on the company’s
disclosures, Khoo does not have a Bachelor’s degree but has a Master of Business Administration from Arcadia
University and a “Diploma in Computer Information Systems, Merit, Information Technology” - as well as years
of experience working in tech startups and consulting. >**

At the end of 2023, Dato’ Wong King Kheng (Wong) and Loh Weng Whye (Loh) announced their retirements
as IDs. Wong had been the lead ID for more than nine years and was stepping down to facilitate the board’s
renewal while Loh expressed a desire to focus his time on social work.?>21¢

Following the two departures, HL appointed Yeo Boon Keong (Yeo) as a new ID. Yeo has over 35 years of
audit, accounting and tax advisory experience, along with multiple related professional qualifications.?'”*** HL
also made Khoo the lead ID from 2024 onwards.*"

Finally, Gan Fong Jek (Gan) was appointed as an ID on 28 March 2024.>° In addition to his background
in accountancy, Gans fund management company manages technology-related funds (including a digital asset
blockchain technology fund) with investments in over 25 start-up companies across various jurisdictions.?*!

All in the family

On 2 July 2018, HL appointed Datuk Wira Eric Tan Eng Huat (Eric Tan), the father of the two EDs, as its corporate
advisor.?? He is responsible for corporate development, merger and acquisition strategies, joint venture, and
strategic alliance opportunities of HL and its subsidiaries.””” The announcement of his appointment also revealed
that he had been adjudged a bankrupt from 9 November 2001 to 27 February 2018 and thus disqualified from
acting as a director of an entity during that period.***

Eric Tan was appointed as Managing Director at another Catalist-listed issuer, Capital World Limited,
with effect from 13 January 2025. The Board of Directors at Capital World said that, “having considered the
recommendation of the Nominating Committee as well as the qualifications and experience of Datuk Wira Eric
Tan Eng Huat (“Datuk Wira Eric Tan”), is of the view that Datuk Wira Eric Tan has the requisite experience
and capabilities to assume the duties and responsibilities as the Managing Director of the Company.?* Eric
Tan is listed as having a degree of Doctor of Philosophy in Business Administration from Southern California
University. However, a Google search indicated that there is no university called Southern California
University.** The announcement is said to have been reviewed by the company’s sponsor, RHT Capital, which
is also the sponsor of HL.*

From 31 August 2017 to 30 September 2021, Datin’ Wira Lu Chai Hong (Lu), mother of the EDs, held the
position of Senior Manager (described as “Head of Department” in HL's FY2018 annual report) for Office Admin
& Human Resources.??82?°

Remuneration

Provision 8.1(a) of SCCG 2018 recommends that a company discloses the amounts and breakdown of
remuneration for each director and its CEO.*° However, HL does not disclose the exact remuneration received
by its EDs. Rather, it discloses remuneration amounts in bands citing reasons of “highly competitive business
environment and nature of the industry and sensitivity reasons”, as well as the potential to “adversely affect talent

attraction and retention”?*!

Figure 1 shows the remuneration of the EDs, IDs, key management personnel (KMP) and the corporate
advisor, Eric Tan.
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Position/FY 2019 pLop o) 2021 2022 2023

Executive Directors S$$500,000 to S$500,000to | S$400,000 to S$400,000 to S$400,000 to
S$$750,000 S$$750,000 S$$600,000 S$$600,000 5$600,000

Independent Directors Below Below Below Below Below

and Key Management $$250,000 S$$250,000 $$200,000 $$200,000 $$200,000

Personnel

Corporate Advisor S$400,000 to S$400,000to | S$350,000 to S$$350,000 to S$400,000 to
5$450,000 S$$450,000 $$400,000 $$400,000 $$450,000

Figure 1: HL's remuneration disclosures?3%233234235236

Source: Hatten Land Limited. Annual Reports.

According to HL, non-executive directors (NEDs) are eligible participants of the Employees’ Share Option
Scheme (ESOS).%” While it stipulated that ESOS participants cannot be involved in deciding their own ESOS

grants, the designated body responsible for administering the ESOS was made up of all three IDs.?**

Lu, mother of the EDs, who held the position of Senior Manager was paid in the band of $$50,000 to $$99,999
in FY2018.%°

From the SGX Mainboard to the Catalist board

Established in 2007, the Catalist board is one of the two boards operated by SGX and operates on a sponsor-based
model.”* While its initial focus was to support the growth of emerging enterprises, the Catalist board has evolved
over time to provide companies with the flexibility needed to raise funds or enhance their financial standing.**'
Catalist listings have increased significantly on SGX while the number of Mainboard listings have fallen.?** There
are differences in admission and continuing listing requirements between the Mainboard and Catalist board.

First, certain quantitative criteria that companies must meet to be listed on the Mainboard are not required
for Catalist listings. Specifically, companies on the Catalist board are exempt from three broad quantitative
requirements relating to consolidated pre-tax profit, operating revenue and market capitalisation.** Catalist Rule
406 states that companies seeking to list on the Catalist board must meet requirements of a minimum public float
of 15%, a minimum value of shares held per investor of $$200, and a minimum of 200 public shareholders.?*
In contrast, Mainboard Rule 210 imposes more stringent requirements on the distribution of shares among the
public based on market capitalisation, a higher minimum value of S$500 for shares held per investor, and at least
500 public shareholders.**

Second, a Catalist listing requires the appointment and retention of a full sponsor who assesses the company’s
suitability for listing.** Upon listing, the full sponsor is retained as a continuing sponsor for at least three years to
guide and monitor the company to ensure compliance with continuous listing requirements.**’” After three years,
a Catalist must still retain a continuing sponsor but is free to change its continuing sponsor without any approval

by SGX or shareholders. In contrast, Mainboard listings are not required to appoint a continuing sponsor.**®

Third, Catalist Rule 406(3)(c) imposes a residency requirement on at least one ID for foreign issuers, while
a Mainboard listing require at least two IDs to meet the residency requirement under Mainboard Rule 22124

In addition, less stringent continuing listing requirements apply to the Catalist board. Examples include the
absence of a watchlist, higher general share issue mandates, and higher thresholds for major transactions which

require shareholder approvals.®!

Over the years, few companies have transferred from the Catalist board to the Mainboard, with more opting
to do the opposite. > As of 2019, about 11% of all Catalist listings are companies that have moved down from
the Mainboard.**
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VGO was a Mainboard-listed company placed under the SGX-ST watchlist on 3 March 2016 for failing to
meet the MTP Criteria. VGO was renamed as HL and transferred its listing to Catalist following the RTO. SGX
Regco subsequently scrapped the MTP Criteria in 2020.

While HL had attempted to transfer its listing from the Catalist Board to the SGX Mainboard in January 2019,
its application was rejected by SGX-ST.»**>> SGX-ST took the view that HLs application was premature but stated
that it was not precluded from re-submitting its application at a later date, after releasing its audited financial
statements for FY2019.°° Since then, HL has not made any further announcement indicating an intention to
apply for a listing transfer.

Recent developments

Since entering judicial management in 2024, the judicial managers have held one creditors’ meeting. On 18

November 2024, the creditors unanimously passed three resolutions.*”’

First, they gave the judicial managers approval to enter into a definitive agreement with Hungchi Enterprise
Pte. Ltd. (Hungchi). Hungchi and HL had been in negotiations for Hungchi to invest an aggregate of $$11,400,000
in it, in exchange for acquiring between 60% and 70% of the enlarged share capital of HL on a fully diluted
basis.>®

Second, the creditors approved a further extension of the judicial management order to implement and effect
the transaction if necessary. This application was subsequently lodged with ACRA on 1 April 2025.>* The validity
period of the key terms expired on 17 March 2025, after having been extended for two months to give the parties
time to “finalise and enter into” the agreements.?*>*' The primary reason for the lapse of the validity period was
the absence of documented proof of funding for Hungchi’s proposed investment, for which it would not provide
a deposit for.”* There have been no further updates regarding other proposals by prospective investors despite
HLs judicial managers continuing to explore “broader strategies and arrangements” with the company’s major
creditors.*®

Third, the creditors gave their approval to the judicial managers to apply to SGX-ST for an extension of
time to submit a proposal for the resumption of trading shares in HL. However, there has been no further
announcement regarding the submission of any such application to SGX-ST.

Three dormant subsidiaries were struck off the Registrar of Companies in January and May 2025.2+%% The
judicial managers also applied to SGX Regco for an extension of time in relation to announcing HLs FY2024
results, issuing HL's 2024 annual and sustainability report, and holding the FY2024 AGM.*** This was followed
by an application for a further extension of time for the aforementioned matters and for announcing HLs
unaudited financial statements for the first half of the financial period ending 31 December 2024.2” The judicial
managers considered that HLs current priority was to continue operations and restructure the company, as
well as negotiate potential investments. As these were still ongoing, financial reports or results would not have
presented an accurate picture of HIs state of affairs. Without financial results, it would not have been meaningful
to commence the FY2024 AGM, issue the accompanying annual report, or release further financial statements.
Regarding the sustainability report, the judicial managers took the view that it would have been inappropriate
to allocate resources towards it given the presence of other pressing matters that had to be dealt with to fulfil the
statutory purposes of judicial management. Both applications were granted.*®

On 26 July 2025, the company announced that the brothers Colin Tan and Edwin Tan had both resigned the
previous day. The reasons given for both resignations were “health reasons” and “powers and duties of the Board
had been conferred on the judicial manager(s) since the Company was placed under judicial management on
21 August 2024”. They will also be stepping down from all the directorships in the company’s subsidiaries. The
announcements also stated that after having interviewed each of them, “the Company’s Sponsor, RHT Capital
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Pte. Ltd., is satisfied that save as disclosed in this announcement, there are no other material reasons” for their

cessation. 262270

There are few signs of hope for shareholders and other stakeholders of HL.

Discussion questions

1.

What are the pros and cons of companies with dominant shareholders who are involved in management? In
the case of Hatten Land, what issues did this create?

When a company seeks to diversify its business, it opens up new opportunities but also faces increased risks.
What steps should a company take to mitigate these risks and ensure successful diversification? What is the
role of the board in diversification decisions?

Summarise the major corporate governance issues at Hatten Land as described in the case study. What
are the main contributing factors? What are the key warning signs of issues with the company’s corporate
governance?

Critically evaluate Hatten Land’s Board in terms of its skills, competencies, experience and diversity. Is it
aligned with its business model and good governance practices? Explain.

To what extent do you believe that Hatten Land’s board composition contributed to the issues that it faced?
Do you think having a lead independent director benefitted the company? Explain.

In a company such as Hatten Land, what can minority shareholders do to hold the board accountable? What
recommendations would you make in terms of changes in regulation to improve the ability of minority
shareholders to protect their interests in a company like Hatten Land?

Why do you think Hatten Land listed through an RTO rather than through an IPO? Why do you think it
listed on the Catalist board when the RTO vehicle, VGO, was listed on the Mainboard? What incentives and
disincentives are there for a company to list on the Mainboard versus Catalist?

What is the role of the sponsor on the Catalist board? Do you think the sponsor-based model for Catalist is
appropriate for the Catalist board?

Critically evaluate the effectiveness of SGX and other regulators in holding Hatten Land, and its directors
and key officers accountable. What actions, if any, do you think SGX and other regulators should have taken?
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CHEMICAL INDUSTRIES:
EXPLOSIVE CHEMISTRY"

Case overview

Soon after Singapore gained independence, Chemical Industries (Far East) Limited (CIL) was established as
a manufacturer of chlorine, caustic soda, and other chlor-alkali products in Singapore to support Singapore’s
nascent industrialisation programme.' After over 60 years of family-led operations and a minimal increase in
net income since the 90s, CIL today stands practically in the same financial position as it has been in the past
few decades.

However, the past few years have been nothing short of eventful for the company, which has faced chemical
leaks, revolving board members and familial conflicts. Amidst these issues, CILs financial performance remains
stagnated.

The objective of this case study is to facilitate discussion of issues such as corporate governance of family-
controlled and managed companies; family governance issues; succession planning; transition from family
management to professional management; board structure and composition; board and management turnover;
related party transactions; remuneration; internal controls, risk management and internal audit; and regulatory

effectiveness.

From seed to plant

Chemical Industries (Far East) Limited (CIL) was incorporated on 16 March 1962 as a private limited company
and began its operations in July 1966 in Jalan Buroh before shifting its chemical plants to Jurong Island.’ It was
listed on the SGX Mainboard on 17 December 1973.* The company has two operating segments: the manufacture
and sale of chemical products such as chlorine, as well as the management and renting of its investment
properties.’ CILs subsidiaries include Chem Transport Pte Ltd, Kimia Trading Pte. Ltd., Juta Properties Private
Limited, Chemical Industries (Myanmar) Limited, and JPI Investments Pte Ltd.®

* This case study was originally prepared by Lim Eng Liang, Louise Kuan Yong Qi, Peh Qian Yu, Dionne, Quek Jia Hui Hannah, Toh
Jun Wei and Trevor Wong Whye Kit. It has been edited by Rachel Tang Kai Xuan under the supervision of Professor Mak Yuen Teen,
with additional content added. The case was developed from published sources solely for class discussion and is not intended to
serve as illustrations of effective or ineffective management or governance. The interpretations and perspectives in this case are not

necessarily those of the organisations named in the case, or any of their directors or employees.
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The company was founded by Lim Soo Peng (LSP) in response to the Singapore government’s invitation to
support Singapore’s budding industrialisation programme in the sixties.” LSP had served on the Board since its
inception on 16 March 1962. He previously served as a member of Parliament for the first and second parliaments
under then-Prime Minister Lee Kuan Yew.® He was also appointed as Justice of Peace in 1966.° In the past four
decades, he had also served in several statutory boards and government committees.'’

According to CILs 2025 Annual Report, its largest shareholder is a company solely owned by LSP, S. P. Lim
Holdings Pte Ltd, which has an interest of 49.28% in CIL. Its other substantial shareholders are The Great Eastern
Life Assurance Co, with a shareholding of 17.68%, and Batu Kawan Berhad, an investment holding company
listed on Bursa Malaysia,'! with a shareholding of 6.55%."* Approximately 26.43% of the company’s shares are
held in the hands of the public.”

A leaking faucet

In 2016, a chlorine gas leak incident resulted in CIL pleading guilty to a charge under the Workplace Safety
and Health Act for “failing to take reasonably practicable measures necessary to ensure the safety and health of
persons”'* Two SCDF responders and five members of the public were exposed to the leaked chlorine gas and
were admitted to hospital for treatment of side-effects ranging from eye irritation to difficulties in breathing."”

An investigation by the Ministry of Manpower (MOM) of the incident revealed that the gas leak was caused
by a severely corroded fusible plug on a chlorine ton container. CIL had failed to conduct inspections of the
fusible plugs, which rendered it completely unaware of the corrosion damage to the fusible plug.'* Due to the
arrangement of the containers, the workers were unable to roll over the container to convert the liquid leak to a
gas leak, which would have significantly reduced the impact of the leak.”” In addition, some of the suction pipes
contained mesh filters that were ineffective in reducing the flowrate of air into the emergency scrubber and
exhaust system, yet this was not detected by the company.'® CIL also lacked an effective Emergency Response
Plan (ERP). The ERP only documented what should be done in the case of a gaseous chlorine leak, and did not
account for a liquid chlorine leak."”

MOM concluded that CIL had committed multiple safety breaches, which showed “a clear disregard of the
hazards at the workplace and had posed a safety risk to the public”?® CIL was subsequently fined $$200,000 by
MOM for the chlorine leak incident.*

Bad chemistry

CIL came under scrutiny again after the release of its 2018 Annual Report, which reported a drop in gross
profit margin by 9.1% from the previous year.” This prompted the Securities Investors Association (Singapore)
(SIAS) to question if CIL had any strategies in place to reverse the drop in profitability.” CIL responded that it
planned on exploring market and product diversification via a number of partnerships it was about to engage
in that year.*

In the rough span of one month from May to June of 2018, CIL entered into two non-binding Memorandums
of Understanding (MOUs) with Malaysias May Chemical Sdn Bhd (May Chemical)®* and Kazakhstans Topan
LLP (Topan).® These MOUs were signed with the intention of entering joint ventures with the involved parties.

May Chemical has a “long standing business relationship” with CIL of over three decades.”” It engages
principally in the trading of commercial and industrial chemicals within Malaysia and is one of the biggest
independent traders in the country in terms of volume and range of chemicals offered.”® CIL said that the
partnership would advance the long-standing relationship with May Chemical to a new level of “sustainability
and scalability”,” and would enhance the viability of supplying chlorine to the larger Malaysian market.* In
May 2018, CIL announced that the collaboration with May Chemical was forecasted to be completed in three
months.’!
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Topan is an oilfield service company providing a broad range of services and products to industrial companies
in many different industries, including those in pharmaceuticals, food, mining, and education.”* Through this
partnership, CIL intended to establish a chlor-alkali manufacturing facility to expand its production across its
Asian borders.”

However, in May 2019, CIL announced that the MOU with May Chemical had been terminated due to
legal, tax and accounting issues, and associated operational risks.** On 24 January 2020, CIL announced the
termination of its MOU with Topan.*> No reason was provided along with the announcement.’

Shortly after the two terminated MOUs, CIL announced on 16 June 2020 that it had incorporated a wholly
owned subsidiary with the aim of engaging in the principal activities of water, waste, and oilfield chemical
treatment.”” The subsidiary, Chem Integrated Management Pte Ltd (CIMPL), was intended as a vehicle for CIL to
operate its business of waste treatment.*® However, shortly after its incorporation, CIL disposed of the subsidiary
in October 2020, after having reviewed the commercial viability of the subsidiary’s intended business.* CIMPL
was then sold to the potential partner whom CIL had been in discussions with to engage in business together,
Jacob Tan.* Jacob Tan entered into the sale and purchase agreement, buying up the entire issued and paid-in
capital of CIMPL for a consideration of S$1.*' No further details were provided on Jacob Tan.** This marked the
third time in two years where CIL had attempted to expand its business but failed to carry through.

Another false positive

In January 2019, CIL incorporated a wholly-owned subsidiary, Chemical Industries (Myanmar) Limited (CIML)
in Myanmar, with the goal of expanding its core business of manufacturing and wholesale of chemicals overseas.*
In CILs FY2021 financial statements, CIML was reported to contribute up to 8% of the group’s total revenue.*
CIML also saw the construction of a chemical processing plant to aid in its business activities.*

However, the onset of the military coup in early 2021 adversely affected CIMLs operations.* CIL reported
that the coup, coupled with the second wave of COVID-19 in Myanmar, had heightened business risk in the near
to medium term.* Increases in operating expenses as a result of COVID-19 and the political instability led to an
impairment loss of S$11.2 million for FY2021 for the CIL group.*®

Financial decay

CIL was valued at $$3.04 per share in 1995, peaking at S$4.06 in April 1996 before facing a constant decline,
maintaining a share price of below $$1.00 from around 2004. Since 2019, CIL has been trading in the low S$0.70s.
It faced a further dip to the $$0.60s in December 2019. At the close of trading on 12 August 2025, its share price
was just $$0.50.

Dividends also saw a decrease from $$0.05 per share in 2000 to a constant of S$0.015 from 2018 to 2024, with
an exception in 2016, when dividends increased to S$0.12 per share.* In July 2025, the company announced that
its final dividend for FY2025 was S$0.005 per share.*

Board composition or family tree?

At the head of CILs Board in 2020 was then-Chairman and Managing Director (MD), LSP. He was also a member
of the Remuneration Committee (RC) from FY2015 to FY2018, and a member of the Nominating Committee
(NC) from FY2018 to July 2019.°" As of FY2021, LSP held a substantial shareholding of 45.57% in CIL through
his solely-owned company, S.P. Lim Holdings Pte Ltd.>* This increased to 49.28% as of 18 June 2025.>

In 2019, LSP was re-elected as Chairman of the Board, despite being required to retire pursuant to Article
95(2) of the Constitution of the company. This decision was recommended and approved by the NC, due to LSP’s
competencies, commitment, contribution, and performance, according to the NC.>*
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In 1981, LSP’s son, Lim Yew Tou Eric (LYTE), joined CILs Board as an Executive Director (ED). He holds a
Bachelor of Arts degree from the National University of Singapore and an Honours degree in Social Science.”
Since then, LSP’s sons, grandson and nephew have served on the Board and senior management. LYTE was
involved in pursuing and overseeing CILs new projects for over 20 years, such as shifting its manufacturing plant
from Jalan Buroh to Jurong Island. LYTE left the Board in 2015 to “pursue his personal interests”.>

Another of LSP’s sons, Lim Yew Khang Cecil (LYKC), joined the Group in 1980 and held various positions
before being appointed as an ED in 1992.” He was involved in the company’s investment, finance and commercial
functions and had a financial investment background before joining CIL. LYKC graduated with a Bachelor of
Arts degree in Social Science from the National University of Singapore and a Master of Science of Business
Studies from the London Business School.”®

A third son of LSP, Dr. Lim Yew Cher Alex (LYCA), was appointed as a Non-Independent Non-Executive
Director (NINED) of CIL in May 2015, and was later redesignated as ED in September 2015.%° He resigned
from his position as ED in June 2016 due to “personal reason[s]”*' He possesses a Bachelor’s degree in Medicine
and Surgery and runs a private practice.®

LSP’s nephew, Lim Yew Tee Collin (LYTC), was subsequently appointed as ED in September 2015. He had
joined CIL in 1997 as a project engineer before being promoted to deputy plant manager in 2002 and to plant
manager in 2013.9 He holds a Bachelor of Engineering (Honours) degree in Electrical Engineering from Nanyang
Technological University and a Master of Science in Engineering Business Management from the University of
Warwick.5

Another son of LSP, Lim Yew Nghee (LYN), was appointed as NINED in 2019. LYN has a tax and trade
law background. He concurrently served as a board member of the Tax Academy of Singapore and had prior
experience as the Head of Baker McKenzie’s Tax, Trade and Wealth Management practice in Singapore.®®

In 2020, CILs Independent Directors (IDs) comprised Yeo Hock Chye (YHC), Dr. Wan Soon Bee (WSB), Lee
Kian Jong Elaine (LKJE), Sng Peng Chye (SPC), and Chua Chin Kiat (CCK).%

YHC was appointed as an ID on 1 July 2019. He was also appointed as Chairman of the Audit Committee
(AC) and member of the NC and RC. He had previously served as Regional Head for Risk Management for
Standard Chartered Bank.*’

WSB was appointed as an ID on 3 July 2000. He also served as Chairman of the RC and member of the AC
and NC. He was a former Minister of State and was a Member of Parliament from 1980 to 2001.%®

LKJE was appointed as an ID on 15 September 2016. She served as Chairman of the NC and member of the
AC and RC. She is a founder of two Investors Relations consultancies, both of which rank amongst the top 5
consultancies in Singapore.®

SPC was appointed as an ID on 13 July 2020. He concurrently served as the Senior Advisor (Corporate
Banking) of CIMB Bank Singapore.”

CCK was appointed as an ID on 13 July 2020. He formerly served as the Deputy Commissioner of Police and
as Director of Prisons.”

LSP’s grandson, Lin Yinjun Benjamin (LY]B), joined the company in 2012 as a Personal Assistant to LSP
before becoming the General Manager (GM) in 2019.”> He has a Bachelor of Arts (Honours) degree in Marketing
Management with Coventry University and an Executive Diploma in Directorship awarded jointly by Singapore
Management University and the Singapore Institute of Directors.”

In May 2020, YHC was designated as lead ID when LSP was still the Chairman of the Board.” In July 2020,
LKJE retired from the Board in accordance with the company’s Constitution to allow for refreshment of the
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Board.” On 14 August 2020, LSP stepped down as Chairman of the Board but remained as MD and ED,”® and
YHC was appointed as Chairman of the Board.”

On 3 May 2021, LYTC, who oversaw the operations of the chlor-alkali plant located in Jurong Island, resigned
as an ED “for other pursuits”’® In July 2021, WSB retired as an ID after serving 21 years on the Board.” Within the
same month, SPC also announced his retirement due to reported poor health.* Subsequently, CCK was designated
as Chairman of the RC and the NC.*' LYN, LSP’s son, was designated as a member of the AC, NC, and RC.*

High pay, low yield

Remuneration within CIUs Board comprises four components: salary, bonus, provident fund and director’s
fee.® Before FY2017, CIL provided remuneration of directors in bands of $$250,000 without disclosing exact
amounts.* In addition, CIL omitted the names of its top five management personnel.®** CIL explained that
this was to prevent such information from being exploited by its competitors and to allow directors and key
management personnel to maintain personal confidentiality on remuneration matters.* The company began to
report the remuneration of directors in exact amounts from FY2017 onwards.*” As of FY2025, CIL continued to
omit the names of its top three key management personnel who are not directors or the CEO.*

In 2017, LSP’s total remuneration was S$$2,499,104, with S$$1,707,454 being attributed to his bonus.*
From FY2017 to FY2020, LSP’s salary and director fee were maintained annually at $$684,000 and S$100,000
respectively, while his bonus varied from S$583,000 to S$1,707,454.09192%3

In 2020, CILs earnings per share (EPS) plummeted by approximately 70%, from $$0.1407 in FY2019** to
$$0.0442 in FY2020,” and revenue fell from S$68,820,000 in FY2019% to $$62,215,000 in FY2020.” Yet in that
same year, EDs LSP, LYKC, and LYTC all drew bonuses similar to previous years.”® LSP’s bonus even increased
by 30%, from S$533,000 in FY2019% to S$681,000 in FY2020.'®

CILs EPS saw an increase in FY2021 to $$0.0733. However, LSP received a significantly lower bonus of
$$57,000 and a lower director fee of S$68,000. His salary remained unchanged at S$684,000.'"'

In July 2021, shareholders questioned the practice of variable bonuses being paid in advance of performance
targets being met, noting that this practice only applied to one particular director — LSP. In addition, shareholders
questioned whether the Board was prepared to review LSP’s bonus compensation, which amounted to almost
50% of his total remuneration in 2020.'* In response to the questions regarding LSP’s variable bonus, CIL only
stated that the bonus payout and the MD’s package would be reviewed by the RC.'**

In FY2022, CILs EPS increased to $$0.0895. In LSP’s final year as an ED, his salary was reduced to $$513,000.
Nonetheless, his bonus doubled from the previous year to S$114,000 and his director fee increased to $$75,000.'%
LSP continued to receive the highest remuneration in the Board, with a total remuneration of $$706,000.'> In
addition, a retirement gratuity of $$2,000,000 was paid to LSP for which shareholder approval was not sought.'*

In FY2023 and FY2024, after LSP stepped down as MD and ED, he received a director fee of $$150,000.1°7-%8
EPS fell to $$0.0468 in FY2023'” before seeing a slight increase to $$0.0678 in FY2024.'"

Broken bonds

In September 2021, LYJB was terminated without further notice by his own grandfather, LSP.""! The decision to
immediately terminate his employment as GM was reported to be due to his grandfather’s dissatisfaction with
him and the resulting belief that they could not be compatible working partners. Little insight was available on
the family friction."* LY]B, however, appeared to take the cessation personally and retaliated.

While working with CIL, LYJB was tasked to develop the company website due to his skills in technology
and web design. Upon his termination, LYJB seized control of the site’s domain, transforming it into his online
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business. In response, the company announced that it had taken legal action to gain access to the “cil.sg” domain
name and had commenced proceedings under the Singapore Domain Name Resolution Policy. It also changed
its domain name to “cil.com.sg”'"?

A son blows the whistle

Later that same month, LYKC was terminated from his position of ED and re-designated as NINED. Upon
his termination, several “unresolved differences in opinion” were raised by LYKC regarding suspected
misappropriation in the company. LYKC asserted that he had raised such concerns repeatedly and had made a
police report in his own capacity. In addition, LYKC raised concerns regarding the process of appointment and
scope of responsibility of CILs advisors.

Following queries by SGX regarding the matter, CIL disclosed that on 11 August 2021, LYKC had submitted
a letter to the Board regarding unsupported petty cash claims he uncovered in 2018."* These unsupported claims
were noted in the 2019 internal audit report to the AC."®> Chairman of the Board, YHC, engaged with LYKC the
next day, informing him that his complaint fell within the responsibility of the AC. However, the members of the
AC had changed and the AC members at the time of the SGX queries were not present during the submission
of claims in 2018 and when the internal audit report was issued in 2019."*¢ Hence, the AC required more time
to review the case.'” Additionally, as the issue was more than three years old, the Board preferred to uncover all
truths surrounding the claims before making any police report.''®

A few days later, the AC convened a meeting, for which LYKC was invited, to gather more information
regarding the unsupported petty cash claims.'”* When requested to provide a copy of the police report he had
filed on the matter, LYKC declined. During the meeting, the AC also approved the appointment of Quahe Woo &
Palmer LLC (QW&P) to advise the committee on matters regarding the claims and to assist in the investigation.
BDO Advisory Pte Ltd (BDO) was then appointed two days later by QW &P to conduct an independent review

and investigation on the matter.'*

With regard to LYKC’s concerns regarding the process of appointment and scope of responsibility of advisors
appointed by CIL, the Board said that LYKC had in fact requested for the terms of engagement of BDO at a Board
meeting on 6 September 2021."' He was denied access to this information by Chairman YHC, after having been
given instructions by QW &P to not disclose any information regarding the terms of the engagement.

Additionally, LYKC was also reportedly concerned about the proper declaration of all dealings by the
individuals involved in the decision-making process with the advisors appointed by the AC."* However, the
Board was not able to address this issue as it had no record that such a concern was brought up by LYKC to the
rest of the Board.'”® According to the Board, all relevant directors had declared and accounted for any dealings
or interests with the advisors appointed by the company beforehand.'**

In January 2022, BDO concluded that there were indeed “weaknesses in respect of the Company’s petty
cash processes and internal controls”'* In response, CIL announced that it would implement an enterprise risk
management framework, which would include “risk assessment and review of internal controls for the Group and
control self-assessments by staff, and reassessment of the design and operational effectiveness of key controls”!*

Past the expiry date?

“A shift away from family governance would assist in facilitating previously stated plans to
professionalise the management of the company. I will step down once a non-family member
successor is appointed.”

- MD LSP to SGX with regards to LY]B’s cessation.'”’
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Prior to the petty cash debacle, LYKC had already voiced opinions against his own father’s capacity as the
MD back in July 2021."* LYKC had claimed to have seen medical reports which gave him reasonable concern
regarding then 92-year-old LSP’s capacity to function as CILs MD.'*

However, in a clarificatory statement to SGX, the Board explained that while LYKC had indeed raised his
concerns regarding the mental capacity of his father and expressed opposition to the re-election of LSP as the
MD, no medical reports were provided to support his concerns.”*® Moreover, the NC, chaired by CCK, had held
a meeting on 8 July 2021 specifically to address LSP’s mental capacity to continue serving as a Director."”' In
the meeting, the NC reviewed updated medical reports of LSP issued by a clinical neurologist and a consultant
psychiatrist, while considering the principles in Chapter 177A of Singapore’s Mental Capacity Act."** Coupled
with their own personal interactions with LSP prior to the meeting, the NC unanimously agreed that LSP was fit
for re-election at the 2021 Annual General Meeting (AGM)."*

The conflicts with LYJB and LYKC appeared to serve as a trigger for the company to realise that it should
formally transition to being professionally managed. The Board reported to SGX that LSP had expressed his
intention to step down as the MD once “relevant professional managers” could be brought in."** Consequently,
the continuation of LSP’s term as CILs MD was a temporary one. On 28 September 2021, CIL announced that
LSP would step down from his position as MD and carry on as an ED until 31 December 2021. CIL stated that
LSP would remain as a NED from 1 January 2022.

That same day, CIL announced the appointment of Chng Hee Kok (CHK) as the company’s interim Chief
Executive Officer (CEO), beginning 1 October 2021."** CHK was a former PAP Member of Parliament and was a
former member of the Governing Council of the Singapore Institute of Directors (SID) from 2002 to 2006."*° He
also became a Senior Accredited Director under SID on 23 January 2024.""

While he was CEO of NTUC Club, CHK was fined S$5,000 for not disclosing interest when he was the director
of one of NTUC Club’s subsidiaries.”*® CHK was also found guilty of providing false or misleading information in
his recorded statements."** As such, he was given a written warning under the Prevention of Corruption Act.'*

As a result of CHK’s past conduct, SGX required CIL to provide the Board’s and the NC’s assessment on the
suitability of CHK to act as interim CEO."! In response, the Board said that it had not discussed the issue as the
incident in question had occurred many years ago in 2007 and CHK had taken on multiple directorships in listed
companies since then.'*?

In addition, SGX also required CIL to provide its assessment on whether CHK was able to devote sufficient
time to his appointment as interim CEO of the company as he concurrently held directorships in ten other
companies. The Board assured that the NC had made efforts in informing CHK on his relevant duties as the
interim CEO.'** In addition, CHK had disclosed that he planned to retire from two of the ten boards he was
currently serving on and attended only two board meetings per year for his other directorships.'** He retired

from one of the boards in October 2021, while the other company underwent a delisting.'*

In relation to the sudden dismissal of LYKC as an ED, the company stressed the importance of a quick
transition from its current family-centred to a professionally managed company.'*” According to the Board, the
reason for not granting LYKC any grace period in his re-appointment was because it was of the view that the
successful planning and the continuity of the company’s operations would not be a problem."*® The Board stated
that the termination of LYKC’s employment was “not related in any way” to the various concerns that LYKC had
raised to the Board.'*

On the same day, CIL announced CCK’s resignation as ID and the appointment of three new IDs."*
These were Dr. Tay Kin Bee (TKB), who formerly held the positions of ED at Behn Meyer Chemicals (India)
Private Limited and CEO at Behn Meyer (Philippines) Inc;'*' Poon Kai Leon, Melvin (PKLM), who formerly
worked as a Financial Services Partner at PricewaterhouseCoopers LLP;'*? and Lim Chee San (LCS), who
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concurrently served as a director of Panaudit Business Services Pte Ltd, Ress Property Consultants Pte Ltd,
and Pan Services Pte Ltd.'?

TKB was appointed as Chairman of the NC as well as member of the RC and AC. PKLM was appointed as
Chairman of the AC and member of the NC and RC. LCS was appointed as Chairman of the RC and member
of the AC and NC."**

New elements, same reaction

In January 2022, LSP was re-designated from ED to NED in accordance with CILs previous statements.'* In
February 2022, PKLM resigned as an ID after taking up an executive position in another firm, which prevented
him from assuming positions on listed company boards.** YHC took over PKLM’s positions as Chairman of the
AC and member of the NC and RC."

In June 2022, CIL announced the appointment of LSP as Emeritus Chairman under the NC’s recommendation
that the position would befit LSP’s “stature as founder and business leader... [of] the Company and the Group

over six decades” '

Yeo Sze Chiat (YSC) was subsequently appointed as CEO with effect from 1 September 2022."*° YSC formerly
served as a director at BASF South East Asia Pte Ltd and a vice-director as BASF East Asia Regional Headquarters
Ltd, a German based chemical company.'® YSC’s lack of prior experience as a CEO or director of an SGX listed
company was questioned by SGX. In response, CIL stated that YSC would be briefed by the NC Chairman and
CILs legal counsel, and would attend the core modules of a listed entity director programme and the sustainability
course conducted by the SID.'! CHK ceased as interim CEO on 31 October 2022.'¢*

In the same month, Loi Kheng Seong (LKS) was appointed as Chief Operating Officer (COO). He previously
worked with an American-owned company as Plant GM in starting up chemical plant facilities and running

daily operations.'®

In December 2022, Yap Yoke Woo (YYW) was appointed as Sales & Marketing Director (SMD). The SMD
position was newly created to be responsible for business management, business development and strategic
planning of business. YYW has over 20 years of experience in the chemical industry and was responsible for the

Asian business of two American companies and a German multinational company.'**

However, the new Board and executive team did not last long. From 2023 to early 2024, CIL reported a slew
of resignations, both from the Board and the newly formed executive team. In May 2023, LYKC resigned from
his position as NINED without notice.'® In response to a query by SGX regarding the sudden resignation, CIL
stated that the reason and timing of LYKC’s resignation were personal.’® In October 2023, CEO YSC and COO
LKS resigned, reportedly to pursue their “self-interest and personal goals”'*'® LYN was appointed as Deputy
Chairman in November 2023.' This was followed by the resignation of SMD YYW in December 2023 “to focus
on health, family and pursuit of other interests”'” In January 2024, TKB resigned from his position as ID “due
to his professional and personal commitments™'”* LCS was subsequently appointed as Chairman of the NC in
place of TKB.'”

More questions and changes

On 14 February 2024, The Business Times released an article alleging that LSP had received various “post-
retirement perks”, which included “the usage of commercially viable space as his personal office, salaries of his
personal support staff and personal medical expenses incurred by the Company”'”?

The Business Times article and the numerous changes to the Board and the executive team prompted queries
by SGX'* and SIAS'” on the management practices of the company and the remuneration and benefits received
by the Board.
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In response to queries on its business continuity plan in light of the numerous cessations, CIL said that the
engagement of a new CEO was a “top priority” and that it did not intend to appoint a new COO."”¢ In relation
to concerns that the appointment of LYN as Deputy Chairman would increase the company’s expenditure on
directors’ fees, CIL stated that LYN’s investment portfolio would “facilitate the Board in its oversight of investments
in the company”,'”” and that all directors’ fees for FY2023 had been approved by over 99% of shareholders during
its 2023 AGM.'"®

In addition, SGX required CIL to provide details on LSP’s contributions as Emeritus Chairman to justify
his remuneration of $$150,000 in FY2023,"” which was double the amount received by other NEDs on the
Board.'® CIL explained that the additional S$75,000 LSP had received was for “his mentorship and guidance to
the Board”.'®!

In response to the allegations in the Business Times article, CIL stated that the premises in question were
leased out and that LSP did not use the premises as his “personal office”'®* CIL clarified that LSP did not have
any dedicated personal administrative staft except for an office manager and a driver who chauffeured LSP in his
personal car to “discharge... his duties as Emeritus Chairman, such as attending to official Company functions,
business meetings and going to and fro from the [company] [p]remises”'® In addition, CIL stated that it did
not pay for LSP’s medical or other personal expenses and that LSP was no longer covered under the company’s

hospital and surgical insurance policy.'**

However, the company’s response was further questioned by SIAS, which stated that two of the lessees of
the premises — S.P. Lim & Company Pte Ltd and Eastern Rubber Company (Malaya) Pte Ltd — were entities
solely owned by LSP. In addition, searches on ACRA' portal found that eight other companies associated with
LSP had listed the premises as their registered address.'® In an SGX announcement released on 14 March 2024,
CIL responded that the aforementioned companies only used the premises as their registered office and did not

engage in any business operations from the premises.'*

In addition, SIAS raised concerns regarding potential conflicts of interest as the CIL company secretary, Foo
Soon Soo (FSS), also served as the secretary for LSP’s private company, S.P. Lim Holdings Pte Ltd. In response,
CIL stated that it was of the view that there was no conflict of interest as FSS was not involved in the management
and affairs of CIL or S.P. Lim Holdings Pte Ltd.'¥

On 20 May 2024, CIL appointed a new ID, Goh Koon Eng (GKE). GKE formerly served as Vice President at
Chevron Chemicals.'®® GKE was appointed as Chairman of the NC in place of LCS, and a member of the ACand RC."*

CIL recorded a profit before tax of $$5.67 million for FY2024. However, its core chemical manufacturing

business saw a loss before tax of $$5.9 million due to “weak industrial demand” and “high energy costs”'* LSP

continued to draw a director fee of S$150,000 for that year.'"

In July 2024, CIL appointed Steven Wong Tian Song (SWTS) as its new CEO. SWTS concurrently serves as
President of Brenntag Specialties and MD of Teehai Chem Pte Ltd."
End of an era
“Mr. Lim’s name is synonymous with the success of the Group.”
— CIL s response to an SGX query about the role of Emeritus Chairman LSP'"

CIL reported dismal financial performance, with aloss of $$21.5 million in FY2025, which the company attributed
to “stiff competition” and “increasing cost pressures”.'** The company recorded a loss of $$0.2825 per share.'*

On 18 July 2025, CIL announced that LSP, who was then 96 years old, had retired as Emeritus Chairman.
However, it said he would continue as Emeritus Chairman and Senior Advisor to the Board.'”® Whether the
company can move beyond the shadow of its founder and professionalise its management remains to be seen.
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Discussion questions

1.

10.

What are the potential benefits and risks of having a family-controlled and managed company such as
Chemical Industries? How can the risks be mitigated?

Two commonly-cited risks for minority investors in family-controlled companies are related party
transactions and excessive remuneration. To what extent are they issues at Chemical Industries? Cite specific
examples. How can these risks be mitigated?

In the case of Chemical Industries, to what extent do you think the fact it is family-controlled and managed
contributed to its poor performance? Explain.

Family disputes often happen in family companies like Chemical Industries, especially when these companies
move beyond the first generation. Why is this so? What can family businesses do to mitigate these risks?
How can listed companies such as Chemical Industries better ensure that family governance issues do not
adversely impact the corporate governance and performance of the listed company?

Some family companies have successfully transitioned to become professionally managed. However, many
such companies have been unable to do so. Critically evaluate how Chemical Industries has managed this.
What is the role of the board in such transitions?

Critically evaluate the board structure and composition of Chemical Industries in 2020 and the subsequent
changes.

What are the challenges faced by independent directors in companies like Chemical Industries? What
recommendations do you have to improve their effectiveness in such companies?

Critically evaluate the remuneration policies and disclosures for executive directors of Chemical Industries.
For a founder and executive director such as Lim Soo Peng, what remuneration policy would you recommend
in terms of mix of annual salary, short-term incentives and long-term incentives, and the nature of the short-
term incentives and long-term incentives?

Based on the incidents described in the case, critically evaluate internal control and risk management
of Chemical Industries. What is the role of internal audit in ensuring that the internal controls and risk
management are adequate?

Critically evaluate the effectiveness of SGX and SIAS in promoting improvements in governance, based on
the Chemical Industries case?
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BROKEN ALLIANZ WITH
INCOME’

Case overview

Allianz, a German insurance multinational, scrapped its bid to acquire at least 51% of Income Insurance
(Income) for about EURL.5 billion (S$2.2 billion) on 16 December 2024. The withdrawal followed public outcry
and government intervention highlighting concerns that the acquisition would detract from Income’s social
mission to provide affordable insurance to lower-income workers.

Previously a co-operative under the National Trades Union Congress (NTUC), Income became a corporate
entity in 2022 purportedly for growth flexibility. In its corporatisation, Income received a ministerial exemption
for about S$2 billion to be carried over to the new entity that would have otherwise gone to the general co-
operative sector. The government stepped in to block the deal after an intention to reduce Income’s capital and
return S$1.85 billion in cash to shareholders came to light.

The objective of this case study is to facilitate discussion of issues such as corporate governance of co-
operatives versus a company limited by shares; board structure and composition; independence of directors;
financial reporting and disclosures; conflicts of interest; minority shareholder protection; balance between
commercial and social objectives for social enterprises; and the role of regulators and the government in
safeguarding social missions.

Introduction

Income is one of the leading composite insurers in Singapore, offering life, health and general insurance." It
pledges to put people first by serving the protection, savings and investment needs of individuals, families and
businesses.

Income has a unique history and role in serving Singaporeans. The notion of labour movement co-operatives,
or social enterprises, first came about at the Modernisation Seminar organised by National Trades Union

*  This case study draws substantially from the 2-part report “Broken Allianz With Income” published in June 2025, authored by
Professor Mak Yuen Teen and supported by research assistants Andrea Aw Zhi Yi and Shivam Kaushik. The case was developed
largely from published sources but include the reflections of Professor Mak based on his attendance at Income Insurance’s AGM on
24 June 2025. The case is solely for class discussion and is not intended to serve as illustrations of effective or ineffective management
or governance. The interpretations and perspectives in this case are not necessarily those of the organisations named in the case, or

any of their directors or employees.
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Congress (NTUC) in 1969, where Mr Devan Nair, who was then the adviser to NTUC,’ explained the necessity
for the labour movement to turn into a social institution to serve Singaporean workers in different ways.* Dr Goh
Keng Swee, who was then Minister for Finance, urged NTUC to set up social enterprises in domains like life
insurance and essential consumer goods to answer the needs of the working population.®

Income was established in 1970 under the name NTUC Income Insurance Co-operative Limited to plug
social needs and extend essential insurance to people in Singapore.° NTUC Enterprise (NE), also a co-operative,
was later set up in 2012 as a holding entity for the various social enterprises under the labour movement.” Over
the years, Income played a pivotal role in providing affordable insurance for workers at large.

As at 31 December 2023, Income covered close to 1.7 million customers, with an ambition to serve 1 in 2
Singaporeans by 2025.%

Members of the co-operative

As a co-operative, Income had three types of Members: Founder Member, Institutional Members and Ordinary
Members. The Founder Member was the NTUGC; Institutional Members were the “Singapore Labour Foundation,
trade unions and co-operative societies as may be accepted by the Board”; and Ordinary Members were “individual
persons who hold an individual life insurance policy with the Co-operative or hold at least 10 Common Shares in
the Co-operative or are such other persons who may from time to time be admitted at the discretion of the Board
on such terms as the Board may decide and in accordance with the By-Laws of the Co-operative”’

Director election rights

Even though NTUC only owned 10,000 shares (0.01%) which increased to 1,928,520 shares (1.95%) in FY2018
and then decreased back to 10,000 shares (0.01%) in FY2021, seven of the 12 directors on the Board in FY2021
were elected to represent the Founder Member (including the Chairman and Deputy Chairman), with another
three elected to represent Institutional Members, and two elected to represent Ordinary Members.

Common shares and permanent shares
The share capital of Income as a co-operative comprised of Common Shares and Permanent Shares.
The rights associated with Common Shares and Permanent Shares are explained in the Annual Reports as follows:'’

“Common shares

A Member of the Co-operative may attend and vote in person at any General Meeting of the Co-operative.
Ordinary Members have one vote each, and Institutional Members and the Founder Member, each have a
total number of votes equal to the number of Common Shares and Permanent Shares (if any) held.

An Ordinary Member who holds only Common Shares and does not hold any Permanent Shares may
withdraw his Common Shares, on giving three months’ notice in writing. The Board may at its discretion
and on such conditions as it deems fit, waive or vary the notice period and allow the withdrawal of the
Common Shares at an earlier date.

The Ordinary Member withdrawing shall be entitled on the expiry of his notice to receive as the value
of his Common Shares the lesser of the nominal value of the Common Shares; and what they are worth as
disclosed by the last audited statement of financial position prepared by the Co-operative.

Permanent shares

Permanent Shares are only issued to the Founder Member or any Institutional Members. Institutional
Members may also convert their Common Shares into Permanent Shares.
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Permanent Shares cannot be withdrawn and cannot be converted to Common Shares; but may be
transferred with the approval of the committee of management of the society (this refers to the Board, in
the context of the Co-operative) and in accordance with this Act and the By-laws of the society.”

NTUC Enterprise’s increasing stake

NE, an Institutional Member, had the largest stake when Income was a co-operative and became the largest
Institutional Shareholder after corporatisation.

In FY2015, NE’s stake in Income increased from 12,735,248 shares (29.0%) to 33,058,822 (51.7%) as a result
of the issuance of new shares at S$10 per share."" As at the end of the previous financial year ending 31 December
2014, the net asset value (NAV) per share was $$55.40."2 In FY2017, 33 million more shares were issued to NE
at S$10 per share, increasing the number of shares NE held from 33,058,822 (50.3%) in FY2016 to 66,058,822
(66.9%) in FY2017." As at 31 December 2016, NAV per share was $$42.09."* NE’s stake eventually increased to
77,977,342 shares (71.6%) in FY2021 from further issuances of shares to NE at S$10 each.'® Between FY2017 and
FY2020, the average NAV per share was $$37.21."

Until FY2017, Income only had one class of Common Shares. In FY2018, 66,058,822 of the Common Shares
held by NE were converted to Permanent Shares."” This was following the introduction of the amended Co-operative
Societies Act which “stipulates that a society may issue a new class of shares called Permanent Shares, only to an
institutional member and that the institutional member of a society may, with the written approval of the Registrar,
subscribe, in accordance with the By-laws of the society, for permanent shares issued by the society”'®

Under the amended Act, “Permanent Shares cannot be withdrawn and cannot be converted to Common
Shares; but may be transferred with the approval of the committee of management of the society (this refers to
the Board, in the context of the Co-operative) and in accordance with this Act and the By-laws of the society”."’

Income amended its By-laws to allow it to issue Permanent Shares and also convert Common Shares
which were issued to Institutional Members to Permanent Shares. Permanent Shares issued as a result of the
conversion of the Common Shares rank pari passu in all respects with any existing Permanent Shares.*

In FY2020, Income issued an additional 10 million Permanent Shares to NE at S$10 each.?! The NAV as at
the end of FY2019 was $$39.01.%2 In FY2021, another 1,918,520 Common Shares held by NE were converted to
Permanent Shares.?

The issuance of new shares to NE at S$10 per share between FY2015 and FY2020, which allowed NE’s stake
to be increased from 29.0% in FY2015 to 71.6% in FY2021, were all done at well below the prevailing NAV per
share at the particular time.

Corporatisation exercise

In 2022, Income embarked on a corporatisation exercise to change its legal form from a co-operative governed
by the Co-operative Societies Act (CSA) to a company to be governed by the Companies Act.** The existing
co-operative shareholding profile was replicated in the shareholding profile of the new corporate entity, and the
members of the co-operative received pari passu distribution in specie of shares in the new entity.”

The rationale given for the corporatisation was to better enable Income to meet tightening regulations for
financial institutions which necessitated a strong capital base.® The co-operative structure was said to face
limitations and was deemed not conducive to stronger capital access and strategic partnerships.” In the face of
increasing global competition, Income said it needed a corporate structure to put it on par with competitors.*®

Nevertheless, Income pledged to remain committed to its purpose, promising S$100 million over 10 years
to sustainability causes, including environmental and social ones.” It assured that corporatisation would have
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no impact on Income’s policyholders, distribution channels, business partners, organisational structure and
business operation, serving to only change Income’ legal form.* The corporatisation exercise was completed on
6 April 2023.

As at 31 December 2023, NE owned about 72.8% of Income, with another 22 institutional shareholders which
are co-operatives owning about 1%, and 15,835 individual shareholders owning the remaining 26.2%.”'

Exemption from section 88 of the CSA

As part of corporatisation, Income sought an exemption from Section 88 of the CSA, which applies when a co-
operative is put into liquidation.”” Under this section, when a co-operative ceases being a co-operative and is wound
up, its members can only be paid their original share capital plus any unpaid dividends up to a cap, after settling the
costs of liquidation and the co-operatives liabilities. Any surplus funds in the co-operative would be transferred to
the Co-operative Societies Liquidation Account to be applied for the benefit of the co-operative sector generally.

The reason for the exemption application was that in substance, Income was not being liquidated but was
merely changing its legal form and would continue to be engaged in the same business.” Thus, Income submitted
that the exemption was needed to facilitate corporatisation so that its accumulated surplus (beyond par value)
could be carried over to the new corporate entity for the continuity of business.** The government granted the
exemption and was of the view that the carrying over was an integral part of corporatisation to strengthen
Income’s capital base and financial adequacy.

Income’s retained earnings were all converted to share capital in the new corporate entity. Income thus carried
over about $$2 billion to the new corporate entity.

To continue providing an annual payout to shareholders for FY2022, Income further sought approval from
the MAS to reduce its share capital by about $$43 million.” Income submitted that this was necessary because
“FY 2022 was a transition year where Income changed its legal form, and had all retained earnings in the
co-operative converted to share capital in the new corporate entity”.*®

Income reported a profit after tax attributable to shareholders of $$59.9 million for the 18 months from 1
July 2022 to 31 December 2023 (referred to as Financial Period 2023 (“FP2023”) henceforth since it is for 18
months). It did not report results for the period from 13 October 2021 (the date of incorporation of Income as
a company limited by shares) to 30 June 2022.

Figure 1 shows the accounting impact of the capitalisation of the accumulated surplus and capital reduction
in Income’s consolidated statement of financial position and consolidated statement of changes in equity in
Income’s FY2021 and FP2023 annual reports.

Statement of financial position (S$000) FY2021 FP2023
Share capital 1,088,879 3,203,821
Accumulated surplus 3,164,790 57,699
Total equity 4,359,902 3,167,869
Share issuance 3,246,821
Capital reduction* (43,000)

* Capital reduction exercise to return capital of 40.115 cents per share amounting to
$43 million to shareholders without cancellation of any shares, effective on 14 August 2023.

Figure 1: Capitalisation of accumulated surplus and capital reduction®

Source: Income’s FP2023 annual report
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It is unclear from the financial statements as to why total equity fell from $$4.36 billion pre-capitalisation in
FY2021 to S$3.17 billion post-capitalisation in FP2023.

The payout to shareholders for FY2022 was deemed consistent with the ordinary course of business as
NTUC Income had distributed dividends to its members in previous years prior to corporatisation.”® Both the
total quantum and amount per share in FY2022 were lower than what NTUC Income had paid out in annual
dividends in the prior five years.*

MAS granted approval for Income’s capital reduction of $43 million.

Financial performance and capital management

Figure 2 shows several key financial performance indicators for Income from FY2018 to FP2023. Gross premiums
increased until FY2021, while profitability and return on equity declined from FY 2021. Gross premiums for the
18-month period ending 31 December 2023 totalled S$4.9 billion compared to $$4.6 billion for the 12 months
ending 31 December 2021.

2023

S$000

2018

2019

2020

2021

(18 months)

Gross premiums 3,631,919 |3,941,234 |4,261,065 |4,604,638 |4,857,797
Net operating surplus/PBT 170,581 326,052 374,465 169,787 98,681
Net surplus/PAT 154,430 312,073 376,043 161,833 60,387
Total comprehensive income/loss 126,935 363,843 387,220 159,318 -35,050
Net operating cash flows 632,069 -521,435 1,292,069 | 1,091,561 |-1,233,186
Return on equity 4.38% 8.09% 8.82% 3.71% 1.91%

Figure 2: Financial performance of Income*

Net assets as at 31 December 2023 stood at about $3.18 billion and the debt-to-total assets ratio was 0.93.

In the Letter to Shareholders in Income’s FP2023 Annual Report, it was stated: “The latter half of 2022 and 2023
was a challenging period. We faced unprecedented interest rate hikes during the second half of 2022 and ongoing
inflationary pressures and geopolitical tensions that exacerbated macro-economic uncertainties, which extended
throughout 2023. Overall, the company’s gross premiums over the period were $4.9 billion reflecting a strong in-
force book and the benefits of a composite business portfolio...The confidence in Income Insurance remains high
post-corporatisation. S&P Global Ratings continues to rate Income Insurance ‘AA-’ with a stable outlook, a credit
rating that we have held since 2009. It marks the continued confidence in our financial strength, solid business
position in Singapore and our growth opportunities regionally...Our Capital Adequacy Ratio remains well above
the minimum regulatory levels and underscores our strong competitive position and diversified business mix”*

Professor Mak Yuen Teen (Professor Mak), a corporate governance advocate, said that Income should
have explained the causes of the deterioration in financial performance in 2022 and 2023 and the steps it was
taking to address them.*

The Notes to the financial statements for Income in the FP2023 Annual Report states: “The Group’s capital
management focuses on three key relevant capital ratios: the Capital Adequacy Ratio (“CAR”), the Participating
Fund Solvency Ratio (“Par FSR”) and the Tier 1 Capital Ratio (“Tier 1 Ratio”). The CAR, Par FSR and Tier 1
Ratio of the Group remains well above the solvency requirements.”*

With the adoption of a new reporting format for the Consolidated Statement of Comprehensive Income
based on new accounting standards, gross premiums are no longer shown. The 12-month FY2024 results are
also not directly comparable to the restated 18-month FP2023 results. Profit before tax for FY2024 was S$33.92
million versus the restated S$71.97 million for FP2023, while profit after tax was $44.82 million and S$15.27
million respectively.**
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A change in year end, a reporting gap and lack of transparency

Income’s last annual report as a co-operative was the FY2021 Annual Report for the year ending 31 December
2021. The FP2023 Annual Report was Income’s first annual report post-corporatisation. The report covered the
reporting period from 1 July 2022 to 31 December 2023. In the Independent Auditors’ Report, the following
statements were included under “other matters™:

“The financial statements for the period ended 30 June 2022 were unaudited. The Company had applied the
exemption from duty to prepare financial statements and was exempted from audit under Section 201A and Section
205B of the Act respectively for the period ended 30 June 2022.

On 19 December 2022, the Company obtained approval from the Accounting and Corporate Regulatory
Authority to change its financial year end from 30 June to 31 December. The change of financial year results in the
second financial year covering period from 1 July 2022 to 31 December 2023.”

Income’s financial year-end prior to corporatisation was 31 December. According to Professor Mak, it appears
that when Income Insurance incorporated as a company, it selected 30 June as the year end which was different
from its year end as a co-operative, and then applied to change it back to 31 December. Income did not report
any financial results for the period from 1 January 2022 to 30 June 2022. He said it is unclear why 30 June was
chosen as the year end when 31 December was the year end all along, and then was changed back, as appears to
have happened based on the company’s disclosures.*

Income was exempted from preparing and presenting audited financial statements for its first financial year
covering the period from 13 October 2021 (its date of incorporation) to 30 June 2022.%

Total equity was S$4.36 billion as at the end of 31 December 2021 (its last year of reporting as a co-operative)
but was only $$3.17 billion by the time it reported for the first time as a company at the end of the 18-month
period ending 31 December 2023. The sum of its share capital and accumulated surplus at the end of 31 December
2021 was S$4.28 billion but the share capital at the end of 31 December 2023 was only $$3.2 billion after the
capitalisation of its entire accumulated surplus.

Professor Mak said that it is odd that Income did not have to present audited results for the period from 13
October 2021 to 30 June 2022.

Income shareholders had questioned the fall in NAV per share at the first Annual General Meeting that
Income held post-corporatisation on 17 May 2024. The minutes stated: “Shareholder 3...sought clarification on
the significant decline in NAV from S$$40 to $$29.95 since the end of 2022* The answer from the CEO was: “..
NAV was impacted by realised and unrealised losses on investments due to fluctuations since 2021, some of this
was recognised in the financial statements of the previous Co-operative prior to the transfer of the business. In
addition, the capital reduction exercise in August 2023 also contributed to the decrease in NAV”*

Another shareholder also questioned this: “Shareholder 6 questioned why the substantial NAV drop from
S$40 at the end of 2021 to S$29 was not prominently highlighted in the Annual Report”* This is what the
minutes said: “The CFO reiterated the CEO earlier comment that the reduction in NAV per share arising from
the impact of interest rate volatility had been recognised in the former Co-operative. The current periods profit
[sic], which included realised and realised gains [sic] during the period from interest rate movements, has been
reflected in the closing NAV per share of the Company.”°

In Professor Mak’s view, the answers from Income management lacked transparency. He pointed out that
the NAV per share fell by a quarter as total equity fell from S$4.36 billion as at the end of 31 December 2021
(its last year of reporting as a co-operative) to S$3.17 billion at the end of 31 December 2023 (its first reporting
period as a company). The amount recognised in the financial statements of the previous Co-operative prior
to the transfer of the business was not disclosed in either the last annual report published as a co-operative for
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FY2021 or the first annual report published as a company for FP2023. Income was granted an exemption from
the duty to prepare and audit the financial statements for the period ended 30 June 2022 under Section 201 A
and Section 205B of the Companies Act. No such financial statements can be found on Income’s website. The
capital reduction mentioned accounted for only S$43 million of the S$1.2 billion decline in total equity between
31 December 2021 and 31 December 2023.%!

Management’s answers to shareholders’ questions at the May 2024 AGM provided a hint on the possible
causes of the fall in NAV. According to Professor Mak, CNBC called 2022 the “worst-ever year” for U.S. bonds
largely due to the U.S. Federal Reserve raising interest rates aggressively, which saw a collapse in bond prices
caused by the spike in interest rates.’>* The first six months were particularly bad, being described as the “worst
6 months ever” for financial markets.* Income’s last set of published financial statements as a co-operative shows
debt securities accounting for by far the highest allocation among “other financial assets”** In the FY2021 Annual
Report, the Chairman’s message in the Directors’ Report acknowledged that the net operating surplus for that
year “was lower, primarily due to fair value investment losses of our bonds which were impacted by higher
interest rates and credit risk uncertainties”

Professor Mak also pointed out that for the six months ended 30 June 2022, fellow insurer Great Eastern
Holdings reported a “changes in fair value” of nearly $$7.2 billion, compared to a loss of $$388.8 million for the
comparative six-month period in 2021.” He said that it therefore appears that the interest rate volatility mentioned
by management likely contributed to a more than S$1 billion loss in the first half of 2022 that did not appear in
any financial statements published by Income and was not fully explained by the Board and management.*®

Over the two-year period from 31 December 2021 to 31 December 2023, Great Eastern had a roughly 21%
drop in NAV while Income saw a drop of about 27%. New SFRS(I)s and amendments and interpretations of
SFRS(I) came into effect on 1 January 2022. SFRS(I) 17 Insurance Contracts (which replaced SFRS(I) 4 Insurance
Contracts) is a comprehensive new accounting standard for insurance and reinsurance contracts covering
recognition, measurement, presentation and disclosure, and is expected to have a material impact on insurers’
condensed consolidated financial statements in the period of initial application.

Professor Mak said that Income should have provided greater clarity to its shareholders on the 27% decrease
in NAV - how much was due to losses and the nature of these losses, and how much was due to the application
of new accounting standards. He felt Income shareholders deserve better transparency.

At Income’s AGM for the year ended 31 December 2024 held on 24 June 2025, Professor Mak sought
confirmation that Income had lost more than S$1 billion through realised and unrealised fair value losses from
investments during the first six months of 2022, and eventually the Chief Financial Officer (CFO) confirmed that
this was indeed the case™.

At the end of FY2024, the NAV per share had increased back to $$31.79 per share, still well below the NAV
per share as at the end of FY2021.9

Board of directors

The Board of Directors of Income as shown in the FP2023 Annual Report comprised 12 directors. All are non-
executive directors as Income’s CEO is not a member of the Board. Appendix 1 shows the members of the Board,
their roles and date of appointment.®*

According to Professor Mak, Income’s Board is unusually large for an insurance company, even in
comparison to insurance companies that are listed. For example, he pointed out that among Singapore listed
insurance companies, Great Eastern Holdings has 10 directors while UOI has 7 directors. He added that a 2024
study he conducted of all 33 listed and unlisted Malaysia insurance companies found that the largest board
had only 9 directors. He said it is unclear why Income needed such a large Board. Further, despite having such
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alarge Board, Income still felt the need to retain Mr Kee Teck Koon, its former Deputy Chairman who stepped
down from the Board in 2023, as the Board Advisor.®* Mr Kee was appointed to the Income Board in June
2014. He is also Director and Board Advisor of NE, the major shareholder of Income, and holds several other
directorships, including in listed companies. He retired as Chief Investment Officer of CapitaLand Limited in
July 2009. After a 12-year career with the Singapore Armed Forces and Ministry of Defence until 1991, Mr Kee
held senior management appointments with several organisations, including within the CapitaLand Group.

Although 10 out of the 12 directors are independent, Mr Ronald Ong and Ms Adeline Sum, the only two
non-independent directors, held the roles of Chairman and Deputy Chairman respectively. Mr Ong is non-
independent because he is a non-executive director of NE. He is also a Board member of NTUC FairPrice Co-
operative Limited. Further, even prior to Morgan Stanley being appointed as the financial advisor for Income
in the Allianz deal, Morgan Stanley has had a business relationship with Income at least since 2019, the year Mr
Ong joined the Income Board as a non-independent non-executive director. Incomes Corporate Governance
disclosures in its 2023 Annual Report states: “[Mr Ronald Ong] is a director of Morgan Stanley Investment
Management Company with which the Company has a business relationship”.** The 2019, 2020,% 2021 Annual
Reports also state that Mr Ong “is non-independent due to business relationship”. ® It did not state what the
business relationship was for these years, but is not expected to do so since Mr Ong is not determined to be an
independent director.

In the case of Ms Sum, she is non-independent by virtue of the fact that she is the CEO of NE.

In Professor Mak’s view, for better corporate governance, Income should have appointed an independent
Chairman who is not affiliated with its major shareholder, NE. However, Income appointed Ms Joy Tan, a partner
at law firm, WongPartnership, as Lead Independent Director (LID) to compensate for the fact that the Chairman
is non-independent.

The Board of Income is made up of individuals with impressive credentials, with one-third of female directors.
However, Professor Mak said that it has a rather narrow mix of competencies for such a large Board. Half the
directors have a banking, investment and/or real estate background, one has a legal background, two have an
accounting background, and one has a technology background. Two directors — Mr Robert Charles, an actuary
by training with significant experience in consulting for the insurance sector, and Mr Charles Ellis, an accountant
by training with extensive working experience in the insurance sector — have a strong insurance background. Ms
Sum, the CEO of NE and Deputy Chairman of Income, has served within the NTUC network of organisations
since 1993, worked on employee-related issues, and helmed several NTUC social enterprises.

Professor Mak felt that, overall, for a social enterprise, there appears to be not much of a “social” component
in the composition of the Board, even though as one would expect, a number do serve in volunteer roles in not-
for-profit organisations. He said this raises the question of the extent to which board decision-making adequately
considers Income’s social objectives.

Professor Mak believed that the Income Board should review its composition to ensure that it is fit for purpose,
by having a greater diversity of competencies and reducing the number of individuals having banking and
investment backgrounds. He said its large Board size as a co-operative is likely a function of the rights of different
Members to elect directors to represent their interests and it should now consider reducing its Board size.

As at the date of publication of the FY2024 annual report, the Board size of Income remained at 12 directors.
However, there was no mention of the Board Advisor. On 9 June 2025, it was announced that Income Chairman
Mr Ong would not seek re-election at the company’s coming AGM. However, it said: “Ronald remains on the
NTUC Enterprise Board and will be steering the private investment portfolio within NTUC Enterprise going
forward, leveraging his deep expertise, wide network, and strong commitment to create value for customers and
shareholders”’
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At Income’s AGM for the year ended 31 December 2024 held on 24 June 2025, nine of the directors stood
for re-election.®® It was announced that Ms Joy Tan, the LID, will be appointed as Chairman subject to her being
re-elected and regulatory approval.® Professor Mak pointed out that Ms Tan has already served eight years and
under the 9-year tenure limit for IDs for insurance companies, she can no longer be considered independent
after another year. He asked if she will retire upon reaching nine years — which means she will only have a short
“runway” as Chairman - or whether she will be re-designated to non-independent and remain on the Board.
Ms Tan replied that it would depend on whether the Board believes she will add value by remaining as a non-
independent Chairman. Ms Tan was duly re-elected at the AGM” and her appointment as the new Income
Chairman was approved by the Monetary Authority of Singapore (MAS).”!

Professor Mak also pressed the Board on its large size.”> Ms Sim Hwee Hoon, Chair of the Nominating,
Human Capital and Remuneration Committee, replied that Income was an independent company, and not a
subsidiary of a multinational which tends to have smaller boards. However, Professor Mak responded that the
listed Singapore insurance companies and the 33 Malaysian insurers he looked at include many which are not
subsidiaries of multinationals, and all have smaller boards than Income.

Allegiance and independence of directors

Income’s Board has gone through significant changes in composition over the past few years. Appendix 2 shows
the changes in Board composition in the five years leading up to the proposed Allianz acquisition.

Prior to the corporatisation of Income, directors were elected to represent either the Founder Member,
Institutional Members or Ordinary Members.

Although Income’s annual reports published prior to the corporatisation state that all directors except three
are independent - including those who are elected to represent the Founder Member, Institutional Members
or Ordinary Members - Professor Mak argued that they should not strictly be considered independent if they
were elected to represent a particular group of members. He compared this to a director in a listed company
representing a substantial shareholder. Under the Insurance (Corporate Governance) Regulations 2012 (ICCR),
a director would not be considered independent from a substantial shareholder if that individual is “accustomed
or under an obligation, whether formal or informal, to act in accordance with the directions, instructions or
wishes of the substantial shareholder””?

Among the 10 independent directors who are currently on the Income Board, only two — Mr Craig Ellis and
Mr Chew Sutat — were not elected to represent a particular group of Members prior to the corporatisation. Four
of the remaining eight independent directors were previously elected to represent the Founder Member, two were
elected to represent Institutional Members, and the remaining two were elected to represent Ordinary Members.

In Professor Mak’s view, when Income corporatised and removed the election of directors to represent certain
Members, it should have worked towards a significant restructuring of its Board to appoint truly independent
directors who were not previously appointed to represent certain Members.

Board committees

Under the ICCR which applies to Income, it is required to have an Audit Committee, Nominating Committee,
Remuneration Committee and Risk Management Committee.”* Income’s FP2023 Annual Report disclosed
that it has six Board Committees — Audit; Investment; Risk Management; Nominating, Human Capital and
Remuneration; Digital and Technology; and Sustainability Committees.”

However, according to the directors’ biographies in the FP2023 Annual Report, there is a seventh Board
Committee, a Board Executive Committee, chaired by the Board Chairman with six other members, including
the Deputy Chairman and LID. This new committee was established on 1 January 2024.7°
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Directors’ remuneration

Post-corporatisation, there was a substantial increase in non-executive directors’ remuneration. For FY2021,
a total remuneration of $$967,621 was paid to 13 directors (including a newly-elected director and a retired
director who served for part of the year). Although Income disclosed the fee structure and actual remuneration
paid to each non-executive director, the total actual remuneration did not require approval by members at the
AGM held in May 2022. As a co-operative, members were only asked to “approve a resolution for the payment
of honoraria to directors””’

In the next FP2023 annual report published by Income, the actual fees paid to each director was disclosed for
the period from 1 July 2022 to 31 December 2022, with the total fees amounting to $$421,895, and for the period
from 1 January 2023 to 31 December 2023, with the total fees amounting to $$1,205,915.”% At the AGM in May
2024, shareholders were asked to pre-approve directors’ fees of up to $$1,392,000 for the financial year ending 31
December 2024, payable in arrears. They were also asked to approve additional directors’ fees of $$46,904.11 for
the newly-formed Sustainability Committee for the period from 1 June 2023 to 31 December 2023.”

Therefore, based on the full year remuneration for non-executive directors, total remuneration paid to
them increased by 24.6% from FY2021 to FP2023. The remuneration paid to the Board Advisor was not
disclosed but is determined by the Nominating, Human Capital and Remuneration Committee under its
terms of reference.

For FY2024, the actual total remuneration paid to the non-executive directors was $1,285,000. This is
excluding the fee payable to Ms Sum, the ex-officio appointment of NE on Income’s Board, as the fee was waived
by NE.* The number of non-executive directors remained unchanged between FY2021 and FY2024. At the
June 2025 AGM, Income shareholders approved the resolution to pay non-executive directors” fees of up to
$1,354,903 for FY2025.5"%

Based on the fee structure disclosed for non-executive directors, there was an across-the-Board increase in
fees for being Board Chairman, Deputy Board Chairman, Chairpersons of Board Committees, and Members
of Board Committees between FY2021 and FP2023. Income does not pay meeting fees for these directors. In
FY2024, the total Board Chairman fee was increased from S$$90,000 to $$120,000 per year.®**

Management

Andrew Yeo was appointed CEO on 1 June 2019 and remains the current CEO. He joined Income in 2015 and
was Income’s Executive Vice-President and General Manager of its Life & Health Business.®> Mr Yeo sits on the
Board of Directors of the International Cooperative and Mutual Insurance Federation.*

Income also has a Management Executive Committee, headed by Mr Yeo, with 14 other members of senior
management.

Executive remuneration

In the FP2023 Annual Report, income disclosed that the approximate mix of remuneration for senior
management was about 56%-44%. The same mix applied for FY2024. This was not markedly different from
FY2021.

However, although the Corporate Governance Guidelines issued by MAS recommend that the remuneration
of at least the top five key executives be disclosed within bands of $$250,000, Income’s Board “decided not to
disclose information on the remuneration of the top five key executives as the disadvantages to the Company’s
business interests would far outweigh the benefits of such disclosure in view of the disparities in remuneration in
the industry and the competitive pressures that are likely to result from such disclosure”"
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Key management personnel remuneration for the 18-month period disclosed in the notes to the financial
statements in the FP2023 Annual Report (excluding directors” fees) was S$17.56 million.*® This compares to
$$11.37 million for the 12-month period ending 31 December 2021.% Proportionately, there was not much
change in this remuneration. However, for FY2024, the amount was S$14.38 million, a 26.5% increase compared
to FY2021, and significantly higher proportionately than FP2023.%

Not only did Income not disclose the CEO remuneration and the remuneration of the top five executives in
bands, it did not disclose the total remuneration paid to the top five executives other than directors and CEO,
which a listed insurance company would be expected to do under the Singapore Code of Corporate Governance.
There is no visibility as to how many key management personnel received the total remuneration disclosed in
the notes to the financial statements.

Let’s make a deal

On 17 July 2024, Allianz, the German insurer, offered to buy about 54.6 million Income shares representing
at least 51% of Income in a EURL.5 billion (S$2.2 billion) cash deal.”* At $$40.58 a share, the offer price was
a 37.3% premium over Income’s net asset value per share of $$29.55 as at Dec 31, 2023.”> The offer provided
approximately 16,000 minority shareholders holding a 27.2% stake in Income an opportunity to cash out their
illiquid and unlisted shares.” Allianz and Income appointed J.P. Morgan Securities Asia®* and Morgan Stanley®
respectively as their financial advisors for the transaction.

However, the $$40.58 a share offered by Allianz would have looked much less attractive if the NAV per share
had not fallen so significantly to $$29.55 after 31 December 2021. In fact, the NAV per share was $$40.67 as at
31 December 2021, very close and marginally above the offer price. Going as far back as 2017, the NAV per share
against which the offer price was compared was a historical low.

At the time of the offer, Allianz, Income, and the latter’s parent, NE, sent details of the acquisition plans to
the MAS for approval.”® These details included information about Income returning S$1.85 billion in cash to
shareholders within the first three years of completion of the acquisition, although this was not disclosed publicly
at that time.””

According to NE, it wanted to strengthen Income’s long-term competitiveness through the acquisition.” It
revealed that Income lost out on “several key contracts to its global and regional competitors” despite putting in
competitive bids, proving that “strong and continuous capital support and resilience” are needed for growth.”
The transaction would enable Income to leverage on Allianz’s knowhow in asset management, and technology
and product development.'®

NE maintained that Income will continue to be an important, financially profitable and socially responsible
business, aligned with the object of “empowering financial well-being for all”*** NE and Income said that the deal
was necessary for continuity of Income’s social mission.'”® The reasons given were that insurance is a long-tail
business; Income’s capital buffers had repeatedly come under pressure over the years; and NE had supported
Income with capital injections but cannot continue to do so on its own.'*

From Allianz’s perspective, acquiring a majority stake in Income would elevate its presence in the “fast-
growing and attractive Singapore insurance market”'* Ms Renate Wagner, an Allianz Board member who was
responsible for the Asia-Pacific region, mentioned that “this proposed transaction brings two strong businesses
together for the benefit of Singapore’s customers and solidifies Allianz’s leadership position in the region™'*

Had the deal not fallen through, NE’s 72.8% controlling stake in Income would have been whittled down to
between 21.8% and 49%, depending on how minority shareholders tendered their shares.'* Additionally, Allianz
would have been lifted from the ninth largest composite insurer in Asia to the fourth.'” It projected that the

transaction would generate a double-digit return on investment for Allianz in the mid-term.'®
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The hunter: Allianz

Allianz is ranked number 82 on the Fortune Global 500.!”” For the financial year ending 31 December 2023, it
reported insurance revenue of EUR91.25 billion (approximately S$133.83 billion).""* This was nearly 30 times
the gross premiums reported by Income. Its total assets as at 31 December 2023 was about 33.5 times that of

Income.!!!

Under the German system of corporate governance, there is a two-tier board structure, with a Supervisory
Board and an Executive Board. The German corporate governance system requires a clear separation between
supervisory and operational responsibilities and the CEO is not allowed to be a member of the Supervisory
Board.

As a large listed company in Germany, Allianz is required to have employee representatives making up at
least half its Supervisory Board under Germany’s “co-determination” law. Allianz has a 12-member Supervisory
Board with six Shareholder Representatives and six Employee Representatives. The duties of the Supervisory
Board are clearly set out in its Rules of Procedure.'*?

With respect to acquisitions not involving related parties, the approval of Allianz’s Supervisory Board is
only required if the market value, or in the absence of a market value, book value is equal to or exceeds 10% of
the equity capital of Allianz’s consolidated balance sheet or the transaction volume is at least EURS5 billion. The
proposed acquisition of Income would not reach these thresholds and would therefore be a decision that can be
made by Allianz’s Executive Board, which is chaired by the Group CEO, without the approval of the Supervisory
Board.

Allianz recognised Singapore as a leading global financial hub, buttressed by rapid wealth growth and
a strong regulatory environment.'” Allianz described the Asia-Pacific region as a “strategically important
growth area” and noted the region’s potential, particularly in providing retirement solutions.'* In 2023, Allianz
generated EUR7.7 billion in total business volume across its property-casualty and life/health retail insurance
businesses in Asia-Pacific.!”® The Group CEO of Allianz, Oliver Baete, expected a “double-digit return on
investment over time” on its acquisition of Income.""¢

The backlash

The announcement of the proposed acquisition by Allianz sparked huge backlash from former management and
other commentators.

Former CEO speaks out

Starting from June 2024, Mr Tan Suee Chieh (Mr Tan) wrote several posts on LinkedIn objecting to the acquisition.
Mr Tan served as Income CEO from 2007 to 2013 and NE Group CEO from 2013 to 2017.""7

In his first post, he brought up the following issues:''®

1. Income should stay independent, imaginative, and socially focused.

2. 'The life savings insurance segment is capital-intensive and strays from Income’s social mission.
3. Bancassurance deals are costly and misaligned with social goals.
4

Income has already served its role in moderating insurance prices and can now focus on other impactful

areas.

N

Allianz’s expertise is accessible from other sources and there was no need to sell out for it.
6. The deal brings no financial benefit and challenges the sincerity of NTUC’s motives.

7. Income already has enough capital to compete and excel without external help.
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8. Past commitments made by NTUC as a majority stakeholder should be honoured.
9. Income’ duty is to serve the public, not foreign shareholders.

10. Income should uphold its values and resist a shift toward profit-driven motives.
In subsequent posts, Mr Tan raised the following additional key points:

1. Income and NE had committed in 2022 to NE retaining majority ownership post-corporatisation, but
this commitment was now being reversed with the acquisition.

2. NE injected shares at par value (S$10) between 2015 and 2020, despite higher economic value, which
was only justified at that time due to non-redeemability. Post-corporatisation, those shares are now
tradable at market value, enabling NE to capture large gains while diluting minority shareholder value.

3. A 2022 memorandum to MAS raised these concerns and MAS acknowledged them and referred the
matter to the Registrar of Cooperatives, who took no further action.

4. There are issues of governance, fairness, transparency, and the need for better protection of minority
shareholders. This called for public accountability and regulatory reform to prevent similar cases in the
future.

On 27 July 2024, Mr Tan published a commentary in Channel News Asia.'” He emphasised that the proposed
sale contradicts past assurances that corporatisation would not change Income’s mission and that the deal brings
no added investment or capability, appearing to be a cash-out move by NE that breaches commitments made in
2022. Mr Tan argued that Income’s social enterprise DNA, built on trust, affordability, and national service, is
fundamentally incompatible with Allianz’s profit-first ethos. Allianz’s focus on shareholder value risks eroding
decades of public confidence. He stressed that Income can thrive without being part of a multinational, and
should return to offering essential, transparent, customer-first products like health and term insurance. He added
that what Singapore needed was more organisations that put people before profits, not the other way around.

Mr Tan then wrote an open letter to MAS Chairman Mr Gan Kim Yong on 2 August 2024, imploring
government regulators to step in to review the planned acquisition.?® He reiterated the following key points:

1. NE increased its stake in Income from 30% to 70% by purchasing shares at par value (S$10), despite the
market value being much higher, with an assurance not to redeem these shares.

2. In 2022, after NTUC Income was corporatised, NE assured it would remain the majority shareholder
which was a key element in the restructuring.

3. NE’ plan to sell a 51% stake to Allianz risks undermining Income’s social mission as Allianz is primarily
profit-driven.

4. 'The sale raises concerns about the integrity of institutional commitments and the potential erosion of
NTUC Income’s social mission. The letter advocates for MAS and regulators to review the sale to ensure
accountability.

It is true that when NE increased its stake from 29% to 71.6% from FY2015 to FY2021 at S$10 per share, the NAV
per share were several multiples the amount paid by NE, well above S$30 throughout the period. Although these
NE’s Common Shares were converted to Permanent Shares, which were clearly stated as “cannot be withdrawn
and cannot be converted to Common Shares’'*! they were duly converted to Ordinary Shares with all other
shares when Income was corporatised.

The concern about dilution of ordinary members was raised at Income’s Extraordinary General Meeting
(EGM) on 18 February 2022, which was convened to approve the proposed transfer of the insurance business
to the new corporate entity Income Insurance Limited, and the proposed winding up of NTUC Income
under the Co-operative Societies Act 1979 and to distribute the assets of NTUC Income in cash or in specie
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to the shareholders of NTUC Income.”> One member noted that the redeemable shares were only issued to
institutional members and said that this “hugely diluted the individual shareholders who used to own two-
thirds of the share capital”'?

In response, the CEO said that he had shared during his presentation “that because of the nature of the co-
operative share, members enter at par and exit at the lower of par or the Net Asset Value (NAV). Any capital
injection does not affect the price of the co-operative share and hence, there was no dilution for this reason”'**

In his presentation at the EGM, the CEO said: “In anticipation of the changes to the CSA to introduce
irredeemable shares, NE injected $200 million and $330 million in 2015 and 2017 respectively. NE injected
another $100 million in 2020 in view of the challenges in the pandemic year, and this capital was critical in
supporting Income’s solvency at the peak of the pandemic crisis when Income’s capital adequacy ratio came under
pressure. NE’s commitment to back Income’s long-term growth was further strengthened when NE converted
its co-op shares to irredeemable shares in 2018 after this new class of permanent shares was introduced. The
conversion to permanent shares is only open to institutional members, and not ordinary members, as the CSA
aims to unhold the co-operative value...by maintaining ordinary members’ flexibility to enter and exit the co-op
membership by retaining the redeemable feature of their shares”'*

When Income was subsequently corporatised, all permanent shares and common shares were converted to
a single class of ordinary shares with the same rights and value. NE significantly increased its stake at S$10 per
share which are now potentially worth substantially more, while ordinary members were unable to acquire the
permanent shares.

Former director voices objection

The LID of Income when the first capital injection by NE was made in 2015, Dr Audrey Chin, also spoke out
against the deal on Facebook.'? Dr Chin raised the following key points:

1. The company is profitable and fulfilling its social mission of providing affordable insurance. Since it is
doing well, there seems to be no reason to sell it.

2. NE argues that more capital is needed, but Allianz is only buying shares from existing shareholders, not
injecting new capital.

3. 'There are concerns that Allianz, a profit-driven company, may not prioritise Income’s social mission and
NE provides no guarantees for this.

4. The billions from the sale will go to NE, which may use it for ventures in education and health. However,
there is no clear oversight of how the money will be spent.

5. The lack of clear answers and oversight raises concerns about the long-term impact of the deal and the
erosion of Income’s founding values.

More objections

Mr Tan Kin Lian, who served as CEO of Income for 30 years, also raised objections in an article in The Online
Citizen,'” in which he highlighted the following issues:

1. Over one million policyholders, mostly ordinary Singaporeans, fear rising premiums and lower returns
if control shifts to a foreign entity.

2. Public figures view the sale as a betrayal of Income’s founding purpose to serve workers and the common
man.

3. Allianz has not committed to injecting new capital despite being positioned as a solution for growth.
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4. Income has sufficient capital for health and motor insurance, which form a major part of its business.

5. Income can focus on investment-linked life insurance to reduce capital strain, rebuild its in-house sales
force to lower costs, and leverage union and community networks for outreach.

6. Income can thrive and fulfil its mission without foreign ownership by returning to its original
strategies.

Other commentators question deal

The proposed deal was also met with concerns from the Singapore public regarding whether the sale of a majority
stake in Income would dilute its social purpose and result in higher insurance premiums.'?

Comments on CNA’s Facebook post showed the Singapore public appeared unconvinced by the justification
for the sale of Income.'” Questions were raised about how the merged entity would continue its social causes
despite NE not retaining a majority stake."*

Some commentators said that Income was set up with a “social-minded” agenda and felt that management
had diverged from Income’s original goals.””! Ambassador-at-Large Professor Tommy Koh, in a Facebook
post on 23 July 2024, said that “[he did not think] it [was] a good idea to sell Income. It was founded to serve
a social purpose and a social need. They remain valid today. I wish to argue that Income and FairPrice should

never be sold.”!3?

Professor Mak’s first comments on the proposed acquisition questioned whether Income was too profit-
focused. He said: “I think some of the backlash is really about the fact that Income should not be treated like
other corporate entities which may be focused on pursuing growth and profits."*” For a financial institution, and
particularly one like Income, there is a need to take a broader stakeholder view.”'**

Corporate governance issues further cloud the deal
Professor Mak subsequently raised more concerns in LinkedIn posts, covering the following points:

1. The appointment of Morgan Stanley as Income’s financial advisor for the proposed acquisition gives rise
to a clear conflict of interest, given that the Chairman of the Income Board is Morgan Stanley’s South-
East Asia Chairman and CEO.

2. The Board has not clearly explained why Allianz was chosen over other potential buyers or how it ensures
Allianz aligns with Income’s long-term goals.

3. While the deal may look attractive from a shareholder perspective, it may not fully account for the
interests of other stakeholders, especially considering Income’s social enterprise model.

4. Allianz’s acquisition may risk diluting Income’s social purpose in favour of financial returns. The
premium paid by Allianz could lead to pressures to prioritise profit over mission. No clear commitment
has been made by Allianz to protect Income’s social commitments post-acquisition.

5. The Board’s communication with stakeholders regarding the deal has been poor, failing to clarify key
aspects like the rationale for choosing Allianz and ensuring that the price offered truly reflects Income’s
value.

6. Although this is not currently available in Singapore, Income could benefit from being incorporated as
a benefit corporation, which would explicitly define the duties of directors to balance financial returns
with the interests of diverse stakeholders.

However, Professor Mak also said that one ought to look at whether the social mission of Income is still relevant
and whether there are other more impactful ways to deliver the social mission.
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Board interlocks

In a further LinkedIn post, Professor Mak also raised concerns about conflict of interest due to interlocking
directorships between the Boards of Income and NE.

Firstly, Mr Ronald Ong has been Chairman of Income since 2018."*> However, he is also on NE’s Board.
He was co-opted to the Income Board on 23 August 2018 and formally elected as a non-independent non-
executive director on 24 May 2019.

Likewise, Ms Adeline Sum served as Deputy Chairman from 2023."*¢ Ms Sum holds a concurrent
position as CEO of NE. Ms Sum was appointed as non-independent non-executive director to the Board on
3 November 2023.

From 2018 to 2021, Mr Kee Teck Koon was Deputy Chairman of Income whilst serving as Director and
Board Advisor of NE."” He was first elected to the Board on 3 June 2014 and re-elected as Director representing
the Founder Member on 26 May 2017. He was retained as Board Advisor after retiring from the Income Board
on 1 June 2023.

Professor Mak pointed out that although board interlocks between a parent and a subsidiary are not
uncommon, directors in such situations have to act in the interests of two different companies whose interests
may diverge. In certain situations, the conflict of interest can become very serious, for example where a parent is
trying to privatise a subsidiary. In this case, the Board of NE clearly supported the deal. However, this may not
necessarily be in the best interest of Income.

Income said: “As none of the directors of Income Insurance is connected to the Offeror, under the Singapore
Code on Take-overs and Mergers, all the directors of Income Insurance are considered independent for the
purposes of making a recommendation on the Offer”'*

Professor Mak noted that if NE was making an offer to acquire all the remaining shares of Income, the
interlocked directors would not be considered independent. Although technically in this case none of the
directors is connected to Allianz, one may question whether the interlocked directors who are on the Board of
NE, which has given an undertaking to sell enough shares for Allianz to acquire a majority stake, would really
be able to act independently on Income’s Board. However, he accepted that Income’s interpretation is technically
correct under the rules of Singapore’s Takeover Code.

Conflict of interest

It is the conflict of interest involving Mr Ong, the Income Chairman, that raised the most serious corporate
governance concerns in Professor Mak’s view. Mr Ong has been the Chairman and CEO, SE Asia, at Morgan
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Stanley since 2023, and with the firm for over 20 years."”” However, Morgan Stanley was also acting as the

exclusive financial advisor to Income on the transaction with Allianz.

According to Income’s corporate governance disclosures in its annual reports, Morgan Stanley had also been
providing services to Income prior to their appointment as financial advisor for the deal with Allianz - at least
since 2018. Income’s corporate governance disclosures for 2018, 2019, 2020, 2021 and 2023 (Income did not
publish an annual report for 2022) mentioned a business relationship with Morgan Stanley in its explanation as
to why Mr Ong was not deemed independent. However, it did not state what that business relationship was'*
except in Income’s 2023 Annual Report, where under Income’s Corporate Governance disclosures, it was stated:
“[Mr Ronald Ong] is a director of Morgan Stanley Investment Management Company with which the Company has
a business relationship”'*' In Professor Mak’s view, the nature of the business relationship has a bearing on whether
this aggravates the conflict. For example, if Morgan Stanley was providing advice on strategy, M&A, or the
restructuring or corporatisation of Income, then the conflict will be even more serious. That said, Professor Mak
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noted that under MAS Corporate Governance Guidelines for financial institutions such as Income Insurance,
there is no need to state the nature of the business relationship since Mr Ong is not considered an independent
director.

Professor Mak added that another ID, Ms Sim Hwee Hoon, who was elected to the Board on 26 May
2017,"* was Regional Chief Operating Officer of Private Wealth Management Asia in Morgan Stanley from
2010 to 2016. She was also the CEO of Morgan Stanley Asia International Limited, Singapore Branch, and a
member of the Board of Directors of Morgan Stanley Asia International Limited.'* Ms Sim was appointed as
CEO of Morgan Stanley Asia International Limited, Singapore Branch, on 6 January 2015, at the same time
that the current Income Chairman Mr Ong was appointed as a director of Morgan Stanley SE Asia.

Professor Mak elaborated on the conflicts involving Morgan Stanley in several LinkedIn posts, raising the
following key points:

1. Mr Ong is Chairman of Income Insurance and CEO of Morgan Stanley SEA. He is also a director of
NE, which owns Income. This creates a potential conflict of interest. MAS guidelines require directors
to disclose and recuse themselves in such situations. If he was involved in appointing Morgan Stanley, it
raises governance concerns.

2. When a chairman’s firm is appointed as advisor, recusal from the appointment of the advisor is
insufficient. Disclosing and recusing from a decision does not eliminate the conflict.

3. While eight years have passed since the other director left her role as a Morgan Stanley senior executive, the
cumulative Morgan Stanley’s influence on Income’s Board may raise deeper concerns on independence,
optics, and selection process of the financial advisor.

4. Morgan Stanley has had a business relationship with Income since 2019, the same year Mr Ong joined the
Board as a non-independent non-executive director. Income’s 2023 Corporate Governance disclosures
confirm this ongoing relationship. This raised questions such as why hire a firm with a long-standing
relationship if the goal is to get independent advice and whether Morgan Stanley’s deep understanding
of Income was the real reason it was appointed.

5. 'The actual appointment of the financial advisor is not the only source of conflict. If the advisor reports
to a board chaired by its own executive, the Chairman may be reviewing the advice provided by his own
firm. Professor Mak questioned whether the Chairman would also recuse from reviewing the advice.

6. If the Chairman was involved in preparing the request for proposal (“RFP”) to bid for the financial
advisor’s job, there is also a conflict. Directors are not supposed to use information for their personal
benefit so it is important that the Chairman does not use information he obtained in his capacity as
Income’s director in helping prepare the RFP. This would be difficult to do if he was involved in the
preparation of the RFP.

7. 'There is also a conflict if he is involved in the Morgan Stanley team providing the advice or if the team
advising Income reports to him. Professor Mak was concerned that the advice may not be objective and
that there would be a lack of independent evaluation of the advice provided by his firm.

8. Professor Mak was also concerned that Morgan Stanley may have an unfair advantage in bidding for the
job and in providing the advice, since the Chairman will have good knowledge about Income.

9. The appointment of Morgan Stanley as the financial advisor could potentially violate Morgan Stanley’s
Code of Conduct. Professor Mak wondered if Morgan Stanley’s Conflict of Interest policy allowed
advising a client chaired by its own employee. Morgan Stanley’s Conflicts of Interest Policy states that it
prioritises client interests and avoids conflicts. It states that conflicts can arise when the firm has multiple
roles or financial incentives. This raises the question as to whether Morgan Stanley can act as advisor
while one of its senior employees is the Chairman of the client.
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10. Income should assure stakeholders that Morgan Stanley was not involved in the plan to sell a majority
stake starting in 2019, and that the corporatisation in 2022 was not part of this plan. M&A advisory is a
core part of Morgan Stanley’s business, so Income should disclose Morgan Stanley’s letter of engagement
since 2019 to ensure transparency. If Morgan Stanley was brought in earlier to help develop a plan that
includes corporatisation and the eventual sale to Allianz, this should have been disclosed to members at
the time of the corporatisation.

11. Financial advisors are usually compensated based on a percentage of the sale price and have an incentive
to push for a sale and at the highest price. Selling to the highest bidder, while good for shareholders, may
not necessarily be the best for other stakeholders like Income’s employees, customers and beneficiaries.
As Mr Ong’s firm stands to benefit financially from the sale occurring at the highest price, there is at least
a perception that this may influence Mr Ong to support an outcome which provides the greatest benefit
to his firm. Although Income disclosed that Mr Ong recused from the appointment of Morgan Stanley
as the financial advisor, it did not say whether he recused from all other situations where there may be a
conflict due to Morgan Stanley’s involvement. If he did recuse from them, it then raises the question as
to how would he would be able to discharge his role as Chairman effectively.

12. There was a lack of clear communication regarding the rationale and terms of the deal which put the
company in crisis mode, leading to perceptions of spin.

13. Governance safeguards such as disclosure, recusal and independent directors may be ineffective when
conflicts are serious.

14. Serious conflicts of interests may have long-term consequences that may not be evident initially. Deal
terms may be unclear or unfavourable to Income. Financial advisors are incentivised to close deals, not
necessarily act in the company’s best interest.

On 27 July 2024, Income released further information on the pre-conditional voluntary cash general offer
from Allianz. Amongst other matters, it defended the appointment of Morgan Stanley as financial advisor. It
said that the appointment was done after a “considered selection process” and that they were appointed “based
on their prior insurance transaction credentials, experience of their deal team and their deep understanding
of Income Insurance”'** It added that the Income Chairman “had recused himself from the decision to appoint
Morgan Stanley” and that “the appointment was first reviewed by the audit committee before approval by the
full [B]oard”'*

Mr Chee Hong Tat, Deputy Chairman of MAS, in addressing the concerns of the Members of Parliament on
whether there was a conflict of interest regarding the appointment of Morgan Stanley as the financial advisor,
stated that “MAS has “reviewed and was satisfied” with the relevant processes Income’s [B]oard had in place...
The chairman of Income’s [B]oard had recused himself. The decision to enter into the deal was made by the [B]
oard, comprising a majority of independent directors.” ¢

Professor Mak pointed out that the statement by Income said that the Chairman “had recused himself from
the decision to appoint Morgan Stanley”. However, MAS Guidelines for financial institutions which apply to
Income state: “Directors facing conflicts of interest recuse themselves from discussions and decisions involving
the issues of conflict”* It is not simply recusing from the decision to appoint Morgan Stanley but recusing from
discussions on its appointment. He asked: “Did Mr Ong recuse from discussions relating to the appointment of
Morgan Stanley?”

Professor Mak said that recusing from discussions, as opposed to just recusing from decisions, as stated in
the MAS Guidelines, is important to mitigate the risk that a conflicted director will influence the decision even
though he recused from the decision itself. This is important for all directors but even more so for a Chairman
who may wield considerable influence in Board decisions.
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Professor Mak reiterated that the potential conflicts are multi-faceted. The measures taken to address the
conflicts relating to the appointment still leave many other potential conflicts unaddressed. He said: “Are
there no local or global banks with prior insurance transaction credentials and experience of their deal team
that are comparable to Morgan Stanley’s, such that Income has to appoint a firm with such conflicts? Further,
it raises the question as to why Morgan Stanley is said to have a deep understanding of Income which
presumably other possible candidates are not seen to have. Is it because of the fact that Morgan Stanley’s
SEA Chairman/CEO is Income’s Chairman or the prior business relationship that Morgan Stanley has with
Income?”

Professor Mak said that organisations should not under-estimate the risks that conflicts pose, in this
case having the Board Chairman being on the sides of both provider and consumer of financial advice.
In Professor Mak’s view, Morgan Stanley should have been immediately disqualified from consideration,
especially since the ability to provide financial advice is not unique to the firm. Even if the fees to be charged
by Morgan Stanley are lower than other firms that participated in the RFP, it is prudent to avoid the conflict
in this case.

While Morgan Stanley is the financial advisor and not the independent financial advisor, Professor Mak said
Income needed to ensure that the financial advisor will provide independent and objective advice on what is best
for Income.

Confilict of interest from Morgan Stanley’s perspective

In Professor Mak’s LinkedIn posts, he also raised the question as to whether the appointment of Morgan Stanley
as Income’s financial advisor was in compliance with Morgan Stanley’s Code of Conduct regarding conflicts of
interest.

Morgan Stanley is an American multinational investment bank and financial services company, ranking #61
in the 2023 Fortune 500 list of the largest United States corporations by total revenue.'*®

Figure 3 shows an extract from Morgan Stanley’s Code of Conduct.

Put Clients First

We place our clients’ interests first and avoid conflicts between their interests and ours. Therefore, as set
forth in our Global Conflicts of Interest Policy (opens in a new tab), you must be sensitive to whether
the actions you take could create an actual or potential conflict of interest, or even the appearance of a
conflict.

Business conflicts can arise in a number of circumstances, including between Morgan Stanley and our

clients or between two or more clients.
Examples of potential business conflicts include situations when:

- weoffer products or account types to a client for which the Firm receives greater fees or compensation
than for alternative products or account types

- we perform multiple roles with respect to a client and/or transaction (for example, advisor,
underwriter or lender)

Figure 3: Extract from Morgan Stanley’s Code of Conduct

Morgan Stanley’s Code also provides guidance on doing the right thing, as shown in Figure 4
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Do the Right Thing

We use good judgment, make ethical and informed decisions and take personal responsibility for our
actions. The proper course of action is not always clear, but asking yourself questions about an action can
help you decide how to proceed.

- Does my action comply with the letter and spirit of applicable laws, regulations and our policies?

- Is my action consistent with this Code and our core values?

- Does my action demonstrate a commitment to delivering first class business in a first-class way?

- Could my action be perceived by others as inappropriate or unethical?

- Could my action damage my or Morgan Stanley’s reputation, or embarrass me or Morgan Stanley?

- Who might benefit from or be harmed by my action?

- How would my action appear if it were the subject of media reports or other publicity?
When in doubt, stop and think. Use your best judgment to make the right decision. If you are unsure

about the legality or appropriateness of a particular course of action, seek guidance from your supervisor, a
business unit risk officer, the Legal and Compliance Division (LCD) or your HR.

Figure 4: Guidance in Morgan Stanley’s Code of Conduct

Professor Mak said it is difficult to see how the situation involving Mr Ong is consistent with Morgan Stanley’s
Code of Conduct. Morgan Stanley’s Code makes clear that employees must be sensitive to not just actual conflicts,
but potential conflicts and the appearance of conflicts.

Professor Mak said he would expect someone with Mr Ong’s experience to have cleared any possible
conflicts with his firm and that perhaps Morgan Stanley is satisfied that there are sufficient internal procedures
to mitigate the risk created by the conflict. However, he pointed out that neither Mr Ong nor the firm provided
any clarifications.

Did Morgan Stanley comply with MAS regulations?

Professor Mak also asked if, in accepting the role as financial advisor for Income, Morgan Stanley had complied
with MAS regulations, specifically paragraph 11 of MAS Notice No. SFA 04-N21 “Notice on Business Conduct
Requirements for Corporate Advisers” dated 23 February 2023 issued pursuant to s101 of the Securities and
Futures Act 2001 (SFA), as shown in Figure 5.
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PART 1 - GENERAL REQUIREMENTS

Managing Conflicts of Interest

1. A corporate finance adviser, when giving advice on corporate finance to a customer, must —

a. identify and mitigate any potential or actual material conflict between its interests and the interests
of the customer; and

b. disclose, to the extent appropriate, any such conflict to the customer.

2. For the purpose of paragraph 9, a reference to the corporate finance adviser’s interests includes any
interest arising from an existing relationship between its customer and any of the following persons:

a. the corporate finance adviser;
b. its related corporation;

c. its controlling shareholder;

d. its relevant director, CFA representative or specified personnel;

e. aconnected person of an individual mentioned in sub-paragraph (d).

3. Where a corporate finance adviser is not reasonably satisfied that it is able to mitigate any material
conflict of interest, it must —

a. in the case of a new engagement, decline to accept the new engagement;
or

b. in the case of a transaction for which it is already engaged, cease to give advice on corporate finance.

Figure 5: Extracts from MAS Notice No. SFA 04-N21
“Notice on Business Conduct Requirements for Corporate Advisers”

Under section 101(3) of the SFA, “any person who contravenes any of the directions issued under subsection (1)
or (2A) shall be guilty of an offence and shall be liable on conviction to a fine not exceeding $50,000 and, in the
case of a continuing offence, to a further fine of $5,000 for every day or part of a day during which the offence
continues after conviction”

Professor Mak asked: “What steps did Morgan Stanley take to mitigate the conflict as required under the
MAS Notice?”
Continued tensions and discourse

Following the concerns raised by previous management and other observers, NE chairman Mr Lim Boon Heng
spoke out on 25 July 2024 to give assurance that Income would continue to provide affordable insurance after the
transaction and that Income products would be priced competitively.'*

On 29 July 2024, he, along with Income chief executive Mr Andrew Yeo and Income’s LID Ms Joy Tan, further
clarified concerns in a Straits Times interview.”** The key points made in that interview were:

1. Income is profitable with strong solvency and capital adequacy.
It faces pressure from larger foreign insurers and needs to compete to keep insurance affordable.

There were no major changes in pricing methodology or product offerings post-corporatisation.

2

3

4. Allianz sees strategic value in partnering with Income to scale quickly in Singapore.

5. NE is selling 51% of its stake in Income to Allianz to bring in a strong partner and ensure sustainability.
6

NE had injected $630M and further capital injection would be imprudent.
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10.
11.
12.
13.
14.

Proceeds of potentially over $1 billion will be reinvested in senior services in health and education.
The Government should not intervene in private enterprise decisions.

Income’s core mission of serving lower-income groups remains, with an emphasis on profitability for
sustainability.

Income remains committed to affordable insurance, but scale is needed to stay competitive.

The new Board will have one NE representatives, two Allianz reps, and four independent directors.
There would be no major changes to management or staff positions planned by Allianz.

Morgan Stanley was chosen after an independent selection process, with Mr Ong recusing himself.

The sale was necessary for long-term sustainability, with trust earned over time.

On 30 July 2024, NE published a corporate update providing further clarification to address some of the concerns

raised.””! Some of the key points were:

1.
2.

10.

NE supports Allianz’s pre-conditional cash offer as a move to strengthen Income’s long-term competitiveness.

Income faces intense competition in a mature insurance market, losing out on major contracts despite
competitive bids.

Ongoing capital support and evolving expertise are essential owing to various challenges that a social
enterprise model alone cannot fully meet.

The partnership brings global insurance, asset management, technology, distribution, and reinsurance
capabilities.

Income remains committed to providing affordable and inclusive insurance, especially for the masses
and lower-income groups.

NE has a strong track record of stewardship:

- NE issued a Letter of Responsibility to MAS in 2012.

- It converted shares to irredeemable to strengthen capital ratios.

- Itinjected S$630 million of capital from 2015 to 2020, including S$100 million during COVID-19.
- NE supported subordinated bond issuances and corporatisation.

Corporatisation was strategic, enabling Income to explore growth options like M&As, JVs, and IPOs and
there was no intent to sell at that time.

Generating surpluses is essential for sustainability and NTUC co-ops have always done so to reinvest
and fulfil obligations.

Allianz is a top global insurer with deep presence in Asia and regional HQ in Singapore which is aligned
in values and long-term goals.

An Allianz-Income partnership is expected to boost competitiveness with NE staying on board to guide
social outcomes.

Rebuttal to Mr Tan Suee Chieh’s open letter

In response to Mr Tan Suee Chieh’s criticisms in his open letter, NE and Income released a joint statement on 4

August 2024. Below are the key points from the statement:

1.
2.

NE was treated the same as other shareholders wherein all co-op shares were redeemable at par.

Permanent Shares were issued in 2018 for institutions only to strengthen capital but were not offered to
individuals to maintain member flexibility.

Regarding the corporatisation:
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e Shareholders received 1-for-1 equity shares.
o The shares gained market value, have stronger voting rights, and better liquidity.

e Corporatisation was approved by a strong majority and Mr Tan Suee Chieh did not attend the
EGM.

4. Regarding the Allianz acquisition:

e Allianz was chosen after evaluating multiple options.
e Itis committed to maintaining Income’s social mission, union links, and staff benefits.

e  Minority shareholders may receive 3.3x to 28x returns when selling to Allianz.

Additionally, in a Facebook post on 4 August 2024, Mr Edwin Tong, Minister of the Ministry of Culture,
Community and Youth (MCCY) said: “As business enterprises with social missions, cooperatives must
first be financially sustainable. Social enterprises have to achieve this, not as an end in itself, but in order
to better serve their members and social causes in a fast-changing economic environment.”**> He affirmed
that Income had provided the necessary disclosures to members and given ample opportunities to members
to seek clarification on the corporatisation plans, and that there were overwhelming votes in favour of
corporatisation.'”® Minister Tong added that the Government values NTUC’s social mission and that they
“look forward to NTUC (and its enterprises) continuing with its social mission to uplift the lives and
livelihoods of workers in Singapore”'>

On 5 August 2024, NTUC'’s secretary-general Mr Ng Chee Meng and president Ms K Thanaletchimi said
in a joint statement that the central committee was briefed on the deal, and highlighted why Income needed
to become more competitive as NTUC could not continue to finance Income on its own.'*> On the concerns
raised, Mr Ng said he fully appreciated and understood them."** Nevertheless, he mentioned that “in this fiercely
competitive environment, it became plain that Income can only continue to fulfil its social mission if it has access

to additional resources and the ability to scale”**’

Critics fire back

Commentators were not swayed by the responses. Professor Koh posted on Facebook that he was still “not
convinced” by the reasons given for the deal.'” In a LinkedIn post, Professor Mak mentioned the acquisition still
seemed like a “mission drift” and noted there was no guarantee of Income’s social purpose.

Mr Tan Suee Chieh, in a second letter to MAS on 5 August 2024, repeated his call for the regulator to scrutinise
the proposed sale of Income to Allianz."** The key points in the second letter were:

1. MAS should carefully examine the proposed sale of Income to Allianz, particularly in light of the
concerns raised in his previous open letter.

2. 'The Joint Statement from NE and Income dated 4 August 2024 dismissed his initial objections as “not
well founded” and “unfair” Mr Tan strongly disagreed with this characterisation, asserting that it is the
Joint Statement that has misunderstood or misrepresented key issues.

3. One of the central points in his previous open letter was the commitment that NE made when it received
63 million shares in Income at par value. Mr Tan insisted that NE had committed to not redeeming those
shares indefinitely, which was a crucial element in Income granting them those shares at a lower-than-
market value. This commitment, according to Mr Tan, was made clear during multiple Board discussions
when he was the Group CEO of NE.

4. The NTUC Joint Statement contends that the commitment was not for an indefinite period. Mr Tan
rejected this, stating that the undertaking given by NE was indeed for an indefinite period. He argued
that the shares were later converted into “irredeemable shares” to solidify this commitment.



B 184 Corporate Governance and Ethics: Case Studies

Mr Tan invited MAS to request the relevant Board minutes and papers from both NE and Income to
validate his claims regarding the commitment. He believed this will provide transparency and allow the
public and regulators to form their own judgment about the matter.

A significant concern raised by Mr Tan was the potential for Allianz, a for-profit corporation, to prioritise
its profit-making objectives over Income’s social mission. He pointed out that the NTUC Joint Statement
failed to show that Allianz has made a legally binding commitment to prioritise NTUC’s social objectives,
which is crucial for the future of Income and its role in serving the public good.

If the sale to Allianz proceeds, NE will become a minority shareholder in Income and will likely lose its
ability to ensure that Allianz aligns its operations with NTUC’s social mission. This, according to Mr.
Tan, undermines the integrity of the original social mission of NTUC Income.

Mr Tan ended the letter with a call for the MAS to act in the public interest, emphasising that the
proposed sale could have far-reaching consequences for the future of Income and the broader social
mission it represents in Singapore.

Regarding the joint statements by Mr Ng Chee Meng and Ms K Thanaletchimi of NTUC, Mr Tan posted a
response on LinkedIn. The key points were:

1.

NTUC said it would retain a substantial stake in Income and Allianz has pledged to honour policies and

social commitments. These pledges were not enough and simply continuing low-margin schemes like
NTUC Gift and Luv set the bar too low.

True social enterprises must maintain cooperative values, not just fulfil minimum obligations.

There were no long-term guarantees that Allianz or NE would not divest. It was unclear who would
enforce social commitments.

Income’s cooperative spirit and legacy must be preserved beyond financial promises.

Over 95% of nearly 500 Facebook comments on Mr Ng Chee Meng’s post opposed the sale so there was
strong grassroots pushback.

Mr Tan continued his rebuttals on LinkedIn as well, making the following key points:

Other similar-sized insurance cooperatives globally are thriving without being sold or going international.
Income had revenue of US$3.1B (2022) and two million customers, showing it is substantial and comparable.

He cited 6 global examples of successful insurance companies which are co-operatives:

e Folksam (Sweden) — US$5B revenue, trade union roots, top in sustainability.

e Co-operators (Canada) - US$4.3B revenue, focused on cooperative identity and resilience.
e MALIF (France) - US$4.4B revenue, mission-driven, leader in customer experience.

e Wawanesa (Canada) - US$3.4B revenue, community-focused, top employer.

e NFU Mutual (UK) - US$2.7B revenue, rural insurer, pays member bonuses.

e P&V (Belgium) — US$2B revenue, union-founded, strong on inclusion and impact.

These cooperatives prove that strong, socially impactful insurance models can succeed without being
acquired by listed corporations.

Parliament’s questions and continuing objections

On 6 August 2024, Singapore’s lawmakers posed questions in Parliament on the affordability and accessibility
of insurance for the mass market."® Mr Alvin Tan, Minister of State for MCCY, said that NTUC has a track
record of caring for workers and fulfilling its social mission “time and time and time and time again”'®' Deputy
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Chairman of MAS, Mr Chee Hong Tat, also said that the central bank would hold Income and Allianz to account
for their commitments to honour existing policies.'®

Meanwhile, Mr Tan continued questioning the deal in multiple posts on LinkedIn.'®® In an unpublished letter
to the Straits Times Forum, Mr Tan reiterated the following points:

1. NE should honour its S$630 million permanent investment commitment made from 2015 to 2020 to
protect Income’s social mission. These investments were made with the assurance NE would maintain
majority ownership. The permanence of these investments was used to defend against dilution concerns
raised by minority shareholders. NE must honour this original commitment.

2. 'The Allianz deal offers a long-awaited exit for minority shareholders. A Singaporean strategic institution
should step in to buy NE’s shares at S$40.38. NE can also sell S$127 million in pre-2015 shares at market
value.

3. Temasek is well-suited as a long-term, purpose-driven investor aligned with Singapore’s interests.
Temasek can support Income’s social mission and future-proof its capabilities.

4. Singapore does not need another listed insurer. Income should remain a national social enterprise
aligned with Singapore’s interests.

e Allianz’s for-profit focus does not align with Income’s cooperative mission. A solution may be found
if both parties agree to rescind the deal.

e A belief that Singapore lacks talent to grow Income is unfounded. Income does not need to go
global to succeed. Trusted cooperative insurers abroad (e.g., Folksam, MAIF, Wawanesa) prove
social enterprises can thrive locally.

On 26 August 2024, Mr Tan wrote again on why justifications for the proposed sale to Allianz from NE and
Income are weak. Below were his key points:
1. A sale to Allianz is not in Singapore’s best interest.

2. NE and Income failed to honour past commitments to keep Income mission-driven and cooperatively
owned.

Justifications for the sale (need to grow via a listed company) are weak and unconvincing.
The deal raises serious corporate governance concerns and should be documented for future review.
Regulators and national leaders are encouraged to reconsider the decision.

Public interest and trust must come before profit or expansion.

NS kW

The issue was not a done deal and there was still time to act.

Meanwhile, MCCY inquired further into the proposed deal.'®* MAS provided MCCY with further details on
the transaction, among which was Income’ capital optimisation or reduction plan, as the regulator felt it could
be relevant to the ministry’s views on the deal. MCCY had not seen the information on the capital optimisation
plan earlier.'®® Under the capital reduction plan, Allianz had planned to return S$1.85 billion to shareholders
within three years after the deal completion.'*

Calling off the deal

On 14 October 2024, the Singapore government intervened to stop the proposed deal, citing public interest

reasons.'”” Still, the government said it remained open to new arrangements if the concerns highlighted were
tully addressed.'®®

The reason was that MCCY was not confident that the transaction would not affect Income, or the co-op
movement as a whole to carry out its social mission.'® Mr Tong said, “we find it difficult to reconcile the proposed



B 186 | Corporate Governance and Ethics: Case Studies

substantial capital reduction, soon after the transaction is completed, with Income’s representations to MCCY during
the corporatisation exercise that it was aiming to build up capital resources and enhance its financial strength”'”°

Mr Tong further mentioned that the proposed capital reduction in the Income-Allianz deal ran counter
to the premise for why the ministerial exemption was given. “If not for the ministerial exemption in 2023,
Income co-op’s accumulated surplus of some S$2 billion would have gone to the CSLA after being wound up, to
benefit the co-op movement in Singapore as a whole... MCCY has not seen any arrangement within the present
transaction to account for the estimated S$2 billion surplus that was carried over to the new corporate entity,
due to the exemption”.!”!

He noted an absence of clarity on how the sum would be used to advance Income’s social mission since there
were no clear binding provisions or structural protections in the deal to ensure the discharging of Income’s social

mission.'”?

Mr Tong assured that Allianz’s standing and suitability were not an issue.'”?

In respecting the government’s position, Income and Allianz said they would work with the relevant
stakeholders to decide on the next course of action.'”

New regulation passed in Parliament

A Bill to amend the Insurance Act was tabled on an urgent basis owing to the proposed transaction being under
active consideration by Income’s shareholders. The first reading of the bill was on 14 October 2024, the same day
the government decided to block the transaction.'”” Members of Parliament debated the issue for nearly four
hours and voted to pass the Bill.'”¢

The Insurance Act was thus amended, allowing the MAS to consider the views of the MCCY where an
application for regulatory approval involves an insurer that is either a cooperative or linked to one.'”” With the
amendment, the Minister-in-Charge of MAS could withhold approval of the application in the public’s interest.'”

The amendment was deemed critical, since Income was now a corporate entity, and no longer subject to
regulations that govern cooperatives.'”” Prior to the change, the approval of the planned transaction rested
with MAS, which only assesses an application on prudential grounds, such as taking into account the financial
strength and track record of the applicant.'®

Allianz withdraws offer

On 14 November 2024, Allianz updated that discussions on amendments to the proposed deal were still ongoing
and they would “consider revisions to the proposed transaction structure”.'®! Income and NE likewise maintained

they would work closely with relevant stakeholders to decide on the next course of action.'®

However, on 16 December 2024, Allianz withdrew its offer, citing that the decision underscored its financial
discipline.' It said it regrets having to make such a decision, but it would undoubtedly carry on supporting the

Singapore insurance market’s continued growth and success.'®

In separate statements, Income and NE acknowledged the withdrawal of Allianz’s offer.’®> Income, on its part,
would continue to explore options to allow the 16,000 or so minority shareholders to exit.'® In the meantime,
the Board said that these shareholders could continue to buy and sell their shares on a willing buyer and willing
seller basis.'™ It added that business was as usual for Income, and no policyholder would be impacted by the
developments.'®® Meanwhile, NE said it would take time to study how to address the Government’s concerns and,
more importantly, to consider all strategic options that could further strengthen Income’s financial resilience on
a sustained basis.'®
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Unanswered questions

Despite the deal being called off, questions remain.

Lack of communication among regulators?

MCCY had not seen information on Income’s capital reduction plan though this data was revealed to MAS.
Minister for Law Mr K Shanmugam said on 6 November 2024 that “the government had no prior knowledge
of a proposed deal between Income Insurance and German insurer Allianz” and he cited this in response to
perceived misconceptions that the government had at first “blessed” the deal but reversed its decision following
public feedback.™

In clarifying the alleged lack of coordination among government agencies, Mr Shanmugam explained
that “MAS cannot go around disclosing the terms willy-nilly to other parts of the government. The terms
are confidential and market sensitive” as regulatory bodies like MAS are “required to maintain the strictest

confidentiality, though there can be situations where the information needs to be disclosed to other agencies”."”!

Mr Shanmugam also dismissed the position that MAS should have broadcasted the details to all government
agencies, calling it “extreme and untenable”"* “It would result in breaches of MAS’s duty of confidentiality, undermine
trust in government, and damage Singapore’s reputation, as an international commercial hub,” he said."”

Retrospective amendment of legislation

Some argued that passing legislation of a Bill to amend the Insurance Act which has or is seen to have a
retrospective effect must not be taken lightly and has the potential to hurt Singapore’s reputation for certainty,
stability and predictability."*

Deputy Chairman of MAS, Mr Chee, said the bill does not affect any completed transaction. “There is no
formal application yet by Allianz to obtain effective control and become a substantial shareholder of Income,”

he added.’®

Should there be greater transparency and accountability?
On LinkedIn, Professor Mak raised the matter of communication with stakeholders.!*

Given Income’s history and its social mission, a sale to a foreign company may raise concerns among customers
and beneficiaries about the new owner’s intentions. Did Income and NE not fully appreciate the deep emotion
surrounding the transaction? With so many people affected and given Income’s history, could there have been a
more comprehensive plan to better communicate the plan to stakeholders?

On 16 October 2024, NTUC deputy secretary-general Mr Desmond Tan told Parliament that NTUC’s central
committee was unaware of the capital extraction plan and learnt of it on 14 October 2024. He added that since
NE is a private company and Allianz is a listed company, deals with such commercial sensitivities cannot be
disclosed to third parties, except to regulatory bodies, as doing so would be illegal. “In this case, both NE and
Allianz respected and followed the law;” he said."*’

Income’s Board on 16 December 2024 said details of the exercise would have been disclosed publicly if the
offer was formally made. “The preliminary business plan was not subject to approval from the current [B]oard
of Income Insurance,” it said, adding that under the Singapore Code on Takeovers and Mergers, all shareholders

would have been informed about the details of the offer, including the possibility of a proposed capital reduction.'*®

The Board said that the proposed deal was made in good faith “to safeguard the interests of its stakeholders,
including policyholders and shareholders” as the backing of 2 institutional shareholders of Allianz and NE



B 188 Corporate Governance and Ethics: Case Studies

would have enabled Income to call on additional capital support in the future in the event of any financial
crisis.'” Similarly, NE said the search for a strategic partner for Income was conducted to bolster the insurer’s
financial resilience, especially in times of crisis.

Moving forward

After the halting of the transaction by the government and the withdrawal of the offer from Allianz, Income is
back to the drawing board.

In a Straits Times article, Professor Koh and Mr Tan Suee Chieh provided suggestions on how to move
forward. The following are some of the key points:

1. Income should recommit to its founding purpose as a social enterprise focused on serving the needs of
Singaporeans, especially workers and vulnerable groups.

2. The S$2 billion retained during corporatisation must be safeguarded and used to build long-term social
and economic value, not returned to shareholders.

3. Any further talks with Allianz should be definitively ended to prevent future attempts to privatise or

commercialise Income.

4. NE or another mission-aligned body could buy out minority shareholders, especially the 30% owned by
individuals, to consolidate control and align ownership with Income’s social mission.

5. Income should refocus efforts on domestic issues such as ageing, healthcare (including mental health),
income security, and support for low-income workers, rather than expanding abroad.

6. Income can draw inspiration from successful international social enterprises that have adapted to
modern challenges while preserving their mission.

7. Governance standards should be tightened to prevent perceived conflicts, such as appointing financial
advisers with ties to board members.

Epilogue

During the 2025 General Elections in Singapore, the Allianz-Income saga became a flashpoint. The ruling PAP
party was criticised by the opposition for its response to the deal. The fact that the NTUC secretary-general, Mr
Ng Chee Meng, who was standing for election as a candidate for the ruling PAP in the Jalan Kayu constituency,

had pushed for the deal before it was aborted, also came under intense scrutiny.**

Mr Tan Suee Chieh called for Mr Ng “to account for his role and decisions” in an open letter to Jalan Kayu residents
posted on social media.*”! He also wrote an open letter on Facebook to the Deputy Prime Minister and Chairman of
MAS, Mr Gan Kim Yong.*”> He mentioned that he had written three letters to Mr Gan between August and September
2024 raising serious concerns about the proposed sale of Income to Allianz but received no responses. He called on
Mr Gan to “explain openly to account honestly, and to help rebuild trust in the processes that safeguard Singapore’s
cooperative and public institutions”*”® He emphasised that he does not assume that Mr Gan “lacks perspective or

good intentions”, and invited him and all Singaporeans “to engage with it thoughttfully and seriously”***

In a LinkedIn post after the AGM, Professor Mak said: “I see media reports of the Income Insurance AGM
but the media were not present. It's not inaccurate to say most of the shareholders were looking to cash out their
shares and lamented the Allianz deal falling through. Let’s admit it. Income is no longer a social enterprise. Its
shareholders mostly seem to see it as just like any other for-profit company. I prepared a list of questions for the
AGM but only got to ask a few...But perhaps the question I should have asked the Board is “What is the purpose
of Income Insurance?’

I think it has drifted so far off course from its original purpose.”**
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Discussion questions

1. Compare and contrast the corporate governance requirements and practices for a co-operative versus a
company limited by shares in Singapore.

2. How can a social enterprise balance social and commercial objectives? Do you think Income still has an
important social role in Singapore or should it be like other insurance companies such as Great Eastern
Holdings?

3. For an insurance company, is there a difference in director duties compared to other for-profit entities based
on regulatory requirements and good governance?

4. Comment on the structure and composition of Income’s Board of Directors. Did the structure of the Board
adequately reflect the shift from a social enterprise to a corporate entity? Are there issues that should have
raised concerns with stakeholders? Explain.

5. When it was a co-operative, directors of Income were elected to represent certain Members. Explain the
criteria for determining independence of directors for an unlisted insurance company like Income Insurance
in Singapore. Should the Income Insurance directors be considered independent when it was a co-operative?
Should they be considered independent now? Explain.

6. AtIncomes AGM in June 2025, it was announced that Ms Joy Tan, the Lead Independent Director, will take
over as Chairman after Mr Ronald Ong decided to retire from the Board. Professor Mak pointed out that Ms
Tan has already served eight years on the Board and can no longer be considered independent after another
year. He asked if Ms Tan will step down or be re-designated to non-independent after reaching nine years.
What do you think Income should do? What is a reasonable term for a Chairman? How should a company
plan for the succession of a Chairman?

7. Critically evaluate the financial reporting and disclosures by Income leading up to its corporatisation and its
transparency to stakeholders.

8. Do you think minority shareholders at Income were disadvantaged through the issue of Permanent Shares to
Institutional Members which were then converted to ordinary shares after corporatisation? Explain.

9. Critically analyse the key factors that contributed to the breakdown of the Income-Allianz deal.

10. Critically assess the governance and transparency surrounding the Income-Allianz deal. Are there issues
that affect the Board’s effectiveness and its ability to discharge its duties?

11. Do you think the potential conflict of interest issues raised were adequately addressed by Income, the
government and regulators? How might these issues affect the interests of Income shareholders and other
stakeholders?

12. To what extent does the absence of legal violations or regulatory penalties indicate that corporate governance
standards have been adequately met? Using the Allianz-Income case study as an example, discuss how good
governance goes beyond mere legal compliance.

13. Based on the lessons from the Income-Allianz deal, what reforms, if any, would you propose to improve
safeguards surrounding the sale of social enterprises like Income? What role should ministries and regulators
play in evaluating deals that are financially sound but socially contentious?
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Appendix 1: Roles and Background of Income Directors?°

Ronald Ong

The Chairman is Ronald Ong, who is a
non-executive non-independent director
(NINED) by virtue of the fact that he is
also a NINED on the NE Board. He is also
the Chairman of the Board Executive
Committee.

He was co-opted to the Board of Income
on 23 August 2018, formally elected as a
NINED on 24 May 2019 and appointed to
the Board of Income on 2 August 2022.

Mr Ong is the Chairman and CEO, South-
East Asia, at Morgan Stanley. He is also a
Board Member of NTUC

FairPrice Co-operative Limited and NTUC
Enterprise Co-operative Limited as well
as a Member of the Listings Advisory
Committee, Singapore Stock

Exchange.

Adeline Sum

Adeline Sum, the CEO of NE, is also
a NINED and Deputy Chairman.
She is also a member of the
Nominating, Human Capital and
Remuneration Committee and
Board Executive Committee.

She was appointed as a NINED
to the Board of Income on 3
November 2023.

Since 1993, Ms Sum has served
within the NTUC network of
organisations. Up to 2001, she
worked on key employment and
employability issues to represent
workers, including serving on the
National Wages Council. She has
gone on to helm several NTUC
social enterprises.

Joy Tan

Joy Tan is the LID. She is a member of the
Audit Committee, Nominating, Human
Capital and Remuneration Committee, and
Board Executive Committee.

She was elected to the Board of Income as an
independent non-executive director on 26
May 2017 and was appointed to the Board of
Income on 1 August 2022.

Ms Tan is a partner at Wong Partnership,
one of the largest law firms in Singapore,
where she is Co-Head of the Commercial &
Corporate Disputes Practice, the Corporate
Governance & Compliance Practice and

the Financial Services Regulatory Practice.
She also leads the Corporate & Regulatory
Investigations Practice. She is a Fellow of the
Chartered Institute of Arbitrators, and sits on
the panels of various professional tribunals,
including the panel of arbitrators of the
Singapore International Arbitration Centre
(SIAC), the Law Society Disciplinary Tribunal
appointed by the Honourable Chief Justice
under the Legal Profession Act, and the
Complaints and Disciplinary Tribunal of the
Accounting & Corporate Regulatory Authority
(ACRA). She also sits on the Executive Board
of the Singapore Chapter of the Association
of Certified Anti-Money Laundering
Specialists (ACAMS).

Joy is also a director and member of the Audit
Committee and Risk Committee of Singapore
Health Services Pte Ltd, as well as an
independent director of PEC Limited. She also
sits as Chair of the Appeals Board Committee
of Council for Estate Agencies (CEA).

In the not-for-profit sector, Joy is the Chair of
the Board of the Singapore Repertory Theatre
and is a director of the Singapore Chinese
Cultural Centre.
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Sim Hwee Hoon Neo Chin Vincent Lien

Sim Hwee Hoon is an independent Neo Chin is an independent non- Vincent Lien is an independent non-
non-executive director, chairperson of executive director and a member executive director and a member of the Audit
the Nominating, Human Capital and of the Sustainability Committee Committee.

Remuneration Committee, and member and Board Executive Committee.
of the Sustainability Committee and Board
Executive Committee.

Mr Lien was co-opted to the Board of Income
She was co-opted to the Board of | on 3 October 2019, formally elected as an
Income on 15 April 2019, formally | independent non-executive director on 26
Hwee Hoon was elected to the Board of elected as an independent non- June 2020 and appointed to the Board of
Income as an independent non-executive | executive director on 24 May 2019 | Income on 13 October 2021.

direct 26 May 2017 and inted t d inted to the Board of
rectoron ay andappointedto | and appointedto the Board o He is Managing Director of Lien Properties

the Board of Income on 1 August 2022. Income on 1 August 2022. e Wliad andla dlies el Lien i)

Ms Sim was the Regional Chief Operating | Ms Neo has over 30 years of Chow Private Limited, and Wah Hin &

Officer of Private Wealth Management Asia | investment experience in the Company. Vincent is a Council Member of the
in Morgan Stanley from 2010 to 2016. She | global asset management Lien Ying Chow Legacy Fellowship and is also
was also the CEO of Morgan Stanley Asia sector. She is currently the Income’s nominee director on the Boards of
International Limited, Singapore Branch, Chief Investment Officer at FFMC Holdings Pte Ltd and Fullerton Fund
and sat on the Board of Directors of the Singapore University of Management Company Ltd.

Morgan Stanley Asia International Limited. | Technology and Design. Prior

to the Singapore University of
Technology and Design, she spent
more than 20 years in Government
of Singapore Investment
Corporation (GIC) and held
various senior direct investment
and portfolio management

She holds directorships at Singapore roles. Her investment experience
Labour Foundation and Stashaway and is | spans across endowment asset
also appointed to the Central Co-operative | allocation, global fixed income,
Fund Committee by the Ministry of global treasury management,
Culture, Community and Youth. alternative investments, and fund-
of-funds asset management.

Before Morgan Stanley, Ms Sim spent

12 years with JPMorgan Private Bank
Asia. Her appointments included being
the Asia Regional Chief Financial Officer
from 2006 to 2010 and Asia Head of Risk
Management from 1998 to 2006.

In the social arena, Hwee Hoon serves as
the President of the Board of YWCA of

Singapore.
Robert Charles Mak Keat Meng Chen Peng
Robert Charles is an independent non- Mak Keat Meng is an independent | Chen Peng is an independent non-
executive director, the Chairman of non-executive director, the executive director and member of the Risk
the Risk Management Committee and Chairman of the Audit Committee | Management Committee and Digital &
member of the Digital & Technology and member of the Risk Technology Committee.
Comm!ttee and Board Executive Management Committee. Moy e e cINUUE
Committee. . L

He was elected as an independent | Income Insurance Co-Operative Limited on
He was elected as an independent non-executive director of NTUC 21 September 2020, was formally elected as
non-executive director of NTUC Income Income Insurance Co-operative an independent non-executive director on
Insurance Co-operative Limited on 26 Limited on 26 June 2020 and 28 May 2021 and appointed to the Board of
June 2020 and appointed to the Board of | appointed to the Board of Income | Income on 1 August 2022.
Income Insurance on 1 August 2022. on 1 August 2022.

Dr Chen was the Chief Executive Officer,
Asia ex-Japan, of Dimensional Fund Advisors
(DFA) from July 2012 to November 2019. He
was responsible for all aspects of DFA’s Asia
business, overseeing business strategy and
development, client servicing and portfolio
management. Prior to joining DFA,




Robert Charles

Mr Charles is currently Head of Actuarial at
Coherent, a global technology company
originally founded in Hong Kong, that
provides digital solutions to financial
services companies. He is an actuary

with a background in health, retirement,
and investment. Mr Charles spent most

of his career in consulting. He served as
the Asia Pacific CEO of Towers Watson,

a leading global risk and human capital
management firm. He then built the

Hong Kong business of CXA Group, a
Singapore startup that provides insurance
technology to employers and financial
institutions.

Richard Koh

Richard Koh is an independent non-
executive director, Chairman of the Digital
& Technology Committee and member of
the Risk Management Committee.

He was elected as an independent
non-executive director of NTUC Income
Insurance Co-operative Limited on 28
May 2021 and appointed to the Board of
Income on 1 August 2022.

Mr Koh is the Chief Technology Officer
of Microsoft ASEAN, Global Partner
Solutions. He is also serving on the Board
of Directors of Singapore’s Ministry of
Home Affairs’"Home Team Science &
Technology Agency, Ministry of Culture,
and Community & Youth’s National
Heritage Board. Furthermore, he serves
on Sentosa Development Corporation’s
Digital Transformation Advisory Panel.
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Mak Keat Meng

Mr Mak has over 37 years of
experience in auditing and
advisory with Ernst & Young LLP.
During this period, he has held
various leadership positions such
as Head of Audit for Singapore

& ASEAN, Quality Enablement
Leader, and Head of Japanese
Business Services. Mr Mak was
previously the Chairman of

the Insurance Committee of
Institute of Singapore Chartered
Accountants (ISCA). He is also an
independent director of Mapletree
Pan Asia Commercial Trust.

Craig Ellis

Craig Ellis is an independent non-
executive director and member
of the Audit Committee and the
Nominating, Human Capital and
Remuneration Committee.

He was appointed to the Board of
Income as an independent non-
executive director on 12 October
2022.

A Chartered Accountant, Mr Ellis
has over 40 years of experience

in the financial services industry,
mainly in insurance covering
general, life, and health, but also

in banking. He brings substantial
and broad international experience
having worked in Australia, Europe,
and Asia. He retired in December
2021 as the Chief Executive Officer
of MSIG Insurance Singapore. From
March 2020 to December 2021,

Mr Ellis served as President of the
General Insurance Association
(GIA) of Singapore.

Prior to joining MSIG, Mr Ellis was
the Chief Executive Officer of
Charles Monat Associates Pte Ltd
in Singapore. He commenced his
career with KPMG before serving
in a succession of increasingly
senior positions with Bank of
America, Allianz and Old Mutual
International.

He is an independent non-
executive Board member for the
RACT Insurance Pty Ltd.

Chen Peng

he was with Morningstar where he held
various roles over 15 years, including
President of Morningstar Investment
Management Division, Chief Investment
Officer, and Head of Research and Consulting.
His clients included insurance companies and
pension funds (including manager selection
for the Central Provident Fund).

He is a member of the Advisory Council of
the Centre for Asset Management Research
and Investments in the National University
of Singapore. Peng is also Income’s nominee
director on the Boards of FFMC Holdings
Pte Ltd and Fullerton Fund Management
Company Ltd.

Chew Sutat

Chew Sutat is an independent non-executive
director, Chairman of the Sustainability
Committee and member of the Board
Executive Committee.

He was appointed to the Board of Income as
an independent non-executive director on 21
October 2022.

Mr Chew retired from Singapore Exchange
(SGX) in July 2022. He was senior managing
director and a member of SGX’s executive
management team for 14 years. On his watch
the exchange transformed from an Asian
Gateway to a global multi asset exchange. As
Head of Global Sales and Origination, he led
SGX's equity and debt capital market teams
in developing private-to-public capital raising
solutions for companies.

Prior to SGX, Mr Chew had senior roles at
Standard Chartered Bank, OCBC Securities
and DBS Bank, where he held varying
portfolios in strategic planning and business
development for institutional banking

and private clients. He founded Shan De
Advisors in September 2021 and serves as

a non-executive Board member of ADDX, a
Fintech startup backed by Temasek and SGX,
and NTUitive, the Innovation and Enterprise
Company of Nanyang Technological
University.

He is also LID of Singapore-listed YZJ
Financial Holdings and Fellow of Singapore
Institute of Directors and the Institute of
Banking and Finance Singapore.

In the social arena, he serves on the Board
of National Council of Social Service and
Chairman of Community Chest. He is also
Patron of Kaki Bukit Citizens’ Consultative
Committee.

Source: Income Insurance, Annual Report 2023, pp. 18-21.
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Appendix 2: Changes in Income Board?"’

S/N Name of Director Role Year Joined Status

1.

Ronald Ong

Director representing Founder Member

Chairman of Board

2019

Still active

Kee Teck Koon

Director representing Founder Member
Deputy Chairman of Board

Member of Investment, Nominating and Human
Resource & Remuneration Committees

2014

2023

Sung Cheng Chih

Director representing Founder Member
LID of Board

Chairman of Risk Management, Nominating, and Human
Resource & Remuneration Committees

2017

2020

Richard Shermon

Director representing Founder Member

Member of Audit and Risk Management Committees

2017

2020

Choong Tuck Oon

Director representing Ordinary Members

Member of Risk Management and Investment
Committees

2018

2021

Lau Wing Tat

Director representing Institutional Members
Chairman of Investment Committee

Member of Nominating and Human Resource &
Remuneration Committees

2016

2019

Pang Wai Yin

Director representing Institutional Members
Chairperson of Audit Committee

Member of Risk Management Committee

2017

2023

Joy Tan

Director representing Founder Member

Member of Risk Management, Nominating and Human
Resource & Remuneration Committees

2017

Still active

Sim Hwee Hoon

Director representing Ordinary Members

Member of Audit, Nominating and Human Resource &
Remuneration Committees

2017

Still active

10.

Sim Hwee Cher

Director representing Institutional Members

Member of Audit and Risk Management Committees

2018

2020

11.

Neo Chin

Director representing Founder Member

Member of Investment Committee

2019

Still active

12.

Vincent Lien

Director representing Founder Member

Member of Investment Committee

2019

Still active

13.

Robert Charles

Director representing Founder Member
Member of Digital & Technology Committee

Member of Risk Management Committee

2020

Still active

14.

Mak Keat Meng

Director representing Institutional Members
Chairman of Audit Committee

Member of Risk Management Committee

2020

Still active

15.

Chen Peng

Director representing Institutional Members
Member of Investment Committee

Member of Risk Management Committee

2020

Still active
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S/N Name of Director

16.

Seah Kian Peng

Role
Director representing Founder Member

Year Joined
2020

Status
2023

17.

Richard Koh

Director representing Ordinary Members
Member of Digital & Technology Committee

Member of Risk Management Committee

2021

Still active

18.

Adeline Sum

Non-independent non-executive director of Board

Deputy Chairman of Board

Member of Nominating, Human Capital and
Remuneration Committee

Member of Board Executive Committee

2023

Still active

19.

Craig Ellis

Independent non-executive director of Board
Member of Audit Committee

Member of Nominating, Human Capital and
Remuneration Committee

2022

Still active

20.

Chew Sutat

Independent non-executive director of Board
Chairman of Sustainability Committee

Member of Board Executive Committee

2022

Still active

Sources: Income Insurance Annual Reports.
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THE FASHION SHEIN-NAMI’

Case overview

SHEIN, a Chinese fashion behemoth, is an international business-to-consumer (B2C) fast fashion e-commerce
platform established in 2008. The firm optimised its ultra-fast fashion business model by leveraging on real-time
retail. This has expedited the conversion of fashion trends into clothing collections, through its robust digital
presence and effective marketing strategies. In 2024, SHEIN’s revenues hit an estimated US$38 billion,' closing
in on the global fast-fashion giants, such as H&M and Zara, for the worldwide fast-fashion crown in just slightly
more than a decade since its founding.”

However, as environmental, social, and governance (ESG) issues become increasingly important, the brand’s
marketing of disposable fashion may pose a severe threat to its enduring success. Allegations of environmental
destruction, greenwashing, copyright theft, and labour abuses have been levelled against SHEIN, creating
significant challenges to the company’s attempt to go public in New York and London from 2022 to 2025.

The objective of this case study is to facilitate discussion of issues such as ESG and fast fashion; supply chain
management; board of directors of private companies; the role of venture capital firms in the governance and
management of private companies; and the regulation of private companies.

SHEIN’s business model

In the 1800s, clothing collections were produced in only two seasons per year: Fall/Winter and Spring/Summer.
However, by the 1990s, brands like Forever 21 and Zara began producing clothing at upwards of 52 micro-
seasons per year.’ The term “fast fashion” was first coined in the 1990s by the New York Times to describe Zara’s
mission to take only 15 days for a garment to go from design to retail.*

After the 2010s, the penetration of e-commerce rose tremendously in many European countries. Coupled
with the emergence of mobile commerce, many consumers began online shopping using their smartphones,
which played a crucial role in the development of ultra-fast fashion and real-time retail.?

SHEIN, which prides itself as an “international e-commerce platform’, benefited from accelerated purchasing
rates during the Covid-19 pandemic. While most American fashion brands saw a sales decline of 20% in 2022,

* This case study was originally prepared by Chia Ying, Hilary Lee Jia Qi, Leong Jia En Edna and Tam Keith Yvee Michelle. It has been
edited by Rachel Tang Kai Xuan, under the supervision of Professor Mak Yuen Teen, with additional content added. The case was
developed from published sources solely for class discussion and is not intended to serve as illustrations of effective or ineffective
management or governance. The interpretations and perspectives in this case are not necessarily those of the organisations named

in the case, or any of their directors or employees.
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SHEIN’s sales increased by triple digits.® The lockdown period led SHEIN’s target customers to spend more time
engaging in online shopping. More consumers discovered new brands like SHEIN, which led to its dramatic rise
in popularity.”

Ultra-fast fashion

SHEIN built upon the fast-fashion model by capitalising on increasingly shorter ‘design-manufacturing-
distribution’ cycles to quickly replicate current fashion trends, reducing cycle times from weeks to days.®
SHEIN accomplished this by developing algorithms that anticipate consumer preferences in advance,’
generating a vast number of designs daily, and ordering them in small amounts (sometimes only a hundred
pieces). Customer browsing patterns, demand and other metrics are then monitored to determine which
designs to produce in larger quantities.'® By utilising just-in-time logistics, SHEIN is able to achieve a high
turnover of garments and a wide variety of designs, while charging a pittance. Skirts can be as cheap as US$2;
blouses, US$5; and jeans, US$9."

As an online-only fashion retailer,”> SHEIN enjoys cost savings and the benefits of economies of scale as its
major expenses relate to logistics, storage, and establishing a digital presence through mobile technology.” It
captures fashion trends quickly by creating a feedback loop that incorporates users’” input on trends, enabling
swift manufacturing and speedy availability of items on its digital platforms.

With the increased popularity of social media services like TikTok in the 2020s, brand awareness surged
exponentially as “SHEIN hauls” became a trend, where influencers modelled numerous pieces of clothes that
their followers could purchase at a discounted price. In 2023, it was reported that the #SHEINhaul hashtag had
garnered over 14 billion views."*

SHEIN’s business model further evolved into real-time retail, which allows quick transformation of
fashion trends into clothing collections.”” This is achieved through the immediate collection, evaluation, and
dissemination of data, which results in a customised and comprehensive shopping experience for consumers.
With this, SHEIN is capable of listing hundreds of new pieces on its website every day, which is substantially
quicker than its fast fashion competitors.'® In 2020, the Chinese real-time fashion retailer released 150,000 new
items, surpassing Zara’s annual volume in just one to two months."”

In 2022, SHEIN was named Google’s most-searched brand, beating other retail giants such as Zara and Nike.'®

SHEIN-fluence

A key strategy SHEIN utilises is micro-influencer marketing.' While SHEIN has collaborated with internationally
recognised celebrities such as Katy Perry, Hailey Bieber, Rita Ora and Lil Nas X, it is primarily reliant on social
media marketing, through collaborations with up-and-coming influencers.” These influencers typically have
a few thousand followers on social media platforms such as Instagram, YouTube or TikTok, and receive free
products from SHEIN every month in exchange for promotional content.*’ Some of these micro-influencers can
earn a commission of 10 to 20 percent from SHEIN’s referral sales.*

This referral strategy has proven highly effective in increasing brand awareness. In January 2022, Similar
Web’s traffic source statistics for the SHEIN.com site reported that 10 percent of the traffic was directly
attributed to influencer recommendations (social and referrals), while 45 percent came from organic
searches.” Over 38 percent of the traffic came from direct access, indicating a high percentage of returning
customers.**

By partnering with smaller, less renowned influencers, SHEIN is able to reduce its social media marketing
costs while enhancing message credibility, as such influencers may be perceived as more relatable and trustworthy
by their audience.”
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Legal loopholes

In 2018, then United States (US) president, Donald Trump, imposed trade barriers on China, alleging that China’s
unfair trade practices had contributed to the growing trade deficit between the two countries. This sparked a
trade war, with China taking retaliatory action and imposing similar tariffs on US imports. In total, the US
has imposed tariffs on more than US$360 billion of Chinese imports, while China has retaliated with similar
sanctions on more than US$110 billion of US imports.*

SHEIN’s direct business-to-consumer (B2C) business model, whereby it ships customer orders directly to
their houses, allowed the company to avoid such tariffs. As China does not tax exports by Chinese businesses
that ship directly to consumers and US import tariffs do not apply to shipments under US$800, SHEIN was able
to take advantage of the tax system to avoid import and export taxes on most of its products. This contributed
greatly to its ability to keep prices low and expand its consumer base. In contrast, competitors with a physical
presence, such as Zara and H&M, must ship orders in bulk directly to their physical stores, making them subject
to trade tariffs.”” This legal loophole enabled SHEIN to undercut the fashion market and gain a competitive
advantage over its competitors.*®

Unwanted exposure

In 2018, only four years after the incorporation of the firm, the confidential login details of over 39 million
SHEIN accounts were stolen from the database of Zoetop Business Co., SHEIN’s parent company at the time.*
However, it was later reported that the company had underplayed the severity of the breach, claiming that it was
only “a fraction” of customers (6.42 million) that were affected.” The company had also reassured customers that
there was “no evidence” of sensitive and important credit-card payment information leaked.”® However, it was
later revealed that the names, emails, passwords and credit-card information of these stolen accounts had been
leaked.* Zoetop Business Co. was fined US$1.9 million.*

Cheap clothes, high cost
“SHEIN is like a red flag to anyone focused on sustainability.”
- Garik Himebaugh, founder of Eco-Stylist**

An investigation into SHEIN reported that the company added between 2,000 and 10,000 unique styles to its app
every day from July to December 2021.%° Each item is initially produced in small quantities of 50 to 100 pieces
per day. If a particular item gains popularity, it is then mass-produced.’ The astounding quantity of items SHEIN
produces daily has cast the spotlight on its business model, which is seen as environmentally unsustainable.”

To cut as much cost as possible, SHEIN opts to make the majority of its clothing out of cheap virgin plastics
such as polyester, nylon and other synthetic materials and blends.* The excessive use of virgin polyester and high
consumption of oil by SHEIN’s thousands of third-party manufacturers was said to result in the same amount
of CO2 emissions as about 180 coal-fired power plants.” SHEIN was said to produce about 6.3 million tons of
carbon dioxide annually - falling short of the 45% target set by the United Nations (UN) for fashion companies
to achieve by 2030 to help prevent global warming.*’

Moreover, SHEIN’s apparel materials were found to contain high amounts of hazardous chemicals like lead,
phthalates, and perfluoroalkyl (PFAs). Scientists discovered that a jacket for children contained almost 20 times
the recommended safe amount of lead for children.*" Such substances are harmful to individuals” health and can
also cause significant damage when released into the environment.*

In addition, SHEIN’s business strategy is designed to fuel demand by pushing consumers into purchasing
more than originally intended.* In 2025, European consumers organisation BEUC filed a complaint with the
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European Commission against SHEIN over its use of “dark patterns” in its app and website. These include pop-
ups urging customers not to leave the app or risk losing promotions, countdown timers for “flash sales”, infinite
scroll on its app, frequent notifications, and encouraging shoppers to engage with games on its app to win
discounts and free products.**

This aggressive push towards overconsumption has far-reaching environmental consequences. SHEIN
currently ships to over 220 countries and independent regions.* significantly more than competitors like Zara
(96 countries), and H&M (74 countries).* The environmental toll is compounded not just by global deliveries
but also by the high volume of returns, the majority of which end up as waste in landfills as the expense of
reintroducing them into circulation is greater.*” Furthermore, SHEIN packages its items individually in plastic
zip-lock bags, which leads to the generation of more waste.*

In order to bypass trade tariffs, SHEIN also delivers its parcels individually instead of setting up physical
warehouses. SHEIN delivers around 5,000 tons of products per day, using approximately 50 cargo planes.”
Approximately 443 tonnes of carbon dioxide are released per cargo plane used to ship its products.*

Threadbare promises

During the Global Fashion Summit in Copenhagen in June 2022, SHEIN announced the Extended Producer
Responsibility Fund. The fund would allocate US$50 million over five years to address textile waste problems,
beginning with a US$15 million donation to the Or Foundation, a charity which supports textile waste workers
in Ghana.”' However, these efforts have been criticised as “public greenwashing” as they do not address the root
cause of the problem.*

SHEIN’s global head of ESG in 2022, Adam Whinston, pledged to take further steps for the long-term
interests of the company and environment.” In its attempt to lower its carbon footprint, SHEIN intends to shift
towards shipping more of its products, instead of relying on air transportation. Moreover, the company plans to
enhance the energy efficiency of its manufacturing plants and increase the usage of recycled fibres.>*

In 2022, SHEIN also launched SHEIN Exchange, a platform which allows customers to buy and sell second-
hand SHEIN clothes.” In principle, it aligns with the growing trend of sustainability in fashion. However, several
publications said that launching a resale initiative may not be effective in achieving SHEIN’s sustainability goals
due to the nature of its business model.** A survey found that consumers are primarily interested in saving money
or buying higher-end brands when shopping for second-hand items.”” This may not be the case for SHEIN’s
extremely low-priced garments, as it may not be cost-effective for sellers to go through the trouble of listing a
product for a pittance.*®

In September 2024, the Italian Competition and Market Authority launched an investigation against SHEIN
over the use of “generic, vague, and imprecise” claims about the quality of its products and their environmental
impact and recyclability on its Italian website.”

Behind the seams

With more than 500 free-on-board factories, SHEIN deals with its volatile demand through an extensive web of
suppliers and manufacturers.® This gives rise to many “ghost factories”® These are manufacturers that produce
items for SHEIN under SHEIN’s brand and not their own. These “ghost factories” stand to benefit through
having guaranteed consumer demand.®

Most of these “ghost factories” are unregistered businesses that SHEIN’s official manufacturing suppliers
engage in subcontracting orders with to cut costs. ® These “ghost factories” have no official contract with SHEIN.*
As a result, many of their basic workers’ rights and safety needs can be easily overlooked.®
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SHEIN has extended this practice to its logistics centres. According to an insider, SHEIN no longer hires
workers directly for its logistics centres. Instead, it uses agencies to hire staff on its behalf. This is a common
practice in China due to the added convenience of outsourcing the management of employees.”” This comes
at the expense of employees who face problems such as late payment of wages by these agencies.®® Employees’
efforts to file complaints are futile as these agencies are too small to be held accountable and SHEIN is almost
impossible to contact directly.

Raw materials

“To apply a presumption that imports of all goods, wares, articles, and merchandise mined,
produced, or manufactured wholly or in part in the Xinjiang Uyghur Autonomous Region
(Xinjiang) of the People’s Republic of China (PRC), or by entities identified by the US
government on the UFLPA Entity List, are presumed to be made with forced labour and are
prohibited from entry into the United States.”

- Uyghur Forced Labour Prevention Act (UFLPA)”

Xinjiang is often seen as a manufacturing region that violates basic human rights. It has been reported that
Chinese Muslims are detained in ‘re-education’ camps where they are forced to harvest cotton and are subject
to inhumane working conditions. Cotton from this region accounts for up 20% of the world’s cotton and 84% to
87% of the cotton from China.”

In 2022, Bloomberg conducted an investigation to identify the origin of cotton used to make SHEIN’s apparel.
Clothes were randomly picked from the pool of 60,000 items retailed online under ‘cotton’ By analysing the
cotton material at a molecular level, scientists managed to draw similarities through the variations in the carbon,
oxygen and hydrogen isotopes of the cotton molecule in its fibres. Considering the altitude and other climate
characteristics of the area, they determined that the cotton originated from Xinjiang, China.”

Reports of SHEIN’s purported use of Xinjiang cotton caused the company to come under fire in the US. In
February 2023, US senators raised concerns about the use of Xinjiang cotton in SHEIN’s clothing, which could
constitute a violation of Section 307 of the US’ Tarift Act of 1930, which prohibits the imports of any product
that is “mined, produced, or manufactured wholly or in part by forced labour, including forced or indentured
child labour”” This is due to the UFLPA, which establishes a legal rebuttable presumption that Xinjiang cotton
is made with forced labour.”

In response, SHEIN claimed that as a global company, it places strong focus on visibility across the entire
supply chain. SHEIN claimed that its suppliers adhere to a strict code of conduct (CoC) that is aligned to the
International Labour Organization’s (ILO) core conventions and that it does not condone any form of forced
labour in its operations.”

SHEIN also partnered with an international fibre traceability lab, Oritain, to provide official verification of
the raw cotton SHEIN uses in its supply chain to ensure continued compliance with the US legal rules and laws.”

Factory conditions

In SHEIN’s Workplace Health and Safety statement, it states that it expects its Supplier Partners to protect
the health and safety of their workers, and operate in strict compliance with local and national laws, rules,

governmental orders, and regulatory requirements.””

SHEIN uses the SHEIN Responsible Sourcing (SRS) evaluation system in its regular audits of its suppliers.
According to SHEIN’s 2021 Sustainability and Social Impact Report, 66% of the firm’s supplier warehouses and
factories had a “mediocre” performance. About 12% of the suppliers audited were found to have Zero Tolerance
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Violations (ZTVs). The lowest score of ZTVs comprises severe safety and health violations, forced and underage
labour as well as serious environmental pollution.”™

Investigators from Sixth Tone reported in September 2021 that there was no proper ventilation or air
conditioning in factories which manufactured SHEIN products despite the intense heat and humidity of
Guangzhou, and there was usually only one ceiling fan precariously dangling over the workers.”

Later that year, a Swiss Non-Governmental Organisation, Public Eye, reported in a separate unofficial
investigation that these workshops had other obvious safety hazards, such as the absence of proper safety
equipment and emergency exits, as well as obstructed walkways.*

In addition, it was revealed that SHEIN had falsely claimed on its website that the factories it worked with
were certified by the International Organization for Standardization and that SHEIN was in compliance with
labour standards set by SA8000, when it had not received such certifications.

In response to the immense backlash from these allegations, SHEIN announced in May 2022 its intention to
invest US$15 million into improving the conditions of these factories in the next three to four years.*

In October 2022, a documentary broadcast by Channel 4, “Inside the SHEIN Machine”, revealed that some
factory workers employed by manufacturers of SHEIN’s products worked 17-hour shifts to generate hundreds
of garments daily.®® The documentary revealed that there was little to no regulation on the maximum number
of hours that these employees could work. On the contrary, workers were encouraged and rewarded for
working extra hours, as they were paid per item of clothing produced.®* However, these extended hours are
in violation of China’s labour laws, which specify a maximum of an eight-hour working day and a forty-hour
work week.®

In 2023, SHEIN reported that workers at SHEIN’s manufacturing supplier facilities earned more than
double (230%) the average local minimum wage across sampled cities and 48% higher than the living wage in
Shenzhen.® Later in 2024, it reported that it had modernised more than 160 suppliers’ facilities in its supply
chain with facility enhancements, upgrades and expansion, transforming over 407,000 square metres (over 4.4
million square feet) of workspace.*” It also disclosed that it had found two cases of child labour in its supply
chain in 2023.%

A BBC investigation in early 2025 reported an improvement in factory conditions but found that workers
were still working excessive hours.*
Cut, paste, stitch

SHEIN has been sued at least 90 times for alleged violations of intellectual property rights.”

“My designs, which have been my whole life for the last 3 years, are now sold to millions of
SHEIN consumers that will never know about me”

— Bailey Prado, an independent designer who accused SHEIN of stealing 45 of her work designs.”

Numerous independent designers and clothing apparel brands have alleged that their designs have been
misappropriated by SHEIN. For instance, Sincerely Ria, founded by Mariama Diallo who was inspired by Guinea’s
Fulani culture, shared that SHEIN not only stole her designs, but also copied the visual aesthetic of her brand.”

In July 2023, SHEIN was sued by a group of independent designers for the alleged theft of their designs.
The lawsuit was brought under the Racketeer Influenced and Corrupt Organization Act (RICO). The claimants
argued that SHEIN’s corporate structure and production strategy made it difficult to identify the company, which
enabled the company’s alleged intellectual property theft and blame avoidance.”
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In 2024, SHEIN was sued by an independent artist, Alan Giana, who alleged that SHEIN had used algorithmic
technology in an “industrial-scale scheme of systematic, digital copyright infringement of the work of small
designers and artists”**

SHEIN also allegedly steals designs from reputable brands and as such, has been involved in numerous
copyright infringement lawsuits. In 2018, Levi Strauss filed a case against SHEIN in 2018 for duplicating a stitch
pattern that is Levi’s brand trademark.”” Fast-fashion competitor H&M confirmed in 2024 that it had also filed a
lawsuit against SHEIN for copyright infringement. *°

In response to these allegations, Vice-Chairman of SHEIN, Marcelo Claure, stated that it has a “zero tolerance
policy” for copyright infringement. A company spokesperson also stated the SHEIN uses image-recognition
technology to find cases of potential infringement and conducts manual reviews, and takes disciplinary action
against designers and manufacturers when copyright infringements occur.”

SHEIN-ing little light on the Board of Directors

The Board of Directors of SHEIN consists of four members, Meng Lian, *® Xiaodong Chen,” Yangtian Xu (Chris
Xu)' and Xiaoqing Ren,'®" which has not changed since the company’s inception. Of the four members, three
are male and all are Chinese. SHEIN also has the same Chairman and CEO - Chris Xu.!? Little else is known

about the directors.

As a private company, SHEIN is not subject to any corporate governance regulations or disclosure
requirements. In the United Kingdom (UK), the Wates Corporate Governance Principles (The Wates Principles)
was issued to guide large private companies to improve their corporate governance standards via the provision
of six corporate governance principles. However, these are not mandatory and Shein as a non-UK company is
not subject to these principles.

Fashion-forward venture

Venture capital firms are private equity investors that provide funding to private companies with high growth
potential in exchange for an equity stake or a share of the company’s profits.'”® They also serve as mentors and
play an important role in the governance and management of these companies.

SHEIN’s investors include General Atlantic, Greenwoods Asset Management, IDG capital, JAFCO Asia,
HongShan Capital Group (formerly known as Sequoia Capital China), Tiger Global Management, and Mubadala
Investment Company.'® General Atlantic is an American growth equity firm headquartered in New York.'®
Greenwoods Asset Management is an investment management company that specialises in managing funds.'*
IDG Capital is an investment and asset management firm with a specialisation in venture capital.'” JAFCO
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Asia is a venture capital firm based in Tokyo."”® HongShan Capital Group is a venture capitalist firm based in

Beijing.!” Tiger Global management is an American investment firm.""° Mubadala Investment Company is a

sovereign wealth fund of the government of Abu Dhabi.'"!

SHEIN held a total of seven funding rounds from 2013 to 2023, raising over US$4.1 billion.""? In the Series
A round held in January 2013, SHEIN raised US$5 million, with JAFCO Asia as the lead investor.'”® In the
Series B round in January 2015, it raised from IDG Capital and Greenwoods Asset Management a total of
CN¥300 million (US$43.6 million).""* An undisclosed amount was provided by HongShan Capital Group for
the late stage venture Series C round that occurred in January 2018.'"> The Series D round held in January
2019 saw investments of US$500 million from Tiger Global Management and HongShan Capital Group.''
An undisclosed amount from undisclosed investors was raised during the Series E round in August 2020.""”
During the Series F round in April 2022, a total of US$1.5 billion was raised from Tiger Global management,
HongShan Capital Group and General Atlantic, and SHEIN was valued at about US$100 billion.'** In May 2023,
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US$2 billion was raised in a private equity round by HongShan Capital Group, General Atlantic, and Mubadala

Investment Company.'"

The role of venture capital investors

Venture capital firms play an important role in the governance and management of the private companies they
invest in.

They are generally represented on the board of directors. On average, venture capitalists receive a board seat in
these investee companies 43.9% of the time.'*® Compared to public firms, boards of directors of venture capital-
backed firms are generally smaller and more independent of management. There is usually only one insider
and as the board grows, they become even more independent with the addition of venture capital investors and
outside directors. Representation on the board allows venture capital firms to provide governance oversight
by guiding companies on corporate governance practices and shaping their governance structures.! A strong
positive relationship has been found between venture capital funding and its subsequent influence on matters
such as board decisions, board composition, CEO hiring, executive compensation and employee incentives.'*?
Furthermore, venture capitalists are able to leverage their networks to recruit managers and outsider board
members for these portfolio companies. This is a significant advantage as surveys indicate that managerial quality

is a key determinant of the success of an early-stage venture.'?

The fact that venture capital firms are generally represented on the board gives them a voice in the business
decision-making of investee companies.’* One key role of venture capital firms is the provision of advice
and expertise to their portfolio companies. This includes strategic guidance, financial decisions, operational
support and performance monitoring. With greater experience in the industry, venture capitalists can help the
company develop their ideas into a profitable business as they grow and expand.'®

Venture capital firms also hold the company accountable and ensure the financial discipline of the companies.
Venture capital firms are accountable to their partners for the management of privately funded money. Therefore,
venture capitalists are likely to be more careful in making investment decisions with these funds and will work
to ensure that the company generates a profit for their partners.'® This can come in the form of helping portfolio
companies evaluate and select profitable projects and monitoring their financials to ensure they hit performance
targets.'”’

They also help by providing funding and resources to their investees. Through fundraising, venture capitalists
can generate funds to help further expand the business. However, in recent times, the greatest value venture
capital firms can offer is no longer the amount of capital they can provide, but other value-added resources
such as the recruitment and development of talent, networking opportunities and access to resources.'” One
significant value-add is the connections and associated networking opportunities made available to the portfolio
companies.'” Research shows that well-connected and successful venture capitalists deliver great value to the
private companies they invest and serve as directors in."** Strong connections to business or industry leaders,
experts in the field, marketing professionals, recruiters and other talents give the portfolio companies crucial
access to new talent, other sources of funding and partnership opportunities, mentorship opportunities and
greater knowledge to further grow its business into a powerful brand."*!

While venture capital is crucial in providing funding and for its role in the governance and management
of these private companies, it also raises several related corporate governance issues that may have negative
implications.

The first issue is limited accountability. Some principles that publicly traded companies have to adhere to
include strong corporate governance practices, transparency with investors and controls over financial reporting,
which are not legally required for private firms. Given the high risk involved with investing in startup companies,
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some venture capital firms view the breaking of certain rules as justifiable.”** The nature of venture capitalism
has been described as an “environment in which breaking the rules remains a fundamental principle”'* This
is possible as fewer regulatory requirements are imposed on private companies compared to public firms. This
leads to a lack of accountability, governance, and oversight, which eventually results in questionable practices
that may go unnoticed or unchallenged."**

Compared to traditional banks, venture capitalists are generally more willing to take on more investment
risks."* They invest in young companies in the hope of growing the business into a successful enterprise, in order
to exit at a higher valuation to earn a profit."”** Venture capital firms can provide early-stage capital, expansion
capital, late-stage capital, or acquisition/ buyout capital. An exit strategy is implemented and discussed to allow
the venture capital firm to end their investment, ideally with a return on their investment. This is generally done
through selling the business or their shares to the public."”” For example, providing acquisition capital is a way
that profits can be earned as partners can help prepare the firm for an initial public offering (IPO) and then sell
their shares when the company goes public.'*®

Venture capitalists who aim to exit the company with a profit may prioritise short-term profitability over
long-term sustainability, which is not always in the interest of the private company. This may result in them
focusing their attention on deal execution, profit maximisation and management, instead of governance of
the company.'”® The former US Securities and Exchange Commission (SEC) Chair, Mary Jo White, said that
start-up companies often have less robust corporate governance practices and internal controls compared to
publicly traded firms. She commented that although not legally mandated, the rules are applicable and relevant
to private companies, especially pre-IPO companies that have plans to go public in the future, and should not
be disregarded or overlooked.'*” Having good corporate governance practices and internal controls is crucial in
helping companies avoid financial and operational risk, prevent fraud and improve efficiency.’*! The failure to
enforce proper controls increases the risk of business failure and is extremely costly to the long-term health and
overall well-being of the private company.'*

Conflicts of interest may also exist between the venture capital firm and the portfolio company.
Directors from venture capital investors face the problem of balancing the fiduciary duties owed to the
portfolio companies and the obligations they have as corporate employees of the venture capital firms.'**
Furthermore, venture capitalists often invest in multiple private companies that may operate in the same or
similar industries, which potentially creates multiple conflicts of interests and results in biased judgement in

decision making.'**

From riches to rags?

Talks of SHEIN going public began in 2020. However, this was not followed through due to volatile markets'*
and rising trade tensions between China and the US."*

Nonetheless, SHEIN continued to seek a public listing. In 2021, Chinese corporate filings showed that SHEIN
had de-registered its main business, Nanjing Top Plus Information Technology Co Ltd."*” Since late 2021, Roadget
Business Pte. Ltd., a Singapore-registered entity with Chris Xu and three others listed as its representatives, has
been the legal entity operating SHEIN’s global website, and the owner Guangzhou Shein International Import &
Export Co Ltd’s and SHEIN’s trademarks, making it SHEIN’s de facto holding company'*. It was also reported
that Chris Xu had become a permanent resident of Singapore.'*

SHEIN’s move to Singapore has been attributed to Singapore’s political neutrality and operational
stability."® It has been suggested that the move to Singapore is an attempt to reduce SHEIN’s exposure to the
US-China trade tensions and to bypass the strict and restrictive regulations placed on Chinese companies
going public overseas.'”!
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Potential New York IPO

In January 2022, Reuters reported that SHEIN was planning to list on the New York Stock Exchange (NYSE).'*
The planned listing was part of SHEIN’s effort to gain legitimacy as a global company, rather than a Chinese
company, and to access a wider pool of Western investors.'>*

In November 2022, it was reported that SHEIN had appointed Donald Tang, a former Bear Stearns investment
banker and entertainment executive, as executive Vice Chairman."”* Tang is known for making major deals
and forging connections between China and the US.'*® His appointment was viewed as a strategic move aimed
at enhancing the company’s appeal to international investors and supporting SHEIN’s broader goal of going
public.'*

However, as a China-linked company with deep brand awareness among US consumers and a large potential
offering, SHEIN became an “attractive target” for US politicians amidst the decline in relations between the US
and China."” On 1 May 2023, a bipartisan group of 22 US House of Representatives members urged the SEC
to require SHEIN to certify that its China-made products do not utilise Uyghur forced labour, as a condition of
being registered to issue securities in the US."*

In November 2023, SHEIN confidentially filed to go public in the US, targeting a valuation of as much as
US$90 billion."*

On 12 January 2024, Reuters reported that SHEIN was seeking approval from the China Securities Regulatory
Commission (CSRC) for its US IPO despite being headquartered in Singapore. Chinese companies require such
approval, even if they are headquartered offshore, if they derive 50% or more of their operating revenue, profit,
total assets, or net assets from mainland China, and either conduct the core of their business activities within
the country or have a majority of senior management who are Chinese citizens or permanent residents.'® While
SHEIN does not own or operate any manufacturing facilities, it relies on around 5,400 third-party contract
manufacturers, mainly in China. This subjects it to the CSRC rules,'*" which allow the CSRC to vet offshore
listings and block offerings that could jeopardise China’s national interests.’®> The CSRC reportedly informed
SHEIN that it did not recommend a US IPO due to SHEIN’s supply chain issues.'**

SHEIN’s IPO attempt on NYSE was met with further resistance in the US, with Senator Marco Rubio filing a
letter to the SEC in February 2024, urging it to block SHEIN’s IPO unless additional disclosures about the “serious
risks of doing business in China” and SHEIN’s business operations were made. These included acknowledgment
from SHEIN that it “has sold apparel made with cotton fibers from the Xinjiang Uyghur Autonomous Region’,
and that SHEIN’s business “relies on exploiting de minimis entry”. Rubio wrote that the CSRC rules raised the
risk of SHEIN deceiving investors about the risks of its business.'**

In May 2024, it was reported that SHEIN had attempted to become a member of the National Retail Federation
(NREF), the retail industry’s largest and most powerful trade association, which “could help legitimi[s]e Shein in
the eyes of federal lawmakers”. However, SHEIN’s membership application was rejected multiple times.'*®

By June 2024, SHEIN’s US IPO was regarded as “all but dead”.'s

Potential London IPO

In June 2024, it was reported that SHEIN had confidentially filed papers with the Financial Conduct Authority
(FCA), Britain’s markets regulator, for a potential listing on the London Stock Exchange (LSE).'¢

This attempt to go public also met obstacles. That same month, a group campaigning against forced labour in
China, Stop Uyghur Genocide (SUG), launched a legal campaign to block SHEIN’s potential listing on the LSE.'%
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Britain’s Independent Anti-Slavery Commissioner also raised concerns about the allegations about the labour
169

practices of SHEIN’s suppliers.

An online petition backed by British retail consultant and television personality Mary Portas, calling on
the government to block SHEIN’s London listing, was launched in July 2024. The campaign accused SHEIN of

exploiting workers, damaging the environment and avoiding tax.'”

SHEIN subsequently announced the establishment of its Global External ESG Advisory Board (EEAB) on 6
December 2024. The EEAB provides advice on emerging trends, risks, and opportunities related to ESG, as well
feedback on the company’s ESG initiatives, policies, and practices. The EEAB is headed by Ram Gidoomal CBE
(Gidoomal), and also consists Dr. Xiaohui Liang (Dr. Liang), Robin Millington (Millington), and Christoph
Wolff (Wolft).'”!

Gidoomal is a businessman, social entrepreneur, and philanthropist. He served as Chairman of
CottonConnect, and as Director in Traidcraft plc and the London Sustainability Exchange. He has held various
governance roles, including with Imperial College, International Justice Mission, and the UK Equalities and

Human Rights Commission.'”?

Dr. Liang formerly led China’s first human rights education program at Peking University and served as Chief
Researcher at the Office for Social Responsibility of China National Textile and Apparel Council, spearheading
the development of China’s first voluntary CSR initiative and social responsibility management system. He
teaches the course “Business and Human Rights” at Peking University Law School.'”?

Millington previously served as Founding CEO of Planet Tracker, a non-profit sustainable finance think tank,
as well as Director with the European Climate Foundation, Founding Director of Wetlands International, and
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Managing Director of the Centre for European Policy Studies (CEPS) in Brussels.

In January 2025, the Chair of the Business and Trade Committee, Liam Byrne, wrote to the LSE to raise
concerns about evidence given by a SHEIN representative at a hearing with the Business and Trade Committee,

who had refused to answer questions about SHEIN’s supply chain.'”®

In February 2025, days after the Trump administration announced the closure of the de minimis duty
exemption in the US, SHEIN’s valuation in the potential London listing was reportedly set to be cut to US$30
billion, a fraction of its US$100 billion valuation in 2022.'7

Things took a positive turn for SHEIN in April 2025, when it was reported that SHEIN had successfully
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secured approval from the FCA for its London IPO.

However, despite receiving approval from the FCA, SHEIN ultimately failed to secure the green light from
the CSRC, reportedly due to concerns that the allegations that SHEIN’s products contain cotton from China’s
Xinjiang region and planned legal challenge to the London IPO by SUG, would risk embarrassment for the
Chinese government.'”®

Potential Hong Kong IPO

In May 2025, it was reported that SHEIN was working towards a listing in Hong Kong after its failure to secure
approval from the CSRC for the London IPO. Some observers noted that a listing in Hong Kong would go
against SHEIN's original strategy to gain legitimacy as a global company, and could hurt its global credentials.'”

Would SHEIN finally succeed in its aspirations to list on a global stock exchange? Would it be able to burnish
its sustainability credentials, or is its business model so obviously harmful to the planet that no amount of
greenwashing can save it?
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Discussion questions

1.

Evaluate SHEIN’s business against sustainability considerations. Are fast fashion and sustainability always
incompatible? Is it possible for a fast fashion business to achieve good performance in sustainability?

Is it ethical for celebrities and influencers to collaborate with SHEIN in view of its business model?

Some may argue that they utilise purchases from SHEIN for a long time. To what extent does this absolve
them from the responsibility of fuelling the fast fashion throwaway culture? To what extent are SHEIN’s
responses to controversies (e.g., US$15 million donation to the Or foundation) addressing the issues in its
supply chain?

To what extent does SHEIN adhere to supply chain regulations?

Critically evaluate the corporate governance and transparency of SHEIN.

Should corporate governance rules for publicly-listed companies apply to private companies like SHEIN?
What are the key corporate governance rules, if any, that you think should apply?

Critically evaluate the pros and cons of venture capital firms investing in companies like SHEIN. What are
the possible positive and negative impact of venture capital investors on corporate governance of investee
companies?

Why do you think SHEIN moved its headquarters to Singapore but chooses to list in other countries, but
not in Singapore?
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ASX: GAME OF CHESS®

Case overview

In 2016, the Australian Securities Exchange (ASX) announced plans to upgrade its ageing Clearing House
Electronic Subregister System (CHESS) settlement system using blockchain-style technology.! However, the
ambitious upgrade soon came under increased scrutiny. Despite efforts over several years, the initiative was
eventually scrapped in 2022 after approximately AU$250 million had already been spent.>

In 2024, the Australian Securities and Investments Commission (ASIC) launched legal action against ASX,
alleging that the exchange had misled the public about the project’s progress and, in doing so, compromised
market integrity and investor trust.> ASIC itself faced criticism from a Senate inquiry for failing to anticipate the
full extent of the issues surrounding the CHESS upgrade.*

The failed project exposed significant shortcomings in ASX’s planning, leadership, and internal processes. It
also raised concerns from key regulators such as ASIC and the Reserve Bank of Australia (RBA), who questioned
the exchanges governance and risk management frameworks.” The debacle damaged ASX’s reputation, left
market participants without the long-promised improvements, and forced the company to explore alternative
options to upgrade CHESS, which remains overdue for replacement.

The objective of this case study is to facilitate discussion of issues such as factors contributing to repeated
delays in the CHESS replacement project; board structure, composition and responsibilities; remuneration
policies; risk management; dual roles of market operator and regulator for a stock exchange; and regulatory
oversight of a stock exchange.

ASX at a glance

ASX was created by the merger of the Australian Stock Exchange and the Sydney Futures Exchange (SFE)
in July 2006.° It operates at the nexus of Australia’s financial system, balancing its roles as a market operator,
clearing house, and payments facilitator while enforcing the rules that underpin market fairness and corporate
accountability.” More than a mere trading platform, ASX functions as a linchpin of economic stability, ensuring
that listed companies and market participants adhere to rigorous governance standards and operational protocols.®

This case study was originally prepared by Keegan Lum, Li Yuanyuan, Loh Wei Ping, and Low Zi Ling. It has been edited by Rachel
Tang Kai Xuan under the supervision of Professor Mak Yuen Teen, with additional content added. The case was developed from
published sources solely for class discussion and is not intended to serve as illustrations of effective or ineffective management or
governance. The interpretations and perspectives in this case are not necessarily those of the organisations named in the case, or any

of their directors or employees.
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ASX’s licenses to provide clearing and settlement facilities are held by four of its subsidiary companies -
ASX Clear Pty Limited (ASX Clear), ASX Clear (Futures) Pty Limited (ASX Clear (Futures)), ASX Settlement
Pty Limited (ASX Settlement), and Austraclear Limited (Austraclear) (collectively, the CS Facility Licensees).
There are two intermediate holding companies for the CS Facility Licensees, ASX Clearing Corporation Limited
(ASX Clearing Corporation) and ASX Settlement Corporation Limited (ASX Settlement Corporation). The
boards of the CS Facility Licensees and their intermediary holding companies are collectively referred to as
the CS Boards.’

ASX’s operations are fortified by a robust regulatory ecosystem. The Australian Securities and Investment
Commission (ASIC) oversees trading venues and monitors the exchange’s own compliance as a publicly-listed
entity, while Reserve Bank of Australia (RBA) ensures systemic stability and the compliance of licensed clearing
and settlement facilities, including those operated by ASX, with RBA’s Financial Stability Standards.'

ASX’s shareholders

According to ASX’s 2024 Annual Report, its largest direct shareholders are UniSuper Limited (12.40%) and
Australian Super Pty Limited (9.55%), two of Australia’s biggest superannuation funds managing the retirement
savings of millions of Australians.'" Alongside them, global investment giants, BlackRock Group (6.05%) and
Vanguard Group (5.03%) also hold significant stakes.'

Beyond these direct shareholdings, a substantial portion of ASX’s shares sit with nominee companies, which
act as intermediaries, holding shares on behalf of other investors. Among them, HSBC Custody Nominees
(22.90%) and J.P. Morgan Nominees Australia (20.77%) hold large portions of its stock, representing shares held
on behalf of investment funds and pension schemes."

Listed stock exchanges

Stock exchanges play a central role in financial markets by facilitating capital raising for companies and enabling
the trading of securities for investors. As of December 2024, there were 2,116 listed issuers on ASX with a total
market capitalisation of about US$1.89 trillion."* Within Asia, it sits between the Hong Kong Stock Exchange,
which is about twice as large with a total market capitalisation of US$4.37 trillion and around 2,600 listed
issuers, and the Singapore Exchange (SGX), which is roughly a third of its size, with a total market capitalisation
of US$647.3 billion and 615 listings.”” On a global scale, it is relatively small compared to the world’s largest
exchanges, such as the New York Stock Exchange (NYSE), which stands at almost US$36 trillion.'* Nonetheless,
ASX remains a key player in the Asia-Pacific region.

In recent decades, many major exchanges, including ASX, NYSE, London Stock Exchange (LSE), Nasdaq,
HKEX and SGX, have themselves become publicly-listed companies, often assuming dual roles. As listed entities,
they are expected to deliver shareholder value and profitability. Yet, they often also enforce rules, uphold market
integrity, and act in the public’s interest. This dual role has raised questions in terms of ASX’s governance, and
how effectively ASX can balance commercial objectives with its regulatory responsibilities.

From mutual to market-owned: ASX’s transformation

In 1998, ASX made a bold move. It demutualised and became a for-profit, publicly listed company, with an
overwhelming 96% of its members voting in favor of the transition."” This was a historic shift, as it became the
first stock exchange in the world to list itself on its platform.'®

Before this, ASX operated as a mutual organisation, meaning it was owned by its members, stockbrokers who
used the exchange for trading. While this model gave members direct control, it posed two major challenges to
ASX’s evolution with the financial industry.



Asx: Game of Chess | 225 [ NEGE

The first was slow decision-making. Any major change required broad member approval, which often
resulted in delays.” In a fast-moving financial landscape, this lack of agility made it difficult for ASX to respond
to market shifts. Becoming a publicly-listed company allowed ASX to make faster and more decisive business
moves without needing consensus from hundreds of members.*

The second challenge was limited access to capital. As a mutual company, ASX was funded almost entirely
by membership fees, restricting its ability to invest in technology, enhance trading infrastructure, and grow its
market presence. Listing on the stock exchange allowed ASX to issue shares, attract external investors, and raise
the capital needed to upgrade and improve its trading systems. By going public, ASX transformed itself into a
more competitive, financially flexible, and globally connected exchange.” However, key regulators, including
RBA and ASIC, have voiced concerns over this dual role giving rise to conflict of interest, especially in relation
to the Clearing House Electronic Subregister System (CHESS) incident.?

ASX-ential role

ASX plays a regulatory role by monitoring and enforcing market participants’ compliance with listing and
operating rules. If ASX-listed entities are found to be non-compliant with listing rules, ASX may exercise its
enforcement powers to restrict, suspend, or terminate participants’ rights to trading, or remove the participant.?

ASX and ASIC work together to ensure ASX-listed entities’ compliance with continuous disclosure obligations.
They jointly make decisions under the ASX Appeal Tribunal consisting of both members from ASX and ASIC.***

ASX has no power to investigate any breaches or enforce penalties under the Corporations Act. If ASX
suspects that a participant has committed a significant contravention of the operating rules or the Corporations
Act, it is required to notify ASIC with details of the contravention. ASIC is empowered to take criminal or other
regulatory action in relation to the suspected breach.*

ASX is required to have a conflict management policy in place to ensure independence of its role in
supervising listed companies. In the conflict management policy, conflicts must be disclosed and controlled,
with an attestation of their understanding of responsibilities listed to be submitted every year. The Audit and Risk
Committee (ARC) of ASX oversees the policy. Non-compliance may result in disciplinary action or termination
of employment.”

ASIC

ASIC is Australia’s independent statutory regulator, set up under the Australian Securities and Investments
Commission Act 2001 (ASIC Act). It serves to maintain, facilitate and improve the performance of the financial
system and the entities in it,”® which include financial services businesses, consumer credit businesses, and
authorised financial markets.” Its powers include the registration and licensing of financial services providers;
regulation of financial market integrity; investigation of suspected breaches; and enforcement of civil and
criminal penalties.”

As ASX is listed on its own exchange, ASIC steps in to ensure ASX’s compliance with the ASX listing rules to
prevent a conflict of interest from arising.’’
The wrong opening
“This is a failure of Business Technology Software 1017
— The Australian Financial Review*

CHESS has been a critical platform supporting Australia’s share trading infrastructure since it was introduced
in 1995. Replacing paper-based processes with electronic share ownership was a significant innovation at that
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time as it greatly improved how trades were cleared and settled.® Over time, however, the CHESS system became
obsolete. As technology progressed and industry expectations evolved, the platform struggled to keep pace. In
2015, ASX acknowledged the growing risks of relying on legacy infrastructure and began evaluating options for
its replacement, initiating what would become one of the most ambitious and controversial technology upgrades
in its history.*

ASX experienced two major outages of its clearing system in 2016 and 2017. On 19 September 2016, there
was a major disruption to the operation of ASX’s equity trading system, ASX Trade, which halted trade execution
for most of the day.*» A power outage on 15 February 2017 resulted in the unavailability of ASX’s central security
depository, Austraclear, for around half an hour and impacted ASX’s ability to recover its CHESS system for
several weeks if there had been a disruption to its primary site.*

These incidents raised questions over ASX’s risk handling approach.” In response, the market operator
acknowledged weaknesses in its Enterprise Risk Management (ERM) framework and appointed Hamish
Treleaven (Treleaven) as Chief Risk Officer (CRO) in March 2017 to strengthen its risk oversight.*

At the request of ASIC and RBA, ASX engaged KPMG in 2017 to conduct an independent review of its
technology governance and operational risk management. The review found that risk management practices
were not fully embedded across the organisation. It was observed that ASX’s risk appetite framework lacked
sufficient detail, especially around the setting of clear risk tolerance levels, to effectively guide management in
day-to-day decision-making.*

Tactical blunder

In December 2017, ASX unveiled plans to replace CHESS with a new system built on distributed ledger technology
(DLT), becoming the first major stock exchange to pursue a blockchain-based overhaul of its core clearing and
settlement platform.* To deliver the system, it partnered with United States-based blockchain firm Digital Asset
(DA) to build a platform that promised enhanced security, operational efficiency, and scalability.*'

ASIC required ASX to conduct reviews to monitor its progress for the CHESS replacement, which prompted
ASX to engage Ernst & Young (EY) to evaluate the project on multiple occasions since 2019. The initial review in
2019 focused on governance compliance and only moved on to evaluate the project’s feasibility in the next four
years.*

In March 2019, Deloitte issued a report warning of risks in ASX’s CHESS replacement initiative. The report
identified a critical initial failure, which was the absence of a comprehensive business case outlining ASX’s future
expansion objectives and plans. This should have included clear non-functional requirements, such as security,
integration, resilience, performance, and scalability. The Board dismissed the report as misleading or biased
due to perceived conflicts of interest.”” Peter Hiom (Hiom), then ASX Deputy Chief Executive Officer (Deputy
CEO) and the lead responsible for the CHESS replacement project, criticised the report, alleging that Deloitte’s
ownership of shares in ASX’s competitors compromised its independence.*

In 2019, ASX engaged VMware, a technology partner, to design the CHESS ledger component.*

Challenges to the CHESS replacement project began to emerge in 2020. In March, ASX announced a delay
to the project’s initial April 2021 launch, citing disruptions caused by the COVID-19 pandemic and the need for
further technical refinements.*® This led to a revised go-live date of April 2023.*” Nonetheless, ASX’s share price
reached an all-time high of AU$95.83 in December 2021.* On 10 February 2022, ASX reassured the public that
the CHESS replacement was still “on track” to meet its goals.*

However, on 11 May 2022, ASX reported that the April 2023 go-live date was no longer viable.*® In September
2022, ASX brought in Accenture to carry out a fresh independent review of the CHESS replacement. The review
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identified significant issues. The CHESS software was only 63% complete; there was inadequate assessment of
critical non-functional aspects, such as capacity, availability, and scalability; and there were project governance
and vendor management issues between ASX and its delivery partner DA.”!

Two months later, in November 2022, ASX announced that it would abandon the project and record a pre-tax
write-down of AU$245 million.** By 3 January 2023, its share price had plummeted to AU$66.63.>

Grandmasters or amateurs?

“The ASX board and management are not very good at technology governance - that is the
fundamental problem.

- Patrick McConnell, former Chief Information Officer (CIO) at SFE**

Prior to 2022, the Board had established four Board Committees — the ARC, Nomination Committee (NC),
People and Culture Committee (PCC) and Remuneration Committee (RC).”

The ARC oversees disclosures, financial accounting and corporate reporting. Through its oversight of external
and internal audits, it helps ensure that ASX maintains robust risk management and internal controls. It also
collaborates with the PCC to evaluate executive performance and remuneration, particularly for key leadership
positions such as the Chief Financial Officer (CFO), CRO, Internal Audit (IA) team, and Chief Compliance
Officer (CCO).

The NC functions as the architect of ASX’s leadership team. Its main role lies in reviewing and making
recommendations to ASX on nomination and selection processes as well as ensuring desirable competencies and
experience, diversity and succession planning, performance evaluations and director independence assessments.
It is also responsible for determining if changes are required for the Board’s skills matrices.

The PCC shapes ASX’s remuneration framework. It establishes variable reward plans, and is responsible for
ASX’s corporate culture as well as recruitment, training and development, diversity objectives and people and
remuneration related to corporate reporting.

The RC is responsible for evaluating specific aspects of ASX’s remuneration and incentive framework, such as
succession planning, recruitment, retention, and termination strategies. The RC also considers the remuneration
packages of ASX Group directors and other ASX employees, including the Managing Director (MD) and
CEO, Deputy CEO, Group Executives, and General Managers. RC members have direct access to ASX senior
management and can seek independent expertise.*

In 2017 - the year after ASX announced the CHESS upgrade - the Board consisted of 10 directors, with nine
independent directors (IDs) and one executive director (ED).”” Dominic Stevens (Stevens) was appointed as MD
and CEO of ASX in August 2016. He previously served as CEO of Challenger Limited and held senior positions
at Bankers Trust Australia.®®

Rick Holliday-Smith (Holliday-Smith), an ID since 2006, was appointed as Chairman of ASX in March 2012.
He chaired the NC and was a member of the ARC and RC. He previously held leadership positions in two banks
and a futures and options trading firm, and concurrently served as a director of Servcorp Limited and a member
of the Macquarie University Faculty of Business and Economics Advisory Board.”

Yasmin Allen (Allen) was appointed as an ID in February 2015. She was also appointed as a member of
the ARC. She formerly served as Vice President at Deutsche Bank, a director at ANZ Investment Bank, and an
associate director at HSBC Group. She concurrently served as a director of Cochlear Limited, Santos Limited, the
George Institute for Global Health, the National Portrait Gallery, and as a member of the Australian Government
Takeovers Panel.%
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Melinda Conrad (Conrad) joined as an ID in August 2016. She previously served as a strategy and marketing
adviser, an executive with Colgate-Palmolive, and held a number of directorships, including at Caltex Australia
Limited, OFXGroup Limited, and David Jones Limited. She concurrently served as a director of the Centre for
Independent Studies and the George Institute for Global Health, and a member of the ASIC Director Advisory
Panel.®!

Dr. Ken Henry AC (Henry) was appointed as an ID in February 2013. He served as a member of the ARC.
He has extensive experience as an economist in Australia and overseas, and has worked as a senior policy adviser
to successive Australian governments. Prior to his directorship at ASX, he served as the Secretary of the Federal
Department of the Treasury from 2001 to 2011. Among other positions, he concurrently served as Chairman
of National Australia Bank Limited, and Governor of the Committee for Economic Development of Australia
(CEDA).®

Peter Marriott (Marriott) joined as an ID in July 2009. He was also appointed as Chairman of the ARC. He
possesses over 30 years of experience in senior management roles in the finance industry, spanning international
banking, finance and auditing. Prior to his appointment at ASX, he was Chief Financial Officer of Australia and
New Zealand Banking Group Limited (ANZ). He concurrently served as Chairman of Austraclear, and a director
on the CS Boards.”

Heather Ridout AO (Ridout) was appointed as an ID in August 2012. She chaired the RC and served as
a member of the NC. She was formerly Chief Executive of the Australian Industry Group, a major national
employer organisation, and served as a board member on the RBA board and the Prime Minister’s Taskforce on
Manufacturing, among other appointments. She is a member of the ASIC External Advisory Panel.**

Damian Roche (Roche) was appointed as an ID in August 2014. Prior to his appointment, he was a member
of the global Corporate and Investment Bank Operating Committee and served as Head of Markets and Investor
Services, Sales and Distribution for Asia Pacific for J.P. Morgan,®

Peter Warne (Warne) became an ID on the Board in July 2006. He served as a member of the ARC, NC
and RC. He was previously a director of SFE Corporation Limited from 2000 to 2006. He concurrently served
as a director of Securities Exchanges Guarantee Corporation and NSW Treasury Corporation, Chairman of
Macquarie Bank Limited, and Chairman of OFX Group Limited, among other appointments.*

Robert Priestley (Priestley) was appointed as an ID in May 2017. He formerly served as CEO and Non-
Executive Chairman of J.P. Morgan Australia & New Zealand. He was director and Chairman of the Australian
Financial Markets Association (AFMA), a member of the Business Council of Australia and a director of the
Australian Business and Community Network (ABCN). He concurrently served as a director of the Banking and
Finance Oath, a Council member of the ABCN and a member of the Tennis NSW Corporate Advisory Board.®”

New moves

In 2018, Priestley resigned from the Board amidst a court case into alleged cartel activity involving J.P. Morgan.®®
He was succeeded by Peter Nash (Nash) in June 2019. Nash previously served as a Senior Partner with KPMG
and as National Chairman of KPMG Australia. His previous appointments include member of the Business
Council of Australia and member of its Economic and Regulatory Committee. He concurrently holds a number
of positions, including Chairman of Johns Lyng Group Limited and a non-executive director (NED) of Westpac
Banking Corporation and Mirvac Group Limited.*

In January 2020, Rob Woods was appointed as an ID and subsequently as a member of the ARC. He was
previously the Chairman of ASX Clear Pty Limited and ASX Settlement Pty Limited. He was Chief Executive,
Strategy at Challenger Limited, and had previously served as Chief Executive of Challenger’s Funds Management
and Asset Management businesses.”
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On 30 September 2020, ASX announced Warne’s retirement from the Board.”” Holliday-Smith retired from
the Board on 21 April 2021 and Roche was appointed as Chairman.”

In 2022, three new directors were appointed — David Curran (Curran) and Dr. Heather Smith (Smith) as IDs,
and Helen Lofthouse (Lofthouse) as the MD and CEO of ASX.

Curran was appointed in March 2022. With over 30 years of combined experience in finance and technology,
he has led digital transformation initiatives and large-scale projects within the Australian banking and financial
services, with the focus of improving customer engagement and operational outcomes. He was formerly Westpac’s
Group CIO and previously held executive technology roles at the Commonwealth Bank of Australia.”

Smith joined in June 2022. She has two decades of working experience at senior levels in the Australian Public
Service. She previously served as Secretary of the Department of Industry, Innovation and Science, Secretary
of the Department of Communications and the Arts, and held senior positions in the departments of Prime
Minister and Cabinet.”

Lofthouse commenced her role in August 2022. Prior to joining ASX, she held the position of MD at UBS,
overseeing the global OTC clearing business, and worked at J.P. Morgan in London across futures and OTC
clearing, derivatives prime brokerage, credit markets, and cash equities.”

The pawns

Hiom, ASX’s former Deputy CEO, oversaw the initial phase of the CHESS replacement. Hiom managed the
development of all ASX business divisions including Listings and Issuer Services, Trading Services, Derivatives
and OTC Markets, and Equity Post-Trade Services, which encompassed the CHESS replacement program
involving distributed ledger technology implementation. He joined ASX in 2006 following the merger of
the Australian Stock Exchange and SFE Corporation, bringing with him prior leadership experience from
business development roles at SFE and Austraclear. He also served as a NED at both Yieldbroker and DA, ASX’s
technology partner.”

In 2021, Tim Hogben (Hogben) succeeded Hiom in overseeing the CHESS replacement.”” Hogben began his
career at the exchange in 2000, assuming various roles including Chief Operating Officer (COO) and Chair of
the Crisis Management Team. He also served as an executive sponsor of ASX’s culture and heritage networking
group. Before his tenure at ASX, Hogben worked at Bridges Financial Services and the Credit Union Services of
Australia.”

Porous defences?

On 6 May 2022, ASX established the Technology Committee (TC), and Curran was appointed as the TC Chair.
Three other directors — Allen, Conrad, and Nash - were appointed as members.”

The TC assists the ASX and CS Boards in fulfilling their oversight and governance responsibilities in relation
to ASX Groups technology and data strategies and cyber security risks. Its responsibilities include reviewing
and making recommendations on major technology investments and key technology projects proposed by
management; conducting periodic review of the methodologies and processes used to implement technology,
data and cyber projects; receiving reports from management on the progress and the effectiveness of project
and the performance of the technology delivered; receiving reports from management on post-implementation
reviews of key technology projects; and overseeing the framework to support continuous improvement in ASX’s
technology delivery processes generally.*

Observers have noted that while the TC’s Charter outlines extensive and rigorous responsibilities, Curran is
the only Director who possesses relevant experience in digital transformation.
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On 9 October 2023, RBA released its annual review of ASX’s clearing and settlement facilities.* The review
highlighted that the Board had not responded in a timely manner to address critical risks, although the TC had
flagged ageing technology assets as a concern in 2022.%* RBA also pointed to gaps in the information provided
to the Board, suggesting that a lack of transparency may have limited its ability to properly question or challenge
management.*’

Concerns were also raised about the effectiveness of ASX’s IA team. An external review found the function to
be underdeveloped and facing numerous issues, including a strained relationship with senior management that
was deemed to have weakened its effectiveness. Notably, there was a six-month delay in appointing a new General
Manager after the previous manager stepped down in late 2022. During this period, a junior staft member filled
the role temporarily despite it being a critical time for ASX.*

RBA also raised concerns over ASX’s prolonged exposure to elevated risk, noting that several risk areas were
not being managed effectively. One of the key contributing factors to this elevated risk exposure was ASX’s heavy
reliance on external vendors to support its clearing and settlement operations. An internal audit found limited
awareness and a lack of application of its vendor management framework across the projects reviewed.*> While
ASX had appointed DA, a start-up firm, as its technology partner in January 2016 after a purportedly “robust
global” search,® a person involved in the replacement project revealed that DA lacked adequate after-market
support and that ASX had chosen the company without properly testing the scalability of its products.®”’

As a result, RBA downgraded its rating of ASX’s risk management framework to “partly observed.”*

ASIC attacks

On 8 February 2024, ASIC issued ASX with an infringement notice in relation to alleged contraventions of the
ASIC Market Integrity Rules (Securities Markets) 2017.% A system configuration error had occurred, resulting
in the minimum value of a block trade being incorrectly set at AU$0 when it should have been AU$200,000.
This resulted in the unavailability of basic information such as price and volume on 8,417 orders as they were
erroneously admitted as block trades, which are exempt from pre-trade transparency. ASX paid a penalty of
AU$1,050,000 for the infringement.*

On 13 August 2024, ASIC took ASX to court, alleging that the company had misled market participants
on the status of its CHESS replacement project by publicly stating that the project was “on track” for an April
2023 launch and was “progressing well,” even though it was facing significant implementation issues behind the
scenes.”!

As early as April 2021, DA had warned of likely delays in code delivery. Between June to November 2021,
ASX had marked the project’s status as “red” in its internal system, indicating that key milestones were unlikely
to be met.”

Despite these warnings, ASX launched an industry test environment in November 2021. The system reportedly
lacked core features and failed to meet basic performance standards. Approximately 100 software defects were
identified, along with major gaps in security and system functionality.”” Nonetheless, ASX continued to assure
the market that the project was on schedule. ASIC claimed that by January 2022, ASX had already begun drafting
internal plans to delay the go-live date to September 2023. These concerns were formally presented to the ARC
on 3 February 2022, a week before it reassured the public that the project was “on track” to meet its goals.”

It was not until March 2022, after The Australian Financial Review published a column questioning whether
the April deadline could be met, that ASX acknowledged a delay was a “strong likelihood”*® The full extent of
the project’s issues was not made public until November 2022, following the independent review conducted by
Accenture.”
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In November 2024, ASX filed its defence, denying the allegations and stating that there was a “reasonable
basis” for the statements it had made.” It claimed that it had relied on information provided by DA and their
assurance that the CHESS replacement would meet the agreed timeline.”®

ASIC and RBA under fire
“ASIC was asleep at the wheel - so were the RBA”
- Anonymous observer quoted in The Australian®

After the CHESS debacle, ASIC became the subject of an inquiry by the Parliamentary Joint Committee on
Corporations and Financial Services (the Committee). Six public hearings were held between December 2022
and November 2023.1%

The Committee said that ASIC and RBA had been aware of significant problems with ASX’s technology
governance and risk management frameworks in 2018. They had also been warned about the issues surrounding
the CHESS project back in 2020 and 2021. The Stockbrokers and Investment Advisers Association (SIAA) informed
the Committee that it had raised concerns regarding the timely completion of the CHESS replacement project to
ASIC in March 2020. SIAA said it had called on ASIC to take a more active role in overseeing the project but were
unable to state what actions ASIC had undertaken in response to its concerns.'” In addition, ASX’s senior manager
Philip Galvin had repeatedly raised similar concerns to RBAs then-assistant governor Michele Bullock in 2021.'%

The Committee concluded that ASIC and RBA had provided inadequate supervision. It recommended ASIC
and RBA to examine the adequacy of their technology skills and processes at the highest levels to regulate and
set policy for technology platforms like the ASX.'®*

On 6 September 2023, amendments were made to the Corporations Act 2001, the Competition and Consumer
Act 2010 and the ASIC Act which provided ASIC with new powers to require providers of clearing and settlement

services to operate in a way that achieves competitive outcomes.'"*

Middlegame makeover

“Despite the massive technology and project workload recently initiated by the company,
the board limitations, that accompanied the original CHESS failure, still appear to be,
predominately [sic], in effect”

— Philip Galvin, former head of SFE'*

On 2 February 2023, ASX announced the retirement of Ridout and Marriott, and the appointment of two new
IDs - Vicki Carter (Carter) and Luke Randell (Randell).' The appointments were intended to “strengthen
the Board’s technology and cyber capabilities, and experience in managing the complex needs of large scale
transformation programs”.'”” Carter joined the PCC, NC, TC, and ARC as a member, while Randell joined the
PCC, RC and NC.'08

Carter has prior experience in leading customer experience, product design, strategy and business services
at Telstra Corporation while overseeing its multi-year transformation program. Her expertise spans strategy,
operations, sales, human resources and transformation across banking, insurance, wealth management and
telecommunications sectors.'”

Randell possesses 40 years of financial services experience, primarily in capital and international markets.
He previously served as Citi's Head of Markets and Securities Services for Australia and New Zealand (NZ) and
held senior roles including CEO of Citi Japan and Head of Equities for Citi Australia/NZ. His career includes
leadership positions in London as Citi's Head of Equity Derivatives for EMEA.'"°
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On 23 May 2023, ASX announced the appointment of Tim Whiteley (Whiteley) as the CIO. Whiteley was
previously appointed to lead the CHESS Replacement Solution Design team in November 2022. Prior to joining
ASX, Whiteley held positions at Westpac and Commonwealth Bank, leading large enterprise-wide technology

transformation projects.'!!

In August 2023, ASX appointed Diona Rae (Rae) as the COO. Before joining ASX, Rae was Executive General
Manager with Commonwealth Bank, where she transformed the bank’s privacy remediation program to satisfy
regulatory requirements. She also served as Chief Controls Officer for the bank’s Enterprise Services Group,
uplifting line 1 risk management for the technology and operations functions. She was also CRO at GPT Group,
a partner at KPMG and Head of Business Operational Risk for Macquarie Securities.!'?

Critics have noted that Curran is still the only director on the Board with a technology background.'*®

In the same month, ASX, ASIC and RBA jointly established the Cash Equities Clearing and Settlement
Advisory Group (Advisory Group), a stakeholder advisory group to provide input to the boards of ASX Clear and
ASX Settlement on matters related to cash equities clearing and settlement services and infrastructure, including
the CHESS replacement project.'* Alan Cameron AO (Cameron) was appointed as Independent Chair of the
Advisory Group. Cameron formerly served as ASIC Chair, a director of the SFE, and Chair of ASX Compliance
and the ASX Corporate Governance Council. He concurrently serves as Chair of .au Domain Administration
Limited and as a director of ASX-listed data provider Nuix Limited.'"

In October 2023, the Australian Financial Review reported that proxy advisers Institutional Shareholder
Services (ISS) and the Australian Shareholders’ Association (ASA) would only vote for Roche’s re-election to the
Board at the upcoming 2023 AGM if Roche committed to be succeeded by a new Chair within 12 months. ISS said
that its qualified support was due to “the continued delay of the CHESS replacement project, [and] the material
corporate governance concerns regarding the ASIC investigation into the contraventions of the Corporations
Act and the ASIC Act by the company”.''® Roche was re-elected at the 2023 AGM, where he pledged to focus on
board renewal and the transition to a new Chair.'”

Rewarding moves

Under ASX’s remuneration policy, NEDs receive a base fee plus superannuation, with additional remuneration
for those taking on leadership roles as Chairs of the Board Committees or directors of subsidiaries."®

Executive Key Management Personnel (Executives) receive a competitive total remuneration package,
comprising both fixed and variable pay. The variable component includes Short-Term Variable Rewards (STVR)
and Long-Term Variable Rewards (LTVR), aligning incentives with performance.'”® ASX benchmarks total
remuneration against relevant market sectors, such as banking, finance, legal, and technology, as well as broader
industry standards.'*

STVR

The target STVR pool for Executives is calculated by aggregating each individual’s target reward opportunity.
The CEO first presents an assessment of the Group’s performance to the Board, based on ASX Scorecard
outcomes and risk management. Following an assessment of the Group’s performance and feedback from
the CRO, the Board determines the percentage of the Group reward pool to be released.’” The total value
available sets the upper limit for all STVR payouts. Individual payouts may vary depending on individual

performance.'*

To evaluate individual performance, the CRO makes an assessment of risk management for all Executives,
incorporating feedback from other control functions. The CRO subsequently provides this assessment directly to
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the RC. The CEO recommends to the RC the individual performance ratings and the percentage of STVR target
to be applied for Executives, considering feedback from the CRO, the ARC, and CS Boards where appropriate.
The RC considers the CEO’s recommendations and then makes final recommendations to the Board for approval.
Ultimately, an Executive’s performance rating will reflect how well they have met their specific STVR targets,
with payouts ranging from 0% to 150% of the STVR target.'”

The CEO’s STVR is determined separately from the Group reward pool. Instead, it is based on individual
performance against a CEO-specific scorecard. The Chair of the Board first provides an assessment of the CEO’s
performance and recommends an appropriate STVR to the PCC. This recommendation will also incorporate
input from the CRO and the CS Boards. Once the PCC has reviewed the recommendation, it will submit a final
proposal to the Board for approval.'**

Forty percent of the STVR is delivered in cash, while 60% is deferred into restricted ordinary shares. Half of
the deferred portion vests after two years of ongoing employment, with the remainder vesting after four years of
ongoing employment.'*

In 2023, ASX implemented changes to the STVR program following the failure of the CHESS replacement
project.'” This new framework aims to ensure that accountable persons are rewarded for achieving sustainable

outcomes while imposing consequences for behaviours that do not meet role expectations.'”

First, the company introduced a requirement for accountable persons to fulfill their duties through
reasonable measures such as establishing appropriate governance arrangements, risk management processes,
and oversight systems. Relevant assessments will be included in the annual performance and reward cycle, with
positive incentives for meeting expectations and salary reductions for those who do not.'*

Second, ASX introduced remuneration consequences for material adverse outcomes. In the event of a
material adverse outcome, the Board will adjust remuneration based on the framework, including adjustments
to the current year’s STVR or previously deferred remuneration. Accountable persons must self-assess the
adequacy of the measures taken to ensure the necessary governance and risk control mechanisms are in place
during execution.'” In 2023, the Board exercised this discretion to cancel the deferred STVR awarded in FY22
to Executives responsible for the CHESS replacement project prior to November 2022.1%

LTVR

Prior to 2024, the LTVR program measured performance through relative total shareholder return (TSR) and
underlying earnings per share (EPS) growth."!

Relative TSR is measured over a four-year period against a peer group in the ASX 100. The peer group may
be adjusted during the period to account for events like mergers or acquisitions to ensure fair comparisons. The
TSR is calculated by combining share price movement and reinvested dividends.'*

Underlying EPS performance is measured over four years using the most recent financial year-end prior to
the granting of the award as the base year, and the final financial year in the performance period as the end-
year. It is calculated by dividing the underlying profit after tax for the relevant reporting period by the weighted
average number of ordinary shares of ASX. This is then compared to the starting EPS to determine the EPS

performance.'**

Nonetheless, the Board retains the discretion to adjust LTVR that has not yet been realised or vested without
restrictions if it considers that such remuneration would be an inappropriate benefit. In 2023, the Board exercised
this discretion to cancel all outstanding LTVR between 2018 and 2021 for the former CEO, Stevens, and the
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former Deputy CEO, Hiom.
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First strike

“The call for transparency and accountability in executive compensation has never been more
urgent.”

— The Australian Financial Review

The 2024 financial year marked the launch of ASX’s “five-year strategy”'*® Key changes were made to the
LTVR program.

Prior to 2024, the LTVR program was only limited to the CEO, with the maximum potential LTVR award
for the CEO being 50% of their fixed remuneration. In 2024, the LTVR was extended to the Executive Team
to support long-term performance alignment.”*® The underlying EPS hurdle was also replaced by underlying
Return on Equity (ROE). ROE is calculated by dividing adjusted net profit (excluding one-time items) by average
equity over four financial years. The stated purpose of the ROE hurdle was to focus the Executive Team on
investment and resource allocation decisions that meet appropriate return objectives.'”’

Despite backing for the 2024 remuneration proposal from major shareholders such as AustralianSuper
and UniSuper, 26.15% of the shares voted against the ASX remuneration report at ASX’s AGM on 28 October
2024. This triggered the “first strike”'*® In 2011, Australia introduced the “Two Strikes Rule” through a major
amendment to its Corporations Act. Under the rule, if 25% or more of the shares vote against a company’s
remuneration report in a given year, the “first strike” is triggered. Should a “second strike” occur the following
year, shareholders can vote on whether to “spill” the board."

Many shareholders voiced their frustration regarding the remuneration structure, focusing in particular on

two issues - the misaligned bonuses and the lack of transparency in ROE and STVR metrics.'*

The Australian Financial Review reported that ISS had expressed strong opposition to the remuneration
report. ISS argued that the proposed increase in bonuses for FY2024 “d[id] not appear well aligned with flat or

slightly negative underlying results, shareholder outcomes, and continued regulatory scrutiny”'*!

Furthermore, it raised doubts about the long-term bonus targets based on ROE, suggesting these metrics
were “questionable”!*? It also pointed out a significant gap in communication, with the lack of detail making it
challenging for shareholders to evaluate the rigour of performance targets, particularly in comparison to the
bonuses awarded.'*

The absence of clear and specific disclosures meant a lack of justification for the substantial increase in the
bonuses of executives such as Lofthouse, who had received an AU$1.7 million bonus under the STVR program

for 2024,"** which was 70% greater than the previous year.'*

Roche retired from the Board at the conclusion of the 2024 AGM and was succeeded by David Clarke
(Clarke) as Chair of the Board, Chair of the NC, and member of the ARC and PCC."*¢ Clarke was appointed as
ID in September 2024. He previously served as CEO of Investec Bank (Australia) Limited and Allco Finance
Group, and held senior roles in Westpac Banking Corporation. He concurrently serves as Chair of Fisher Funds
Management Limited and Resolution Life Australasia Limited.'*

In September 2024, ASX announced Treleaven’s intention to retire as CRO and appointed a new interim
CRO, Leanne McDougall (McDougall), in November 2024. McDougall has more than 30 years’ experience in
financial services across Australia and the United States. She formerly served as CRO at Suncorp Bank and also

held senior positions at National Australia Bank and the Commonwealth Bank of Australia.'**
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A conservative play

On 20 November 2023, ASX announced its decision to proceed with a more conservative product solution by
Tata Consultancy Services (TCS), with Accenture as the solution integrator.'* The TCS system has been used for
clearing and settlement in countries such as New Zealand, South Africa, and Finland."® ASX’s CEO, Lofthouse,
stated that the solution would be a good fit for the Australian market."”' The new system would be introduced in two
phases, with clearing services (Release 1) targeted for 2026 and settlement (Release 2) to follow in 2028 or 2029.'*

In October 2024, The Australian Financial Review reported that ASIC had raised concerns regarding ASX’s
ability to meet its stated timelines. While the clearing system was set for testing in February, ASIC said that
quality assurance work was completed behind schedule and presented a risk to the publicly communicated date
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of February.

On 26 November 2024, ASX announced that following consultation, Release 2 implementation was
targeted for 2029 with estimated project costs of between AU$270 million and AU$320 million, while Release
1 implementation was still targeted for 2026 with estimated project costs on the upper end of the previously
communicated range of between AU$105 million to AU$125 million.'**

Commentators criticised the TCS solution as being too slow and expensive. In addition, some expressed
concerns about TCS’ inexperience with capital-markets infrastructure and questioned why ASX did not opt
for established clearing platform solutions such as Nasdaq, Millennium, or Verniculus, which offer faster
implementation at a lower cost.'”

Endgame

The fears of regulators over an underdeveloped clearing system were proven to be true when the CHESS system
broke down on 20 December 2024, preventing batch settlement from being completed. The issue was caused by
the 2014 introduction of mFund, which introduced a new user type increasing memory record requirements. At
that time, ASX did not update the memory allocation logic to account for this change. On 20 December 2024, a
recent user removal reduced the allocated memory just enough to cause an insufficiency, triggering the failure.
ASX developed and implemented a fix on 22 December 2024, and batch settlement resumed successfully on 23
December 2024.%

In its incident review published 23 January 2025, ASX announced that it had waived all fail fees for the period
from 20 to 31 December 2024. In addition, to acknowledge the disruptive impact on their customers, ASX
established an AU$1 million credit disbursement, which would be distributed proportionately to each settlement
participant’s revenue contribution for the first half of FY25.%%

A new CRO, Dirk McLiesh (McLiesh), was appointed on 30 January 2025. McLiesh has over 25 years of
experience in risk management at institutions in the United States, Australia, and New Zealand. He formerly
served as the CRO of Westpac New Zealand and has prior experience in working for National Australia Bank,
Capital One, Microsoft and the Boston Consulting Group.'*®

On 3 February 2025, ASX disclosed that ASIC had commenced an investigation into the failure of the CHESS
system regarding ASX’s compliance with section 821A(1) of the Corporations Act 2001.'%

In the same month, ASIC exercised its new powers to implement new rules requiring ASX to take all
reasonable steps to ensure that pricing is “transparent, fair and reasonable” and to provide access to its services
on “commercial, transparent and non-discriminatory terms”'® These include requirements for ASX to publish
its post-trading fees benchmarked against international exchanges and to ensure future competitors can access
its clearing and settlement services. ASIC Chairman, Joe Longo, said that the rules were implemented with the

intention of “limiting ASX’s ability to misuse its monopoly power to deter new entrants”.'*'
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On 31 March 2025, ASX confirmed that it had received a joint letter from RBA and ASIC outlining the
regulatory action following the CHESS incident. ASX disclosed that RBA had conducted an out-of-cycle
assessment of ASX Clear and ASX Settlement against its Financial Stability Standard for Operational Risk and
had revised its rating for the Operational Risk standard to “not observed”. ASX also received a notice from ASIC
directing ASX Clear and ASX Settlement to appoint an expert to conduct a technical review of CHESS and
provide a report to ASIC within 150 days of appointing the expert.'®> In response to the RBA assessment, ASX
pledged to increase staffing to respond to issues with the CHESS system and improve reporting to its board.'®*

On 18 May 2025, the Australian Financial Review reported that litigation funder Litigation Capital
Management was approaching shareholders to apply to the court to bring a statutory derivative action on behalf
of ASX against former ASX executives, management, and potentially board members, in relation to the CHESS
replacement project.'®

The following month, ASIC announced an inquiry into ASX to assess ASX’s compliance with its obligations
as a market licensee and a clearing and settlement facility licensee, due to the “repeated and serious failures at
ASX”!% ASIC announced that it would discontinue its investigation of the 2024 CHESS batch settlement failure,
and that consideration of the CHESS incident would form part of the broader inquiry. The inquiry panel would
be asked to examine the frameworks and practices in relation to governance, capability, and risk management
within ASX.'%

ASX said that the inquiry would have its “full cooperation”, and that it “welcome[d] the opportunity for
independent parties to review the work underway and advise on what more [it could] do”. ' Following the

announcement of the inquiry, ASX shares fell by about 6%.'%

As of June 2025, no further updates on the ASIC lawsuit have been made by ASX or ASIC. ASX may face up
to AU$500 million in penalties if ASIC is successful in its lawsuit.'®

Discussion questions

1. Analyse the timeline of the CHESS replacement project. How did key events such as delays, public disclosures
and regulatory intervention shape ASX’s subsequent strategy and affect public confidence, including that of
investors and regulators?

2. What are the responsibilities of the ASX Board with regards to the CHESS replacement? Should the Board
be held accountable for the CHESS debacle? Explain.

3. Critically evaluate the structure and composition of the ASX Board, including the board committees, prior
to and leading up to exposure of the problems with the CHESS replacement. To what extent did these factors
contribute to the problems? Explain.

4. Were the changes to the board structure and composition following the CHESS debacle sufficient? What
recommendations would you make regarding changes in board structure and composition?

5. Analyse the effectiveness of ASX’s risk management framework and policies before and during the CHESS
replacement project. Why did issues persist despite earlier reforms? What does this suggest about its approach
to risk management?

6. Critically evaluate the remuneration policy for the key executives of ASX and the changes following the
CHESS controversy. What recommendations would you make regarding further changes in remuneration
policy to address stakeholders’ concerns?

7. Evaluate the effectiveness of ASIC’s regulatory role based on the CHESS case.

8. Critically assess ASX’s dual role as a listed company and market regulator. How does it affect its ability to
tulfill its regulatory responsibilities? To what extent do existing mechanisms such as ASIC oversight and
internal policies address the risks involved?
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FORTESCUE: STEPPING
ON A MINEFIELD’

Case overview

Since its founding in 2003, mining and green energy company, Fortescue, has grown into the world’s fourth-
largest iron ore producer, largely driven by the vision of its founder, Dr John Andrew Henry Forrest. While
Andrew Forrest champions sustainability, his leadership has drawn criticism due to high executive turnover
and allegations of a secretive relationship with an employee. The controversies surrounding the company cast a
shadow on its ESG efforts, including its commitment to achieve Net Zero emissions by 2040.

Fortescue’s aggressive business strategies also raised ethical and other concerns. The Iron Bridge project
faced significant cost overruns, prompting executive departures. Moreover, Fortescue expanded its Queens mine
operations without consulting the Wintawari Guruma people, leading to the destruction of over 70 aboriginal
heritage sites — later blamed on a clerical error. These incidents have drawn public and investor backlash.

The objective of this case study is to facilitate discussion of issues such as dominant founders; corporate
culture and ethics; board structure and composition; executive turnover remuneration policies; whistleblowing
policies; and sustainability.

Drilling down to Fortescue’s origins

Fortescue Ltd is a mining and green energy company headquartered in Perth, Australia, and is listed on the
Australian Securities Exchange (ASX). Founded by Dr John Andrew Henry Forrest (Andrew Forrest) in 2003,
the company has grown to become the world’s fourth-largest iron ore producer, with a valuation of A$60 billion
as of 2023, and reported underlying net profits after tax of US$5.7 billion in its 2024 financial year.> Employing
13,745 individuals,’ it has a minor business presence in over ten countries across Latin America.

Fortescue has two divisions: Metals and Energy. The Metals Division focuses on identifying global iron
ore deposits, exploring new fields, and developing green iron technologies. Meanwhile, the Energy Division,
comprising Fortescue Future Industries (FFI), Fortescue Hydrogen Systems, and Fortescue Williams Advanced
Engineering (WAE), aims to meet the global demand for green energy solutions, aviation fuels, green fertilizers,

* This case study was originally prepared by Bryan Soh Wei Xiang, Darshan S/O Rajanderan, Goh Yu Xuan, Jovan Lim Zhao Yu,
Kezia Tan Wen Yan, and Lau Kar Kei. It has been edited by Tan De-Reng, under the supervision of Professor Mak Yuen Teen,
with additional content added. The case was developed from published sources solely for class discussion and is not intended to
serve as illustrations of effective or ineffective management or governance. The interpretations and perspectives in this case are not

necessarily those of the organisations named in the case, or any of their directors or employees.
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and green shipping fuels. In 2024, the Metals division was the primary driver of Fortescue’s profits, accounting
for 99% of its total revenue.*

Fortescue Metals operates four major mines in Western Australia—Iron Bridge, Chichester Hub, Solomon
Hub, and Western Hub, each producing millions of tons of iron ore annually. To enhance its distribution network,
Fortescue wholly owns its rail and port infrastructure. In February 2023, Fortescue launched its first international
venture, the Belinga ore project in Gabon, via its subsidiary Ivindo Iron SA, marking a key step into the African
market.’ Fortescue Metals aims to eliminate fossil fuel usage at its mining sites through solar energy by 2030 and
achieve Net Zero emissions by 2040.°

Fortescue Energy develops technological solutions for hard-to-decarbonise industries and is advancing
projects such as green hydrogen initiatives in the USA and Australia, geothermal-based fertiliser production
in Kenya, and green ammonia ventures in Norway and Brazil. In partnership with Fortescue WAE, it is also
innovating battery systems for mining and transportation, including a battery-electric haul truck. Fortescue is
also a pioneer in green technology, establishing a manufacturing facility and innovation centres for electrolysis,
and collaborating with China Baowu to develop technologies for coal-free iron production.”

As of 31 May 2025, the top six shareholders of Fortescue are Tattarang Pty Ltd (35.17%), Valin Holdings
Group Co. Ltd. (8.76%), Capital Research and Management Company (4.97%), The Vanguard Group, Inc.
(3.46%), Emichrome Pty. Ltd. (3.03%), and Blackrock, Inc. (2.47%).?

Separation of Andrew and Nicola Forrest

Fortescue’s founder, Andrew Forrest, nicknamed “Twiggy”, came from a modest background. He spent the
majority of his early years working as a stockbroker at Kirke Securities and Jacksons.” It was during this period
that Andrew Forrest met his future wife, Nicola Maurice. The couple eventually married in 1991 and went on
to have three children.’” Andrew Forrest attained a PhD in Marine Science from the University of Western
Australia in 2019."

“I can remember meeting Nicola like this morning. We were holding a housewarming party for
all of Mums friends... This bouncy, energetic feminine form came dancing across the lawn,”

— Andrew Forrest'?

However, after 31 years of marriage, investors were shocked by the announcement of the separation of Andrew
Forrest and his wife in July 2023. This announcement came during the worst possible period - after Fortescue
experienced its second Chief Executive Officer (CEO) departure, Fiona Hicks, who only served six months in
the company’s management. Andrew Forrest reassured shareholders that their separation would not impact
Fortescue’s business."

“Nic and I are in lockstep on that — we are completely committed to Fortescue, to Tattarang,
all the objectives of Minderoo, we are completely united.”

— Andrew Forrest™

Before their separation, Andrew and Nicola Forrest’s jointly-owned the private investment firm, Tattarang,
and its philanthropic arm, the Minderoo Foundation. As of 2024, Tattarang and Minderoo remain substantial
shareholders of Fortescue, collectively holding 36.74% of the shares."” In June 2023, ahead of their separation
announcement, investors noted a major shift in Fortescue’s ownership structure, when there was a transfer of
220 million Fortescue shares, worth nearly A$5 billion, and about one-fifth of Tattarang’s stake, to Minderoo. '¢
Founded by the couple in 2001, Minderoo focuses on issues ranging from modern-day slavery to plastic pollution.
Reassurances were provided that Tattarang, which held almost 65% of the Forrest family’s total Fortescue shares,
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would continue voting in line with Fortescue’s board decisions.”” That same month, an additional 50 million
Fortescue shares were transferred to Nicola Forrest’s wholly-owned company, Coaxial Ventures Pty Ltd.'®

The share transfers resulted in Nicola owning a slightly larger percentage of Fortescue shares compared to
Andrew. While the couple maintains that the separation will not impact Fortescue’s operations, the ownership
shift has unexpectedly left Nicola with a major portion of Fortescue shares."”

Upon announcing their separation, the couple decided to split the assets evenly. While their reasons remained
private, allegations arose that Andrew Forrest had a secret relationship with an employee. These allegations were
later dismissed by Fortescue’s internal investigations.*

Fortescue’s governance and board of directors

According to Fortescue, five principles form the foundation of its decision-making process to ensure ethical
responsibility and sustainability: transparency, integrity, empowerment, corporate accountability, and stewardship.*'

It constantly reviews its board composition to maintain a well-rounded profile reflecting diverse skills,
ethnicities, experiences, genders, and ages. Fortescue has four main board committees: Audit, Risk Management
and Sustainability Committee (ARMSC); Remuneration and People Committee (RPC); Nomination Committee
(NC); and Finance Committee (FC).?

Based on its FY2024 annual report, Fortescue has ten directors. The executive directors include: Andrew
Forrest who is Executive Chairman and Elizabeth Gaines who is Global Ambassador. The non-executive
directors (NEDs) are Mark Barnaba, Lord Sebastian Coe, Dr. Jean Baderschneider, Penny Bingham-Hall, Dr
Larry Marshall, Yifei Li, Usha Rao-Monari, and Noel Pearson. Mr Barnaba is the Lead Independent Director
and Deputy Chairman.

Among the NEDs, Bingham-Hall has the most experience in mining operations, while Dr Baderschneider
has the most expertise in supply chain management. Other board members possess skills and expertise in areas
such as politics, finance and e-commerce. Pearson, a prominent indigenous leader and lawyer, is the newest
addition to Fortescue’s board, and has spent decades advancing aboriginal rights and other socioeconomic
initiatives.”® Figure 1 provides a summary of the Board in terms of gender diversity, geographic diversity and
tenure. Appendix A provides more detailed information on the composition of the Board.

Gender Geographic
diversity at diversity at 30T?::;82%t24
30 June 2024 30 June 2024

B Male M Female B WA Other-Australia M 0-3 years 4-6years M T+years
B Monaco M USA " China M Portugal

Figure 1: Breakdown of demographics among Fortescue’s board of directors as of FY2024*

Source: Fortescue’s 2024 Corporate Governance Statement

Despite pledging its commitment to instilling a strong corporate governance culture, Fortescue has faced
a barrage of criticisms regarding its governance practices, including questionable remuneration policies,
unexpected high-level executive departures, cost blowout on the Iron Bridge project, and dealings with
Aboriginal communities.
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Gold in the boardroom

In 2023, 52% of shareholders voted against the company’s annual remuneration report as they expressed “strong
feelings” about the company’s plan to give one-oft bonuses to some long-time executives.”® Gaines was slated
to receive A$1.98 million after stepping down from her role as CEO and resuming her position as an executive
director. She was also previously a member of Fortescue’s remuneration committee. Former Chief Financial
Officer (CFO), Ian Wells, was also slated to receive A$1 million after he left the company in January 2023.%
Fortescue’s annual report stated that these bonuses were “special recognition awards” for the executives’ respective
“significant and transformative achievements during their time with Fortescue””

Leading proxy advisory firms Corporate Governance International Glass Lewis (CGI Glass Lewis) and
Institutional Shareholder Services (ISS) recommended shareholders to vote against these remuneration packages
as money spent on retiring executives did not directly benefit shareholders.

“These payments are in excess of the remuneration structure. We note such ad hoc discretionary
payments on retirement are unusual among ASX 100 entities. These executive roles have also
been well paid historically as can be expected for such prominent roles. We struggle to see how
shareholders receive any value from these payments.”

- Vice President of Research and Engagement at CGI Glass Lewis, Philip Foo®

Analysts from ISS echoed Foo's sentiment, stating that Fortescue’s special recognition awards to senior executives
is not typical in large companies and falls short of sound remuneration governance standards.”

The 52% shareholder vote against Fortescue’s remuneration report, triggered the first strike under the
Australian Corporations Act “two-strikes” rule. Should a second strike occur (another 25% or more of shares
vote against pay proposals at next year’s annual general meeting), the board faces potential re-election.” This
mechanism empowers shareholders to check excessive executive pay. Fortescue’s Remuneration Committee
Chair, Bingham-Hall, acknowledged shortcomings, admitting the company had not “got all our remuneration
issues right”!

Gaines and Wells were not the only executives whose remuneration came into question. Long-serving director
Mark Barnaba, who has been on the board since 2010, drew criticism for his A$1.27 million fees,** which was
60% above the median for ASX 20 chairs and said to be disproportionate for a non-executive role. Notably, his
pay matched that of executive director, Gaines.*® Despite these concerns, Andrew Forrest defended the pay-outs,
insisting Fortescue gets “excellent value for money” from its leadership.**

Unearthing the “ore-some” rewards of mining

Fortescue’s executive remuneration framework for Key Management Personnel (KMP) seeks to blend fixed
compensation with short- and long-term variable components. It aims to offer market-competitive pay
benchmarked against ASX 25, 50 and 100 resource companies for KMPs in the Metals and Energy Group, while
aligning management incentives with shareholder interests. Short- and long-term incentives are distributed
according to the extent of achievement on a number of performance measures. These metrics can be broadly
categorised into two groups. For short-term incentives, they include operations, people and culture, and
individual Key Performance Indicators (KPIs). For long-term incentives, the focus is on total shareholder return
and key strategic measures.*

Fortescues Financial Year 2023 (FY2023) annual report revealed that the special recognition bonuses awarded
to Gaines and Wells were classified as “other payments” outside the standard remuneration framework.*® By
Financial Year 2024 (FY2024), the company had discontinued such exceptional remuneration, with no board
members receiving payments under this category in the most recent reporting period.”
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From the shaft to the C-suite: The remuneration committee

The purpose of the Remuneration and People Committee (RPC) of Fortescue is to provide assistance and
recommendations to the Board regarding key elements of remuneration including, but not limited to, remuneration
strategy, framework and KMP’s remuneration quantum.* Figure 2 shows the composition of the RPC.

Role Name Other Roles/Committees

Chairperson Penny Bingham-Hall Non-executive Director (NED)/ Audit, Risk management and
Sustainability Committee (Member)/ Finance Committee (Member)

Member Mark Barnaba AM CitWA Deputy chairman/ Lead independent director/ NED/ Audit, Risk

management and Sustainability Committee (Chair)/ Nomination
committee (member)/ Finance committee (Chair)

Member Lord Sebastian Coe CH, KBE | NED/ Nomination committee (Chair)
Member Elizabeth Gaines - joined Executive director/ Global Ambassador Fortescue/ Finance
from 1 Sep 2022 committee (Member)
Member Dr Jean Baderschneider NED/ Audit, Finance and Risk Management Committee (Member)/
Safety and Sustainability Committee (Chair)
Member Yifei Li NED

Figure 2: Fortescue’s Remuneration and People Committee as of 30 June 2024*

Source: Fortescue’s FY24 Annual Report

Fortescue’s RPC Charter mandates that the committee should have at least three non-executive directors, with
a majority being independent.* However, the company only designates a “lead independent director” without
explicitly labelling other directors’ independence in its FY2023 and 2024 annual reports and website. Barnaba
held this lead role until 28 August 2024, when Dr Larry Marshall assumed the position.*!

Barnaba’s independence faced particular scrutiny, with the Australian Shareholders Association (ASA)
commenting that due to Barnaba’s decade-long tenure, the “ASA guidelines do not consider him independent
any longer”. Fortescue acknowledged these concerns in its August 2023 ASX announcement about Barnaba’s
planned 2024 transition from the lead role.* While Australia’s Corporations Act 2001 sets no term limits for
directors, ASX guidelines recommend periodic independence reviews for those serving beyond ten years.* With
Barnaba’s independence being brought into question, his continued membership in the Committee would risk
violating the requirements of Fortescue’s RPC Charter.

Unearthing the secrets deep within the mines

Fortescue’s whistleblowing policy specifies the issues that can be reported under the whistleblowing hotline
and they include bribery, corruption, conflict of interest, fraud, theft, serious misconduct, dishonesty, danger
to the public or financial system, and an improper state of affairs in relation to Fortescue. Other issues such as
harassment, bullying, unlawful discrimination, and inappropriate conduct and behaviour should be reported
under the alternative “speak up” channel, meant for employees who have suffered personal workplace grievances.
Fortescue has also made it clear that employees are free to escalate issues to proper law enforcement bodies
should they feel the need to.** An eligible whistle-blower must have reasonable grounds to suspect that the
information they are disclosing is true.*

Should a whistle-blower feel that their anonymity may have been compromised, they can seek protection
from the Company Secretary, who acts as the Whistleblower Protection Officer (WPO). The WPO will prevent
Fortescue from taking any retaliatory measures against the whistle-blower. Further, as part of the policy’s
investigation guideline, any disclosures made through the hotline would be preliminarily reviewed by the
Whistleblower Investigation Officer who would decide if the allegations raised should be investigated.*s
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Sexual harassment claims

In early 2023, 34 sexual harassment claims were made to the whistleblowing hotlines at three different mining
sites.”” Andrew Forrest also came under fire after anonymous complaints alleged that he was in a secret
relationship with a Fortescue employee.* This coincided with the announcement of Andrew’s separation from
his wife, Nicola.

When Australias work safety regulator, WorkSafe Western Australia, demanded documentation of the
harassment cases, Fortescue initially refused to comply, leading to regulatory action. Subsequently, Fortescue
agreed to hand over the related documents, on the condition that the names of all parties involved were redacted.”
Meanwhile, Fortescue conducted its own investigations which resulted in the dismissal of over 60 employees
who were guilty of misconduct such as sexual harassment and bullying.*

Following an anonymous letter alleging that Andrew Forrest was guilty of misconduct and raising concerns
that he was engaged in a secret relationship with an employee, Fortescue’s Board promptly engaged law firm,
Seyfarth Shaw LLP, to conduct an independent investigation. The investigation concluded that none of the
matters in the letter were substantiated.” Andrew Forrest himself was excluded from the process as he was the
subject of investigations. Despite concluding no wrongdoing, Fortescue declined to release the investigation
report publicly.”

By December 2023, Fortescue had agreed to spend A$1.4 million on “strategies to address inappropriate
workplace behaviours in the mining industry”.>® In exchange, WorkSafe also chose to drop all charges related to
Fortescue’s noncompliance with its order to surrender documents relating to the 34 sexual harassment claims.*
A Fortescue spokesperson reiterated Fortescue’s commitment “to upholding the highest standard of workplace
health and safety”*

Revolving door

In 2023, Fortescue’s revenue decreased by 3%, leading to a decline in its share price.® There were three key
departures in one week:”” board member Guy Debelle left 17 months after taking up his position, CEO Fiona
Hicks left after 6 months, and CFO Christine Morris left after just 2 months.*®

Why Hicks left

Andrew Forrest stated that the sentiments behind Fiona Hicks’ departure were mutual and based on differences
in the company’s direction to grow its sustainability operations.”® The sourcing of iron ore, or being in the
industry of using depletable resources, has always been unsustainable.® In light of this, Fortescue has taken an
aggressive approach in order to reach a goal of zero emissions by 2030 - a goal that has been seen as especially
ambitious for its industry. Fortescue had already pledged A$9.2 billion to “fully decarbonise its mining
operations and supply its customers with a carbon-free product within eight years” before Fiona Hicks joined
Fortescue.!

Why Morris left

Morris resigned as Fortescue Mining’s CFO after just two months. She stated on LinkedIn that she had left her
position as “the role was not what I expected”. Andrew Forrest stated that her departure was her choice to either
be “on the bus or get off the bus”, regarding his plan to reinvent Fortescue as a renewable energy powerhouse.*

Why Debelle left

Non-executive director Debelle said that he learned enough from his experience at Fortescue and is now looking
ahead and moving on.® He had previously left the Reserve Bank of Australia to join Fortescue, citing the need
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to venture into renewable energy. This was the same reason he gave for joining the board of directors of Tivan, a
critical mineral company that is focused on sustainability.®*

Forrest: Nature vs nurture

“Forrest is an extremely activist founder as executive chair constantly insisting on “stretch
targets”, quick decisions and moving fast”

- Jennifer Hewett, Columnist at Financial Review®

Andrew Forrest has been reportedly difficult to work with. According to the media, “Andrew “Twiggy’ Forrest is
a demanding boss who expects staff to work as hard as him - and refers to women as ‘darl; ‘angel’ and ‘babe”™.*
Even as a child, he was remembered to be “difficult and disruptive in class, rude to teachers and disliked by many
of the boys”*” and was remembered to be “a bully”.® Forrest’s growth from a young boy to becoming the second
wealthiest man in Australia has ensured that people around him know that he will get what he wants.*

True to his reputation for being demanding and brusque, he had much to say about the departure of Fortescue’s
ex-CFO, Morris. He stated that “Ms Morris was “very lucky” to have been appointed chief financial officer in
June and had “just scraped in over an internal candidate — which was an error”.”° Upon Morris’ departure, CEO of
rival company Newcrest Mining, Sherry Duhe, publicly commented that Morris made a wise decision to leave.”!

“Ore-ganic” Mining?

Fortescue states that it integrates sustainability across all business operations, considering it vital for long-term
success. The CEOs oversee implementation, with support from the Sustainability Committee — chaired by Dr
Baderschneider - which reports directly to the Board.”” Additionally, Fortescue’s green energy division aims to
make renewable green hydrogen the most globally traded seaborne energy commodity.”

Fortescue organises sustainable development under three main pillars, namely People, Planet and Process,
with established performance metrics.” It leads industry climate change efforts through its Real Zero (complete
fossil fuel and offset elimination) by 2030 and Net Zero emissions by 2040. To achieve these goals, Fortescue
has embarked on efforts to decarbonise its Australian iron ore operations and is developing projects to globalise
its green products (iron, steel, hydrogen and ammonia). Fortescue is also actively developing methods that use
renewable electricity and green hydrogen to decarbonise its steelmaking process which traditionally relies on
coking and thermal coal.”

Aggressively mining for sustainability

“Carbon offsets are questionable, dangerous and far from a good investment for companies
hoping to reduce their environmental impact”.

— Andrew Forrest’

As an ecologist himself, Andrew Forrest concluded that out of all available carbon credits in the market, only
a mere 10% to 15% of them represent real reductions in greenhouse gases emitted. The use of carbon credits
obtained from tree planting or forest preservation projects to offset greenhouse gas emissions does not resonate
with his idea of “real zero’, and instead he intends to transform his business by using energy that is entirely
renewable and zero-carbon emitting technologies.””

Fortescue announced that starting from the current financial year, it will begin implementing a policy to
stop purchasing voluntary offsets, which accounted for a spending of US$6.2 million in the fiscal year 2023, and
the surrendering of 336,833 tons of credits.” In response to the opportunity to expand into green molecules
identified by Andrew Forrest, Fortescue Energy has ambitious plans to produce 15 million tons of green
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hydrogen globally using renewable energy by 2030. This is also accompanied by plans for five new energy
projects in 2023 ranging from Australia to Kenya, and venturing into battery and electrolyser production in the
United States.”

In a statement released on 21 November 2023, Fortescue’s board approved a Final Investment Decision on
three green hydrogen projects amounting to approximately US$750 million over the next three years. These
investments aim to represent the diversity in technology and geography of Fortescue’s projects.®

Rocky paths

“What we have now is a galloping herd of people who want to see this company go green. So,
if you want to step outside that, you're given a choice.”

— Andrew Forrest®!

However, Fortescue’s ambitions to become a green energy producer have received scepticism, with critics
questioning Fortescue’s ability to deliver its complex projects in new areas or even to garner enough demand for
its green energy products. Several executives left Fortescue, citing disagreements with the push into green sectors
following Fortescue Energy’s reported annual loss of US$617 million in its 2023 financial year.®> Among those
who left included the CFO of Fortescue Future Industries, Felicity Gooding, who resigned in July 2023 as the
Group was making the Final Investment Decision.*

The series of departures of Fortescue executives reignited long-standing doubts over Andrew Forrest’s
leadership and whether his aggressive sustainability strategies were compatible with the profit-driven structure
of Fortescue’s core business - iron ore. Concerns also arose regarding the amount of money directed to Fortescue’s
Energy sector. Contributing to this concern was Fortescue’s recent decision to remove its policy of allocating 10%
of its overall profits to the green-energy sector. The implication is that metals and energy projects will now have
to fight for capital on an equal basis. Fortescue executives reasoned that the removal of the policy comes naturally
following final decisions to be made on various energy projects which should compete for capital based on their
merits. However, analysts at Bell Potter Securities Ltd and Jefferies Inc. disagreed, stating that Fortescue’s capital
discipline have “gone out the window”. They warned that Fortescue risks prioritising lower-return green projects
over more profitable mining projects.®

The road to a greener future

“We're building a global renewable energy value chain with breakthrough green technology
for trucks, trains, planes, and ships. We're also leading the way in electrolysers, wind turbines,
solar panels, batteries, hydrogen fuel cells and the digital industry”

— Fortescue website as of 3 June 2025%

In the hope of meeting its sustainability goals by 2030, Fortescue has heavily invested in the research and
development of green fuel alternatives, including green hydrogen and green ammonia. These efforts are powered
by renewable energy sources, like solar and wind, further advancing Fortescue’s decarbonisation efforts.*

The following are some of Fortescue’s green energy initiatives and achievements of Fortescue in the FY2023
financial year:

e Fortescue developed a dual-fuel ammonia-powered locomotive prototype to Solomon where it
underwent field tests and preparation for mainline trials.*”

e In March 2024, Fortescue conducted a seven-week trial for an ammonia marine bunker operation in
Singapore’s port, using the Fortescue Green Pioneer, a dual-fuelled vessel. The operation tested the
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feasibility of liquid ammonia in the vessel’s piping and storage systems, leading to approval of ammonia-
diesel marine fuel for future use.*

e The Pilbara Energy Connect Project, alongside the Chichester Solar Gas Hybrid Project, will contribute
25% to Fortescue’s solar-power-driven stationary energy requirements by FY2025.%

e The Phoenix Hydrogen Hub Project refers to the acquisition and development of an 80 MW
electrolyser and liquefaction facility in Arizona, USA which will begin production of up to 11,000
tonnes of liquid hydrogen per year from 2026. Located near California, a primary heavy haulage
trucking route, it is positioned to introduce its green hydrogen products into the United States
domestic market.”

e The Gladstone PEM50 Project in Queensland, Australia will utilise Fortescue’s proprietary electrolyser
technology to begin production of green hydrogen at an industrial scale from 2025.”

e The Christmas Creek Iron Trail Commercial Plant Project will utilise existing green hydrogen
infrastructure to begin production of more than 1,500 tonnes of green iron annually from 2025.”

“Diversity in technology and geography at conservative scales for Fortescue projects reflects
our disciplined approach to learning while we do, prior to large scale investments”

- Mark Hutchinson, CEO of Fortescue Energy®

Despite Fortescue’s many green initiatives, its path has not been without challenges. In 2022, Andrew Forrest
pledged that Fortescue would be able to produce 15 million tonnes of green hydrogen by 2030 and eliminate
fossil fuels entirely from operations, whilst providing a large amount of green hydrogen to other firms. These
ambitious targets sparked scepticism, with many questioning their feasibility. Rachel Fakhry, a hydrogen expert
at Australia’s Natural Resources Defence Council, acknowledged Andrew Forrest’s intentions, but pointed out
that there are missing “key pieces to make a judgement on how good this ambition is”. Concerns also remain
about the long-term sustainability of green hydrogen production.”

“While Forrest surely will be judged as being on the right side of history in his crusade to slow
climate change, his extreme public relations escapades come with risks.”

- Elizabeth Knight, Business columnist®

Somecriticsargue that Andrew Forrest’saggressive’ push for green energyis driven more by profit than genuine
concern for sustainability, as reflected in business practices that prioritise market share over environmental
and social responsibility.”” While Andrew Forrest actively portrays himself as an environmentalist, his vision
for the green transition contrasts with that of the broader public. In the face of an unstable geopolitical
environment, where most would adopt a cautious stance, Andrew Forrest views this uncertainty as a great
opportunity to accelerate the transition to green energy.”® At a London business gathering in July 2023,
Andrew Forrest urged global leaders to disregard geopolitical tensions when determining how to distribute
technology and machinery needed by the world to reduce global carbon emissions. These instances reflect
his determination to maintain a competitive edge in the green energy sector, even in the face of global
instability.”

Beyond the ore

Ever since Fortescue announced its emissions reduction goals in FY2020,' it has gradually implemented various
sustainability strategies to reach its target. To better align management interests with these goals, Fortescue’s
FY2022 remuneration framework was modified to separate Executive and Senior Staff Incentive Plan (ESSIP) and
Long-Term Incentive Plan (LTIP) measures for Fortescue and its green energy arm, Fortescue Future Industries
(FFI). The ESSIP rewards key management personnel (KMPs) for meeting short-term stretch objectives,
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while the LTIP focuses on long-term growth and value creation, assessed over a three-year period. Further,
sustainability-related performance measures - such as green hydrogen, energy, and equipment projects - are
now key components of the FFI CEO’s ESSIP scorecard. The CEO’s KPIs also include targets like implementing

decarbonisation plans and meeting 2030 green hydrogen goals.'”!

Following Andrew Forrest’s appointment as Executive Chairman in August 2022, further changes have
been made to the FY2023 remuneration framework. Notably, the LTIP scorecard for FFI executives removed
an independent valuation component,'® which included valuation components that were not available for
public disclosure.'” This component, which previously accounted for 33% of FFI’s performance measures, was
redistributed to Total Shareholder Return, Emissions Elimination, and Strategic Measures.'” In the FY2023
ESSIP scorecard for FFI's CEO, 30% of the performance measures were determined by efforts undertaken to meet
105

the objectives of decarbonisation, transformation into a green industry and implementation of green projects,
compared to 20% in FY2022.'%

Iron bridge is falling down

In 2010, Fortescue launched the Iron Bridge Project, a high-grade magnetite venture in the Pilbara region of
Western Australia.'” Developed in two phases, it is set to be one of Australia’s largest magnetite projects'® and
aims to become Australia’s first magnetite project to operate using renewable energy by 2030.'” This project
is an unincorporated joint venture between Fortescue (60.72% stake), Baosteel Resources International
Company Limited (8.28% stake) and Formosa Steel (31.0% stake).'"® However, significant challenges arose
regarding the second phase of development, as it blew past the expected cost of approximately US$ 2.6 billion
to US$ 3.6 billion.""

Leadership cracks

On 16 February 2021, three senior executives from Fortescue resigned amid growing investor concerns over
significant cost overruns and extensive delays. The departing executives included Chief Operating Officer - Greg
Lilleyman, Director of Projects - Don Hyma, and Director of Iron Bridge - Manie McDonald.'"?

“To lose someone in this manner, so abruptly, points to a governance issue. It is surprising as
Lilleyman is an experienced executive, who can hold things together at an operational level”

— Peter O’Connor, Analyst at Shaw and Partners'?

Then-CEO Gaines attributed the departures to violations of company culture and values, also noting a
communication breakdown regarding the project. Peter O’Connor, an analyst at Shaw and Partners, highlighted
broader issues in management and decision-making, estimating a cost overrun of up to 35%.'"* By 31 May 2021,
the project had exceeded its budget by US$900 million, ballooning the total cost to a staggering US$3.5 billion.'"
In response, Gaines and Fortescue’s CFO, Wells, forfeited all their incentive payments for that financial year."'¢
Despite these setbacks, Fortescue reaffirmed its commitment to the project, emphasising the need for technical
optimisation and experienced leadership.

17 affecting around 380 contractor jobs,''®

The cost overrun led to the termination of major contracts,
though Fortescue sought to reassign affected workers where possible. While cost blowouts are not uncommon
in Australian Magnetite projects, such as CITIC Pacific Mining,'” these executive exits may point to deeper
governance issues. Production at Iron Bridge eventually began in May 2023, with reports estimating that the total

cost of the project amounted to A$6.2 billion as of May 2025.'%

After Gaines’ announcement about the senior executives” departures on 16 February 2021, Fortescue’s shares
plunged by as much as 6.3%."*!
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Digging deep into the sacred sites’ destruction

The relationship between the mining industry and Aboriginal Australians involves a delicate balance between
business interests and ethical obligations.'”> With a deep spiritual connection with the land,'* the Aboriginal
communities have a history of conflicts with industrial developments,'** particularly mining, accounting for over
24.7% of environmental conflicts.'” This persists despite legal protections, such as Section 18 of the Aboriginal
Heritage Act 1972,'* which requires approval from the Minister for Aboriginal Affairs if there are significant
impacts and harm to Aboriginal sites.'”” Fortescue’s involvement in controversies regarding the destruction of
sacred sites underscores the ongoing challenges in corporate responsibility and respect for indigenous rights.

The Wintawari Guruma people’s case

In December 2019, Fortescue applied under Section 18 of the Aboriginal Heritage Act to expand its Queens
mine, potentially destroying Eastern Guruma sites at Weelamurra Creek,'*® despite knowing that the Wintawari
Guruma Aboriginal Corporation (WGAC), had just been authorised to conduct cultural surveys there.'* Section
18 allows companies to apply for permission to disturb or destroy sites without seeking approval or consultation
from traditional owners."

However, by February 2020, further assessments confirmed that Weelamurra Creek housed culturally
significant sites."”’ The Aboriginal Cultural Materials Committee (ACMC), tasked with processing the Section
18 application, recommended postponing the approval, urging Fortescue to consult the WGAC first."*? In April
2020, Fortescue stated that it “does not intend” to follow the request, threatening legal action against the ACMC
if it did not make a recommendation to the Minister immediately.”** On 13 May 2020, the ACMC ultimately
granted Section 18 consent.'**

On June 9, 2020, Fortescue embarked on its Queen’s Mine expansion plan, which affected over 70 heritage
sites.'* Fortescue had state permission to clear the land in the Weelamurra Creek area, which belonged and is
significant to an Aboriginal group, the Wintawari Guruma people.’** While permission was given for the land
clearance under Section 18, there was an accompanying key condition that Fortescue overlooked: at least two
community elders must be there to supervise and salvage cultural artefacts.’*” Due to a manual transcript error,
Fortescue began land clearing prematurely on 1 February 2021 without the presence of the elders.'**

One-sided agreement

Adding to the tension, Fortescue delayed a A$1.9 million royalty payment to WGAC for a year, despite the
payment being tied to existing agreements on Eastern Guruma land."* This delay occurred after the WGAC
requested for further information about a proposed mining project.'* Although the payment was due on 31
January 2020, it was only made in early February 2021.'*

“Fortescue routinely withholds information from the corporation [WGAC], contrary to the
terms of our agreement,”

- Joselyn Hicks, WGAC Director'*

WGAC urged Fortescue to reconsider its approach, as the proposed mining areas encompassed numerous
sacred sites.'*® Fortescue responded that royalty payments would only be made once the mining lease was
signed, effectively leaving WGAC with little leverage to protect these culturally significant areas.'** Over the
following year, WGAC issued six notices to Fortescue that they had violated the existing agreements,'** but,
without enforceable penalties, WGAC gave up on this form of protest.'** WGAC director, Joselyn Hicks, stated
that WGAC was at times forced to plead with Fortescue to spare their sacred sites. In contrast, Fortescue’s then

CEO Gaines emphasised that Fortescue took its relationship with traditional owners seriously.'’
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Too little, too late?

On 24 February 2021, Gaines apologised for the breach in legislation and took steps to rectify the situation.'*® She

attributed this oversight to an administrative error. However, the damage had already been done.'*

“I have spoken to Wintawari Guruma Aboriginal Corporation (WGAC) Chairman Glen
Camille regarding this incident to personally express my regret and sincere apology on behalf
of Fortescue”

- Elizabeth Gaines, Former CEO of Fortescue'”

WGAC expressed its disappointment with Fortescue’s actions, especially after extensive negotiation for the
Aboriginal elders’ presence during the land clearance, which WGAC took as ignorance for the Wintawari Guruma
people’s cultural heritage. WGAC’s chairman, Glen Camille, urged the government to prosecute Fortescue, and
an official investigation treated with the highest priority by the Department of Planning, Lands and Heritage was
launched.” Findings show that 0.73 hectares were cleared by a bulldozer driven by a Fortescue employee after a

“communication breakdown and a failure to follow internal protocols”!*

On 27 November 2021, Fortescue pleaded guilty to two counts of breaching Section 18 of the Aboriginal
Heritage Act 1972.'** Fortescue has since introduced several measures to mitigate the risk of human error and
prevent the repeat of similar incidents in the future.”*

A happy ending

On the same day of the incident, Fortescue halted the clearing and promptly informed the authorities.'>
Eventually, the prosecutor concluded that no Aboriginal sites or objects were damaged.'”® The authorities
acknowledged Fortescue’s swift action to correct the mistake, and the Wintawari acknowledged and supported
Fortescue’s corrective efforts.'™” A letter to the court from the Wintawari confirmed that they worked together
with Fortescue for six months to recover and preserve cultural artefacts from the site, expressing satisfactory
outcomes.'*®

On September 2021, approximately seven months following the incident, Fortescue and the WGAC entered
a joint venture, valued at A$500 million and set to last ten years."” They will focus on mining iron ore in the
Eastern Guruma country, including the initial site of the incident, signalling reconciliation and collaboration
between the two parties.'®

Pebble-sized punishment

Fortescue was initially fined A$10,000 with a suspension period of twelve months for each of the two
offences. However, since Fortescue had no prior convictions under the Act, they would be exempt from
paying any fines if no further offences occurred within a year.'' Fortescue had to cover A$3,000 in legal

162

expenses incurred by the Department of Planning, Lands, and Heritage.'®> The imposed penalty was modest

in contrast to the maximum fine of A$50,000 for a first offence, especially given Fortescue’s massive scale of

operations.'®®

After the dust settles

After a rocky year filled with ups and downs, will Fortescue finally see through all the fog? As Andrew Forrest
trudges down the unpaved path towards his sustainability goals, investors look to see when the next high-level
executive will leave, and when the next stone will get thrown at the mining company. But for all we know,
Fortescue will always have its one and only “Twiggy” to turn to.
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Discussion questions

1. What are the pros and cons of a company with a dominant founder like Fortescue?

2. Discuss the impact of the ownership structure of Fortescue on Fortescue’s corporate culture and corporate
governance.

3. How can family issues affect the corporate governance of a family-controlled company like Fortescue and
how can a family mitigate the risk of family governance adversely affected the business?

4. Critically evaluate the board structure and composition of Fortescue as of FY2024.

5. Discuss the high turnover of key executives at Fortescue and how this might affect the company. In the case
of Fortescue, do you think the executives should have left or be made to leave?

6. Evaluate the remuneration policy for senior executives of Fortescue. Discuss the rationale for giving out
“special recognition bonuses” to high-level executives who left the company and the problems associated
with such payouts.

7. Evaluate the actions undertaken by Fortescue towards achieving its sustainability goals and how the company
links sustainability-related factors to executive remuneration. What are the key considerations in integrating
sustainability-related factors into executive remuneration?

8. Evaluate how effectively Fortescue managed its relationships with the Aboriginal communities affected by its
operations. How can Fortescue better align sustainable mining practices and respect for indigenous rights?

9. What are the key attributes in an effective whistleblowing policy and factors that affect its effectiveness?
Evaluate Fortescue’s whistleblowing policy and its effectiveness.
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APPENDIX A: Fortescue’s Board Composition as of 30 June 2024'%*

Board Composition Summary as of 2023

Dr Andrew Role » Executive Chairman
Forrest AO « Founder of Fortescue, Minderoo Foundation, and Tattarang
Committee | - Nomination Committee (Member)
« Finance Committee (Member)
Notable « A global business and philanthropic leader, Andrew Forrest is focused on
Experience ending fossil fuel reliance and addressing global challenges such as climate
change, modern slavery, and plastic pollution. Under his leadership, Fortescue
has become one of the world’s largest iron ore producers and a leader in
green technology. He holds a PhD in Marine Ecology and has been recognised
with numerous honours, including appointment as an Officer of the Order of
Australia.
Mark Barnaba | Role » Lead Independent Director (since Nov 2014)
AM CitWA + Deputy Chairman (since November 2017)
- Non-Executive Director (since 2010)
Committee | - Audit, Finance and Risk Management Committee (Chair)
- People, Remuneration and Nomination Committee (Member)
- Safety and Sustainability Committee (Member)
Notable « Barnaba has a distinguished career in finance and corporate advisory. He has
Experience served two terms on the Reserve Bank of Australia’s Board and chaired its audit
committee. He founded GEM Consulting and Azure Capital and held senior
roles at Macquarie Group. He holds an MBA from Harvard Business School (as a
Baker Scholar), and an Honorary Doctorate of Commerce. He is also an adjunct
professor in finance and has extensive board experience across commercial and
nonprofit sectors.
Elizabeth Role « Executive Director (since June 2023)
Gaines » Global Ambassador (since August 2022)
Committee | - Not involved.
Notable « Formerly Fortescue’s CEO and CFO, Gaines has extensive leadership experience
Experience across listed and private companies, particularly in the resources sector.
She has been instrumental in Fortescue’s decarbonisation strategy. Gaines
holds a Master of Applied Finance from Macquarie University and is a Fellow
of Chartered Accountants ANZ. She has received multiple national awards
for business leadership, and has been ranked second in Fortune magazine’s
businessperson of the year in 2020.
Lord Sebastian | Role + Non-Executive Director (since February 2018)
Coe CH, KBE
Committee | - People, Remuneration and Nomination Committee (Member)
Notable + Lord Coe is globally recognised for his leadership in sport and governance. He
Experience chaired the London 2012 Olympics, serves as President of World Athletics, and

is a member of the International Olympic Committee. A former UK Member
of Parliament and member of the House of Lords, he brings vast experience
in public service and international sport. He is Chancellor of Loughborough
University and holds honours for both his athletic and administrative
achievements.
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Board Composition Summary as of 2023

Dr Jean Role « Non-Executive Director (since January 2015)
Baderschneider
Committee | - Safety and Sustainability Committee (Chair)
» People, Remuneration and Nomination Committee (Member)
« Audit, Finance and Risk Management Committee (Member)
Notable « DrBaderschneider brings over 35 years of international experience in supply
Experience chain management, strategic sourcing, and sustainability, having served as Vice-
President of Global Procurement at ExxonMobil. She holds a Master’s degree
from the University of Michigan and a PhD from Cornell University. A prominent
advocate against modern slavery, she serves on numerous global boards
including the Global Fund to End Modern Slavery, and the UN COP29 advisory
committee.
Penny Role « Non-Executive Director (since 2016)
Bingham-Hall
Committee | - People, Remuneration and Nomination Committee (Chair)
« Audit, Finance and Risk Management Committee (Member)
- Safety and Sustainability Committee (Member)
Notable » Bingham-Hall has over three decades of leadership experience across
Experience infrastructure, mining, and property industries. Formerly Executive General
Manager, Strategy at Leighton Holdings, she has served on the boards of several
major ASX-listed and public organisations. Her governance work reflects a
strong focus on sustainability, Indigenous employment, and workplace safety.
She holds a Bachelor of Arts in Industrial Design and is a Fellow of the Australian
Institute of Company Directors.
Dr Larry Role - Non-Executive Director (since August 2023)
Marshall, FF,
FAICD., FAIP. Committee | - Audit, Finance and Risk Management Committee (Member)
FTSE - Safety and Sustainability Committee (Member)
Notable « Dr Marshall is a physicist, innovator, and entrepreneur, best known for
Experience | transforming the CSIRO during his tenure as its longest-serving Chief Executive.
He has co-founded six high-tech companies and served on 20 boards across
Australia, the US, and China. He holds a PhD in Physics, has published over
100 papers, holds 20 patents, and is a Fellow of the AICD, AIP, and ATSE. He
is an advocate for science-driven economic growth and author of a book on
innovation.
Yifei Li Role » Non-Executive Director (since August 2022)
Committee | - People, Remuneration and Nomination Committee (Member)
Notable - Liis a business leader with significant experience in expanding global
Experience companies in China, having held senior roles at Viacom, MTV, and Publicis

Group. She was formerly Country Chair of Man Group in China and served as a
Global Trustee of the Rockefeller Foundation. She holds a Bachelor of Law from
the Foreign Affairs College in Beijing and a Master’s in International Relations
from Baylor University. She currently serves on the board of BlackRock China.
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Usha Rao- Role « Non-Executive Director (since January 2024)
Monari

Committee

Audit, Finance and Risk Management Committee (Member)

« Safety and Sustainability Committee (Member)

Notable Rao-Monari has over 25 years of leadership in infrastructure investment and
Experience environmental finance, with senior roles at the United Nations, Blackstone
Group, and the International Finance Corporation. She is active on several global
sustainability advisory panels. She holds a Master’s in International Affairs and
Finance from Columbia University, a Master’s in Management from Jamnalal
Bajaj Institute, and a BA in Economics from Delhi University, with additional
executive education from Harvard Business School.

Noel Pearson Role « Non-Executive Director (since August 2024)
Committee | - Notinvolved.
Notable « Pearson is a leading Indigenous advocate, lawyer, and policy reformer from the

Experience Guugu Yimithirr community of Cape York. He co-founded the Cape York Land
Council and was instrumental in shaping the Native Title Act following the Mabo
decision. A graduate in History and Law from the University of Sydney, he leads
initiatives in education and empowerment and continues to be a prominent
voice in Indigenous constitutional recognition and policy reform.
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