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Just a decade ago, we had just first
heard the term “Bansat Phiban” which
came from English term, “Corporate
Governance”, in our country. It was
particularly mentioned during the
eruption of economic crisis. Some
claimed it attributing to the said crisis,
that is, an absence of good corporate
governance had a hand in its fate.

To the author remember, involved
persons attempted to coin the word

in Thai. Some called “Thammarat and
Thammapiban” but the most official one
was “corporate governance” to which
the Stock Exchange of Thailand (SET)
gave the definition in January 2000 as
follow.

“A system having structure and process of leadership
and corporate control to establish the transparent
working environment and to enhance the company’s
competitiveness to preserve capital and to increase
shareholders’ long-term value by taking into consideration;
business ethics, the interests of other stakeholders and
society.”

Now, let's hear other most-mentioned definitions which
entail various perspectives. To Sir Adrian Cadbury, UK,
corporate governance is defined as the systems by which
companies are directed and controlled for their activities.
The system may include work responsibility specifying
what each individual should pursue and accountability of
each other and how. Also, auditing and balance of power
which refer to supervision and control systems in order to
create a balanced power, are laid out.

The Institute of Internal Auditors, USA defines the
process of corporate governance as the steps of practices
for the representative of stakeholders of the organization
to manage risks and control process managed by
management.
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The OECD Principles of Corporate Governance states
that the corporate governance involves directing and
controlling processes through specifying the distribution
of rights and responsibilities among different participants
in the organization - such as the board, managers,
shareholders and other stakeholders - and laying down

based on the objectives of the organization.

To answer why corporate governance is needed for
a closer examination, one needs to refer to the concept
that all established business have a main goal to reap
ultimate benefit for the shareholders and create “added
value” to the business. Given that, the shareholders
or the business owners expect satisfactory return on

in order to achieve such objectives for maximum returns
regardless of any impact on any individual. Albeit some
businesses may accomplish business goals from such
business conduct regardless of any consequences, the

to create value over the long term. Good governance

added value to the business and maximizing return to

To summarize, according to its general principles,

the corporate governance will ultimately result in
value or added-value to the business and shareholders.
To prove the theory or the idea, a myriad research has
been undertaken with a bid to uncover relationship of
corporate governance mechanism and added value
through the use of economic value added (EVA), stock

value or financial statements as indicators.
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Explains relationships
among agents who are
delegated by business
owners and stakeholders
to manage business

and thus demands good
corporate governance.
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returns they gain are merely short-term which are unable

the rules and procedures for decisions - making primarily

investments. For some businesses, they will do everything

or corporate governance then comes into play in creating

the shareholders who own the business and stakeholders.
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There are also theories describing mechanism in
corporate governance underpinned by human behavior
and organization which extrapolates motivation of the
management in its misconduct for example, creative
accounting for transferring undue economic benefit of
shareholders to the management. One of the theories
is Agency Theory developed by Jensen and Meckling
in 1976.

The Agency Theory holds that the business owner
cannot manage the business alone and has to assign
another party to manage business for them. This theory
demonstrates the relationship between agents that
occurs between two parties. Namely, a principal is
the person delegating authority and the agent is the
person to whom authority is delegated. As long as the way
the manager - the agent - is making investment decision
to reap highest return is entirely consistent with the way
they reap highest benefit for shareholders, the relationship
between the shareholders and the management is
effective. But when the interest and objectives of
the shareholders and management are incongruent,
the agency problem then arises.

To put it simply, the rationale of corporate governance
is grounded in agency concept i.e. the business is
managed under supervision of the board which is
designated by the business owners or shareholders.

While the board specifies strategy in achieving business
objectives, the manager is employed to supervise the work
and employees in executing such strategies.
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Each established business
has main objectives to

reap ultimate benefit

for shareholders and
added-value to the business.
In fact, the mainstay of

the business which is not
less vital than price is “value”
of business operation.
Corporate governance is the
key mechanism to realize
such goal as well as create
sustainability for the business.
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For small business, the investor and management
is usually the same person. If a management mishap
occurs, the investor or management needs to hold the
responsibilities alone. But when the business grows and
expands, its investment is secured from other investors or
other interested parties which is why the business involves
more stakeholders. An expansion of the company at
a significant level definitely affects the management style
which is contingent upon the professional management
hired to run the business with an aim to optimize value
of the business. The Agency Theory holds that if the
managers run the business at best without benefit gain for
themselves and their partisan, the value for the business
and stakeholders can be maximized. Nevertheless, in the
management, a number of hindrances related to manager
or agent can occur, for instance, incompetence and lack of
devotion of management or management attempt to gain
benefit for their own or their partisan.

As for business relationship, it is mainly relationship
between the principal and those who are employed as
the agents i.e. the principal hires the agents and pay the
fee for managing business and the agents must report the
operational performance, financial status for which they are
accountable and deliver benefit to the principal. Separation
of business ownership from management builds into the
legal premise as agents. The business relationship among
directors, management and shareholders are responsibility
based on trusts and reliability upon each other. As the
directors are equipped with responsibility assigned from
the shareholders and management are responsible as
required by the board and shareholders, such separation
may lead to conflicts of interest. In this regard, corporate
governance thus comes into play.

Then what are the key tools of corporate governance to
realize added-value for the business? Let's further discuss
on that in the next issue.
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