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 The Corruption Challenge

« Fighting Corruption through Collective Action
— What is Collective Action
— Implementing the Collective Action Initiative

» Collective Action in a Compliance framework
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The Corruption Challenge: Cost of corruption

©2008 Grant Thornton UK LLP. All rights reserved.



The Corruption Challenge: Constraint to Business

% of Firms Identifying Corruption as a Major Constraint
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The Corruption Challenge: The Dilemma

They fear that they cannot win projects on the meri  ts of
their bids alone and thus engage in corruption,

thereby contributing to its spread.
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Anti-Corruption Solutions:

Collective Action Is an advanced step

Collective Action is the Phase 3 in implementation

2. External

1. Internal

Assess risks

. takeholders *via
Implement an

. neutral facilitators and
policies and o o
initiate joint activities to
programs

fight corruption

Provide ¢

Even companies that have
implemented internal measures
to fight corruption may fear
competitive disadvantages or
lack the leverage to change the
business environment through
their individual action...

*  E.g. NGOs, business associations Source: Global Compact — Business against Corruption, a framework for action, 2006
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Collective Action Increases

Individual action

the impact of

Key characteristic

Collective action usually
involves various
stakeholders

FAEAREE iy
BER e

Companies
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"Collective Action”

Is an advance step to fight ‘corruption’'.

Is a collaborative and sustained process of
cooperation between stakeholders.

Increases the impact and credibility of individual
action.

Brings vulnerable individual players into an alliance
of like-minded organizations.

Levels the playing field among competitors.

May complement, or temporarily substitute for and
strengthen, weak local laws and anti-corruption

practices. —~——

BUT: Collective Action is not easy or quick, and

requires patience, hard work and expertise.

Needs to be adapted based on specific challenges/ circumstances in country/ industry context



Implementing Collective Action: Types

« Types of Collective Action

Applications Degree enforcement
. : Ethical commitment External enforcement
Project / transaction

based agreement Intearity pact
L Anti-corruption declaration grity p .
_ _ o _ Formal, written contract between
Anti-corruption principles bind customer and bidding companies

signatories to not engage in

corruption during project Bidding and implementation

) _ processes monitored by external
Public commitment leads to monitor

enforcement 'by honor' and

peer pressure Sanctions apply in case of violations

Principle-based initiative rtifying business coali tion

Long-term initiative

Ethical principles bind Compliance-related
Business coalition signatories to not engage in prerequisites for membership
corruption in the daily business Adoption of membership
- Public commitment leads to requirements checked by external
- enforcement 'by honor* audits

Initiative can advocate anti- Members get certified or will be

- - corruption with government excluded

©2008 Grant Thomto;m&s&flgg'&lprr%ﬁ{e%g{%%s_ are |IIust_rat|ve of the many dlfferent varilatlons_ of cc_)llec_t|ve action that exist. Individual facts and
circumstances will define the best option for a given potential collective action situation.



Project / transaction based agreement: Integrity Pact

Integrity pacts help increase transparency in
projects

Concept was developed by
Transparency International

C) in the 1990's
Concept of Integrity Pacts m
. External monitor
Objectives Monitors all transactions, documents and meetings
Informs customer in case of violations
Preventive measure to Monitors
reduce risk of corruption ~gg
by increasing transparency
of individual projects and Signs & Integrity Pact Sign &
business transactions Customer performs contract perform |
Create level playing field (Government entities Formal, written contract to { .:ﬁ-‘ﬂ'
among bidding companies | or large companies) establish mutual rights and r| un =
by external monitoring of Commits that Ob"?aﬂons beéV\l/)e_gg
- customers and bidders
procsasses Zg:f:g{ gres will not Introduced at pre-tender Bidding c?mpames
Provide consequences for solicit bribes & phase Commits that employees
corrupt behavior enforces policy Principles: will not offer, pay, accept or
Help protect participants Allows external Transparerjcy solicit bribes, or colllfdel
from improper demands monitoring mg gcr’iggft'on Allows external monitoring
Send a visible anti- Discloses relevant EFair busir?ess conduct Discloses expenses related
corruption message to the project information Sanctions apply in case of to offer preparation
public Often initiates the infringement of contract Cooperates in case of
Integrity Pact Dispute resolution through violations
arbitration
©2008 Grant ThorntSPUICE; FransparencyJnigrnational 7




Characteristics of an external monitor

External monitor

Who nominates external monitor

Tasks and authority

O

Is subject matter expert or has
access to experts

Has no conflicts of interest and
is trusted by all stakeholders

Has good general reputation
and credibility

Must not see role as
opportunity to promote career

Does not seek high project
visibility
Long-term availability

Facilitator, as independent third party,
nominates external monitor

Customer / government needs to trust
the nominated person, but must not
nominate external monitor itself to
ensure independence

Who pays

Customer decides who pays and how

Monitor costs and expenses can be
included in overall project cost

Costs are transparent and reasonable

Where to find appropriate candidates

NGOs/ 10s

Universities (active or emeritus
professors)

Independent institutions
(e.g. Society of Civil Engineers)

Participates in all meetings (bilateral +
multilateral) at all project stages

Receives tender documents and all
offers for transparency-focused review
(and not from general business
perspective)

Participates in all communication

(e.g. copied in emails as ‘cc’)

Issues final report documenting tender
process / decisions

Asks questions for clarification
("Why...?")

Informs customer about any
irregularities and seeks changes/
remediation

As a possible consequence, external
monitor could announce that he/she
will withdraw from the project if
transparency is not ensured
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External monitor is

“witness, not decision
maker in the process"




Reaching out to potential facilitators is an

advisable practice for Collective Action

Examples of potential facilitator candidates

n Transparency International www.transparency.org

Recognized AmCham (American Only local sites,
individuals Chamber of Commerce) e.g. www.amcham.de

FIDIC (International Federation
of Consulting Engineers)

www.fidic.org

ICC (International Chamber

www.iccwbo.org
of Commerce)

International Business Leaders

Forum www.iblf.org

CIPE (Center for International
Private Enterprise)

'..._
saial[[] fahs

www.cipe.org

Additional facilitator sources can be found at
www.fightingcorruption.org

BUSINESS ANTLCORRUPTION PORTAL
z e Y

Business
Associations

NGO: Non-Governmental Organization
©2008 Grant Thornton UK LLP. All rights reserved.



How can a company decide if Collective Action is

appropriate for its particular situation?

Decision tree

START

Is corruption a
major risk for your
company? *
-High risk country
- High risk sector
- High risk
transaction

IS M

Does your
company have
an anti-
corruption
policy and
procedures?

~RE-

0 “Collective Action — yes or no?”

Do all your
competitors
have anti-
corruption
policies and
procedures in
place?

Are there
reasons to

doubt that the
>customer (govt.

or company)
will conduct a
fair tender?

No need for Collective
Action —continue doing
business consistent
with law and internal
compliance policies

Implement internal
anti-corruption
policies and
procedures

No or don’t
know

Promote
Collective
Action

Did other
companies
express

willingness to

fight
corruption?

4@

Are there

Promote
Collective
Action

local
facilitators
or other
corruption
initiatives?

Consider
other
possible
responses
(slide 57)

—i3

* Decision should be made by, or with the involvement of, the internal compliance / risk assessment team in corporate headquarters. Various
sources for country specific assessment are given on slides 62 - 64
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Decision tree 2 nelps decide between project bas ed or

long-term Collective Action initiatives

Decision tree 9 “Which type of Collective Action is appropriate for me?”

Is customer Project / transaction
Are tender documents - . based initiative
. —>m—> willing to fight —W : i
already finalized* corruption? (slides 38 -50)
= - I
7 v >
Do you face Do any appropriate
corruption risk in a business coalitions _
particular project already exist? Join coalition and
or in general?* setup anti-
corruption
initiative Long-term initiative
: : : (slide 55) > (slides 38-40 and 51- 56)
Did major companies
express their will to
fight corruption in e
respective country / Mge__t ||
sector? | started (slide 38)
* high-risk country or v Prerequisites for Collective
e Are any potential . Action not in place
high-risk sector facilitators available? ' (refer to slide 57 for suggestions

how to deal with this situation)
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Collective Action:

Practical Success stories

 Examples of existing collective action initiatives

Ethical commitment External enforcement

Integrity pact

Project / transaction Anti-corruption declaration
based agreement

Mexico

Frankfurt suburban train

waste
incinerator
(slide 69)

Berlin
airport

EMB Bavarian
construction
industry

"Empresa
Limpa"
Brazil

Long-term initiative

Business coalition

China
business Pacto Etico
leaders Comercial

forum Paraguay

©2008 Grant Thornton UK LLP. All rights reserved.

Principle-based initiative Certifying business coalition




The Integrity Pact implemented in Berlin Is

considered a best practice example

Case example: Integrity Pact at Berlin airport

Berliner Customer / _ ) \ Main achievements
Flughifen | Principal Flughafen Berlin Schonefeld GmbH

—————————————————————————————————————— The involvement

of external
Project Construction of a new state-of-the-art airport south monitors helped
description of Berlin to replace the existing ones to re-start the

tender process,
which had been
stopped due to

Large project volume of 2 billion EUR the high amounts
ﬁpeCTC First case in Germany where third party is of the originally
Ci Sat‘ircasc ;r' monitoring tendering process submitted bids.
Integrity Bidding companies have to make sure that their
Pact suppliers adhere to the principles and also sign

the contract

Source: FBS GmbH, newspaper articles
©2008 Grant Thornton UK LLP. All rights reserved.



Web Portal: Value added anti-corruption resource

WORLD BANK INSTITUTE

Promoting knowledge and learning for a better world

www.fightingcorruption.org
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Business Fighting Corruption
a resource center for business

| Welcome \‘z Business Case Guide Resources Case Summary About Contact

"Governance & Anticorruption
is everyone's business."

Robert Zoellick, President of the World Bank Group,

mber &

This website was developed as an anti-corruption resource for business. It explores and EeatiireT

details the constructive role that business can play in fighting corruption and how this can be

done jointly with other companies and stal:eholders - an approach called *collective action®, @ :-.?: ::;“P::tifli SAIEUSE
Qrganizations and individuals are already successfully using collective action today, working S e Rl'jugers._. e Tartar
with business associations, civil society, media, government departments and other International Private
stakeholders. The results are increased competition, improved transparency and less Enterpriz

corruption in many geographies and business sectors. Society has benefited, as have the m] Six corruption challenges
businesses which have been provided more reasonably priced and higher guality goods and for the private sectar

by Craniel Kaufrmann, Warld

services — with the costly and inefficient effects of corruption reduced or eliminated. :
Bank Institute

Summaries of many of these past and present collective action situations and types are EEHE
provided within this website and provide waluable insights into the workings of partnerships

against corruption and the issues that have to be considered from the very beainning;

additional descriptions and tools will be added in the future - and we encourage

communication and submissions of case summaries from viewers for possible inclusion,

Thiz mehecite and the "Finhtinn areoantinn thennah mallective Artinn™anide are the Fecalt of an

& Internet
e e e e e e B B e E———]



Edit

Wigs

Favorites  Tools  Help

’Back = \_J @ @ L';j pSearch “-E:-l‘_\'g-‘Favnrites @ D}-}v .:I'F ly_;l = J 2! ﬁ @

== @ httpsffinfo.worldbank, orgfetools) anticfbusinessCases, asp w G0 Links

>

Business Fighting Corruption

a resource center for business

Vielcome | Business Case | Guide Resources Case Summarny Abaout Contact

Why does it make sense for companies to reduce bribery and corruption in order to compete

.- fairly? what is Collective Action against corruption all about? Why should companies collaborate
with their competitors and other stakeholders? These are just some of the many guestions facing
the private sector while considering Collective Action,

This section captures the thinking behind the concept of Collective &ction and makes the business
case for it, Simply put, it is difficult, if not impossible, to expect an individual company to change
a corrupt environment, Often, one of the key challenges in reducing corruption is getting everyone on board - governments,
companies, and civil society, Otherwise, although companies may be effective in cleaning up their internal mechanisms through
corporate governance, they will still face a number of corrupt pressures outside of company walls, This is where Collective
Action should be considered.,

Collective Action is a collaborative and sustained process of cooperation among warious stakeholders. It increases the impact
and credibility of individual action, brings vulnerable individual playvers into an alliance of like-minded organizations, and levels
the playing field between competitors,

This section looks at the complex nature of corruption and the private sector — showing that both are not a monolith, Corruption
has many different faces and many different levels, Similarly, the private sector consists of a wide variety of firmns with different
interests and levels of influence, But somehow, all the different commpanies must be able to come together to say “no™ to
corruption in business transactions and to engage other companies, governments, and civil society in creating a transparent
business climmate, This section not only defines Caollective Action, it also shows why it is in the best individual interest of
companies to engage in it

w Business Case Presentation

Business Case for Collective Action Against Corruption
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Business Fighting Corruption
a resource center for business

Welcome Business Case Guide | Resources

WORLD BANK INSTITUTE

Promaling knowledge and leaming for o befer weeld

Case Summary About Contact

them.

although significant tools for guide "Fighting Corruption through Collective Action® are now
available, and continuing to evolve, many companies that want to be more proactive in fighting
corruption hawve not known aboot these tools or had enough practical information to consider

GUIDE This practical Guide explains Callective Action, its benefits, and how to use it, The Guide is

intended primarily for use by anyone with responsibility for a major project or market, and whao

operates in an environment where corruption is, or may be present, Others who may benefit from this material include senior
gxecutives, company board members, government officials, civil society and others directly or indirectly affected by the adverse

effects of corruption on business and society,

I"” DOWNLOAD GUIDE (full text)

Chapter 1

This chapter introduces the main objectives and

structure of the guide, It cutlines application areas

and benefits for different user groups and explains

how users can apply this guide depending an their
specific needs,

'@ Download Chapter 1

Chapter 2

Chapter 2 of the Guide describes the main

caorruption dileriras that companies and especially

SMEs face in daily business aperation. It showcases

how warking collectively against carruption can
increase the impact of individual stakeholder effarts in
combating corruption, Described within this chapter are the
rmain features and application areas of Callective Action as
well as explanations as to how Callective Action can become
a toal to fight corruption,

piffinfoworldbank, orgfetools! antic /docsfGuideWhole GuideWET Guide FIMAL 061303 _final.pdf
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Business Fighting Corruption
a resource center for business

Wiglcome Business Case Guide |Re5mrne5 \| Case Summary About Contact

# N

The Business Fighting Corruption web portal is designed as an interactive business-oriented
resource center, targeted at providing tailored implementation resources for businesses and
stakeholders. The additional tools and relevant information in this virtual Resource Center is
organized by country, sector, project phase, and initiative type,

RESOU'RCES | Users will find here links to country profiles, sector analyses, data sources, academic papers,
gt T PR toolkits, organizations, and other useful resources for initiating, managing and implementing
collective actions, To encourage experience and knowledge sharing, users are invited to submit their own resources and case
summaries for distribution through the portal,

The Business Anti-Corruption Portal has a @ glossary of commonly used terms related to business and anti-corruption,

Country Profiles

- Brazil - izhana - Malawi - 5, Africa

- Bulgaria - India - Mexico - Paraguay

- izhina - Indonesia - Mepal - Philippines

- Colombis - korea - Migeria - Russia

- Germany - Latwia - Pakistan - More country profiles ...
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Collective Action Iin a
Compliance & Regulatory Framework

Senior Management Sponsor

Collective Action

CoIIective.Action — AlAlA
o ﬂ
s A'A'A'A'A
Success stories .v‘v‘v‘v‘v'
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Contact

Sterl Greenhalgh

Partner, Grant Thornton UK LLP
Sterl.Greenhalgh@gtuk.com
+44-7715-376796

©2008 Grant Thornton UK LLP. All rights reserved.



