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THE INVOLVEMENT OF PENSION FUNDS

IN MANAGEMENT OF INVESTEE COMPANIES

LUCIANO CARVALHO VENTURA

Over the last few years, several Brazilian pension funds have changed significantly and now more closely administer their permanent corporate investments.  They hold seats on these companies’ board of directors and shareholders appointed audit board, in order to better monitor these companies’ business activities and to influence their management.  This new approach follows a worldwide trend which began in the USA, and is also in response to the demands of pension fund associates for more efficient administration of their assets.

Unquestionably, there are many ways to monitor investments.  Nevertheless, it is certain that a more in-depth supervision of the companies in which investments are held via membership of its boards, not only aids in improving the decision process regarding additional investments or even the sale of investments by the pension funds, but it also enables the representatives of these funds holding seats on the boards to make important contributions to the progress of these companies’ business.  This maximizes returns. It must always be borne in mind that rights exist to be exercised and, if a pension fund has the right to indicate a member or members of the boards of its investee companies, it should do so, under penalty of its administrators later being challenged by the associates for failing to exercise a legitimate right which unquestionably contributes to more efficiently administered investments.

In practice, the work of pension funds in these companies is only possible and beneficial to themselves and the investee companies, if a) these companies have at their disposal the means for shareholder management - a board of director and an audit board - which are appropriately structured, considering the nature of the respective business, its current and projected size, the qualifications of the members, the political aspects involved, the current board of executive officiers, and, lastly, the information and control systems available within the company; and b) the pension funds appoint qualified and ethical board members.

The model for pension fund involvement in corporate boards is intrinsic to the growing trend to separation between ownership and administration in today’s business world.  This has professionalized the executive directorship of these companies which, in the context of this model, consist of individuals who are always recruited and evaluated according to market criteria.  In other words, pension funds are involved solely in the corporate boards, and leave the conducting of these companies’ operations to the professional executives, all of them recruited from within the market.

The trend to the involvement of pension funds in company boards became more marked as a result of the Brazilian Government’s privatization program.  Usiminas, elected Company of the Year by Exame in 1995, was one of the first Brazilian companies to have pension fund representatives on its board of directors, as early as 1991.  Since then, the number of companies with pension fund representatives on their boards has not ceased to grow.  Although no official information exists, estimates show that some billions of Brazilian pension fund reserve dollars are invested in companies who have representatives of such funds on their boards.  In turn, these same estimates show that over seventy (70) pension fund member now sit on the boards of more than twenty-five (25) companies in Brazil.  The function of these representatives is, in fact, that of managers and trustees of an immense sum of long-term savings of thousands of Brazilian pension fund associates.

On analyzing the results of this relatively new role of Brazilian pension funds as corporate investors, we encounter several success stories or, at least, the reversal of problematic situations, in the areas of companies who have pension fund representatives on their boards.  Among these, the most prominent are Usiminas, Acesita, Perdigão, Embraer, Companhia Siderúrgica Nacional, and Eluma.

But what is the aim of the pension fund representative in his/her capacity as a company director?  The same, in fact, as any company director, which is to be actively involved and to positively contribute to management’s efforts to maximize the company’s value in the capital market.  In this context, the function of board of directors is mainly to formulate and monitor the company’s business strategies, and to select and evaluate its executive management since the latter are responsible for preparing and implementing the operating plans resulting from the corporate strategy previously defined by the board of directors.  In turn, the work of the audit board members mainly consists of monitoring the work of the directors and officiers and ensuring that all legal and statutory obligations are discharged.

And what about the characteristics of such corporate directors? Does the ideal profile exist? The answer is yes.  The professional most likely to succeed as a company director has as many as possible of the following attributes: a) a solid background and performance in his/her specialization; b) an overall knowledge of company administration; c) a strategy based perception of business; d) political skill in relating to corporate cultures and individuals; e) a background in company boards or similar executive groups; f) in-depth knowledge of the capital market and shareholder relationships; g) the diversified relationships of the business community in general; h) international experience; and i) will have held executive positions.

Several Brazilian pension funds have, for some time, been aware that the professional and ethical performance of their representatives on these boards, can significantly increase these companies’ profitability and market value.  They also know that, in order for this to occur, these representatives must be highly qualified to perform the demanding and complex functions of a company representative, and, lastly, that the presence of qualified board members is the only and secure manner of ensuring a continuous influence on company management.

PREVI - Caixa de Previdência dos Funcionários do Banco do Brasil, was the first Brazilian pension fund to become actively involved in corporate governance and, today it is widely represented on the boards of several companies in which it holds investments.  In keeping with its pioneering philosophy, it has put into action a program for monitoring and training the directors it has proposed to the companies in which it is a major investor.  Begun in 1994, this program is targeted towards clearly defining the role of the directors indicated, in conjunction with developing their skills and maximizing their qualifications.

In conclusion, pension funds have the right to and should become actively involved in the boards of companies where they are major and permanent investors, in order to monitor and increase profitability.  However, for this work to be effective, it must be carried out by highly qualified board members.  The more this trend increases, the more pension funds will be sought out;  not just for their vast and steadily growing capability to allocate long-term savings to corporate activities, but also for their capacity to aggregate high level management in the boards of these companies, a skill of increasing importance in today’s business world.
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