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Introduction 

The Trinidad and Tobago Transparency Institute (TTTI) welcomes the opportunity to share with this distinguished audience some of its views and those of Transparency International (TI) on Strengthening Corporate Governance to Combat Corruption. TI promotes improved corporate governance as a means of raising ethical standards in business and reducing corruption and continues to do research in this field. Some of the views expressed in this address are suggested by TI’s ongoing research.

For those of you who are unfamiliar with TTTI and TI, I shall briefly introduce our organisations. TTTI is the local chapter of TI the leader of the global coalition against corruption since its formation in 1993.
TI is an independent, non- political, non-profit, civil society organisation dedicated to increasing transparency and accountability and curbing both international and national corruption. TI works in a non-confrontational way with governments, the private sector, development agencies, NGOs and international organisations to seek ways and means to combat corruption mainly through the promotion of good governance in both the public and private sectors. 

TI’s vision is of a world in which government, politics, business, civil society and the daily lives of people are free of corruption. TI’s mission is to work to create change towards a world free of corruption. 
TTTI is part of a network of nearly 100 national chapters carrying out the TI mission around the world. 

The topic

The topic of my address, ‘Strengthening Corporate Governance to Combat Corruption in the Financial Services Industry’, implies that there is corruption in the financial services industry that needs combating. One year ago, some of you in this audience would have challenged that assertion and be willing to debate it. However, today with millions around the world continuing to suffer from the financial crisis and economic meltdown that is widely acknowledged to have had its genesis in greed and inadequate regulatory oversight on Wall Street and other financial capitals, there is nothing to debate. The fallout from this crisis has lifted the veil of secrecy to expose widespread corruption in financial services industries internationally, elsewhere in the Caribbean and, ongoing investigations might yet confirm, in Trinidad and Tobago.

Nonetheless, some of you may question the relevance of this topic to you and your company, especially if you hold the view that your directors are not corrupt and neither are your key managers. However, I suggest to you that your company is at risk, and so too are you, all other members of staff and shareholders, if one employee is corrupt or if persons or other companies with whom your company does business are corrupt. 

As you well know, companies in the financial services industry worldwide are facing increasingly stringent domestic and international regulatory frameworks. Therefore, in your company’s self-interest, management must take account of those developments if they are to protect the company and compete successfully in the local and globalized marketplace thus making the topic very relevant to you and to your company.

The case

Increasingly, one sees enlightened management taking the lead and not waiting for a case to be made to strengthen corporate governance to combat corruption in companies. They recognize that there is a growing business case for companies to fight corruption. However, sometimes management has to be pushed in that direction and the domestic and international regulatory frameworks to which I referred are often the external catalyst driving that change. 

Interestingly, however, is the push that comes from non-regulatory sources e.g. the company’s investors and potential investors who today are demanding more information about corporate risk because investments suffer when companies are shown to have engaged in corrupt practices. By extension, countries also suffer and ordinary citizens pay a heavy price. As a result, the general public too, many of whom may be customers, has come to expect greater transparency, accountability and probity from businesses big and small. Therefore, management must recognize that corruption undermines confidence and economic growth across the board and within companies and also recognize their role in fighting it - and the risks of ignoring it. 

Corruption

Corruption is defined by TI as ‘the misuse of entrusted power for private gain’. It is easy to see how this definition fits the actions of public officials. However, it also fits the actions of unscrupulous financiers who misuse their entrusted power to swindle investors and customers. 
Corruption comes in many guises but fraud and bribery are the forms that most often impact on a company’s operations. I refer here to crimes perpetrated not only from within the company but also by persons in associated companies and companies in the supply chain. It follows, therefore, that management needs to be more aware of what constitutes corruption, fraud and bribery in particular, in light of the recent global corporate scandals and court actions (e.g. Enron, Worldcom, Arthur Andersen and Madoff in the USA, British Aerospace in UK, Siemens in Germany, several others in Japan, China and India and, nearer home, Stanford in Antigua). 

In the USA cases cited, corruption led to the collapse of well-established international companies with the resultant loss of thousands of jobs, workers’ pension plans and shareholders’ investments to the tune of billions of dollars. If you doubted that there are risks associated with corruption, those cases should convince you otherwise. If you doubt that such things could happen in T&T, I would remind you of the collapse of at least five local finance companies in the 1980s: International Trust, Southern Finance, Trade Confirmers, Summit Finance, Trinidad Co-operative Bank and the National Commercial Bank certainly through gross mismanagement and more than a hint of corruption, the determination of which never reached the local courts.
Recently, we have witnessed locally the collapse of the Hindu Credit Union and the CL Financial Group of Companies that resulted in similar consequences . In the case of the CL Financial Group of Companies, the impact has been local and regional. The ongoing investigations into the collapse of those financial companies might well find that corruption was a contributing factor. Unlike the 1980s, local companies are larger today and much more money and jobs are at risk, therefore, the need for vigilance and the management of the risks associated with mismanagement and corruption have never been greater. As leaders and managers, you will ignore this phenomenon at your own and your company’s peril.
Corruption risks

In today’s business world, the pressures to take notice of and do something about corruption in the financial services industry are real and management must recognize that fact if they are to protect their company from the risks associated with corruption. What are these risks? 

Generally, in addition to the obvious financial consequences, corruption has serious criminal and civil law liabilities and ethical consequences for all companies and the people who manage them and are employed in them. Fraud and bribery and other forms of corruption are illegal in T&T and other countries and the criminal offences carry the risk of imprisonment and large financial penalties for responsible directors and managers. Enron is one prime example of directors/managers being jailed and fined for their misdeeds. Thus far, in T&T, we have had no similar examples of company directors and managers being prosecuted, fined and jailed for white-collar crimes but, given growing public awareness of the issues, the day for such action cannot be far off.

Even if a company operated in a country that had lax anti-fraud and anti-bribery laws, or none at all, chances are that it would be conducting business with other countries that do. With respect to such crimes, there are also international initiatives to reduce such practices e.g. the UN Global Compact, World Bank Procurement Rules and the Organization for Economic Co-operation and Development (OECD) that set standards of corporate governance that impact on the management of companies. There are also international treaties such as the United Nations Convention Against Corruption (UNCAC) and the Inter-American Convention Against Corruption (IACAC) to which T&T is a signatory. 
TI has also been playing its part in reducing the extent of corrupt practices by, among other things, promoting the adoption by companies of its Business Principles for Countering Bribery (BPCB), free details of which are available on-line
. 
As a result of these initiatives and treaties, there is now greater international co-operation and more cross-border prosecutions for illegal acts. Therefore, no companies or individuals are exempt from the consequences of corruption, either because of size or geographic location, and there are fewer places where wrongdoers can hide.

In summary, when corruption occurs in a company, the risks are many, chief among them being:

· Financial penalties.

· Imprisonment.

· Loss of reputation.

· Loss of certain licences.

· Less chance of selection for doing business.

· Potential debarment.

If any one of these risks befalls a company, it could mean loss of market share, severe contraction or even collapse. 

Corporate Governance 
With such dire consequences, it follows that companies must take steps to manage the risks associated with corruption in order to protect itself, the people who work in it, its shareholders and its customers. In order to do so effectively, it is necessary for management to understand the different types of corruption that may occur in their organisation and to develop strategies to counter them. One such strategy is to strengthen corporate governance. The sudden collapse of global financial markets in September 2008 is thought by many to have been caused, in part, by poor corporate governance.  

TI considers strong corporate governance systems to be a vital component of a company’s effort to reinforce the right incentives and polices and to address the corrupt practices they confront. The overall impact of anti-corruption initiatives is reduced when there are insufficient good corporate governance systems in place and the growth of companies is undermined. The high profile cases of corporate mismanagement or employee misconduct demonstrate what can happen when the tenets of good corporate governance—transparency, accountability and integrity—are absent, or compromised, and abuses are allowed to go unchecked, particularly those associated with corruption. 

TI recommends that corporate governance typically should address measures to manage and reduce financial and operational risks by building the integrity, transparency and accountability of a company’s management toward different actors at varying levels within a company: board members, managers, employees and shareholders. Key issues to address include:

-Shareholders’ rights

-Stakeholders’ rights

-Financial transparency

-Proper accounting

-Information sharing

-Oversight

-Review

While current corporate governance reforms are important for better addressing company corruption risks, TI is of the view that they fall short in fully aligning corporate governance systems with anti-corruption mechanisms. TI believes the risk management that corporate governance systems strive to achieve must equally and accurately assess corruption hazards if the framework is to function and in order for it to prevent the prospects of another crisis occurring. Companies need to do much more to support good corporate governance and its role in contributing to the fight against corruption by strengthening transparency, accountability and integrity.
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The challenge

How real is the challenge of corruption facing companies locally, regionally and internationally?
The findings of TI’s 2008 Bribe Payers Index (BPI 2008)
 survey show that internationally the challenge of corruption is very real. The survey, conducted among more than 2700 business executives in 26 countries, showed that almost two in five respondents admitted to being requested to pay a bribe in the past year when interacting with key institutions such as customs or tax revenue authorities, the judiciary, the police, registry and permit offices, providers of basic services (telephone, electricity, water or gas), or institutions in charge of sanitary inspections. Therefore, it is not surprising that one in four respondents thought that corruption impacts on the private sector and impedes the operation and growth of their businesses.

 

Of interest to T&T and other Caricom countries is the finding that key emerging economies are viewed as particularly risky for developing countries. BPI 2008 showed India, Mexico and China slightly out-performing Russia as home to the companies most likely to bribe abroad. French, Italian and Malaysian companies also ranked poorly. French companies were found to be the ones most likely to bribe in Africa to gain contracts. It is to be noted that T&T is doing increasing business with India, China, France, Italy and Malaysia and companies for those countries become customers of the local financial services industry. While one cannot paint all companies from those countries with the brush of corruption, the results are a warning to the T&T Government and local companies to be very vigilant in their dealings with such companies and to conduct proper due diligence checks. The offending home governments also have to be encouraged by the T&T Government to insist on the reform of company practices and to renew their efforts to enact and enforce laws on foreign bribery. For example, the results show that companies that very rarely bribe when doing business at home show no such constraints when doing business abroad. 

Also of direct interest to T&T are the findings that certain sectors, such as construction and oil and gas, are viewed as particularly likely to bribe or try to capture the regulatory or legislative process. According to informed perceptions from 2742 business executives about 19 industrial sectors collected through the BPI 2008 surveys, companies engaged in public works contracts/construction, real estate and property development, oil and gas, heavy manufacturing and mining are the ones seen to bribe officials in their business dealings more than others. These identified areas are just the ones in which foreign companies operate in T&T. 

Clearly the challenge of corruption internationally is real but we cannot be sure of the situation regionally, or locally, because Caricom countries were not surveyed in BPI 2008. However, Caricom countries were surveyed for TI’s 2008 Corruption Perception Index (CPI 2008) and the findings are of interest.
The CPI ranks countries according to the degree to which politicians and public officials are perceived to be corrupt by senior resident business leaders and non–resident analysts. It scores countries on a scale from 0 to 10, with 0 indicating the highest level of perceived corruption and 10 indicating the lowest level of perceived corruption.

In 2001, of the 91 countries on the index, T&T placed 31st. In 2007, we were 79th out of 180. In 2008, the number of countries on the index was the same, 180, and we were in 72nd place. CARICOM countries higher placed than T&T were St. Lucia in 21st place with a score of 7.1, Barbados (22nd, 7.0), St. Vincent and the Grenadines (28th, 6.5), and Dominica (33rd, 6.0). Suriname (72nd, 3.6) was tied with us and lower placed than us were Jamaica (96th, 3.1), Belize (109th, 2.9), Guyana (126th, 2.6) and Haiti (177th, 1.4).

Eight years ago, in 2001, T&T scored 5.3 out of 10 on the CPI. The score fell every year until 2006 when it was 3.2. In 2007, it rose slightly to 3.4. In 2008, it rose slightly again to 3.6.
	Year
	CPI Score
	Surveys Used
	Confidence Range
	Country Rank
	No. of Countr-ies
	% of countries above T&T

	2001
	5.3
	3
	3.8 – 6.9
	31
	91
	34

	2002
	4.9
	4
	3.6 - 6.9
	33
	102
	32

	2003
	4.6
	6
	3.4 - 6.9
	43
	133
	32

	2004
	4.2
	6
	3.6 - 5.2
	51
	146
	35

	2005
	3.8
	6
	3.3 – 4.5
	59
	159
	37

	2006
	3.2
	5
	2.8 – 3.6
	79
	163
	51

	2007
	3.4
	4
	2.7 – 3.9
	79
	180
	43

	2008
	3.6
	4
	3.1 – 4.0
	72
	180
	39


[Sources: TI’s annual CPI reports]

According to TI’s research department, the increase of 0.4 over the last two years is not large enough to confirm the beginning of an upward trend.

We have looked at the picture in 2008 using TI’s BPI 2008 for an international perspective and TI’s CPI 2008 for a Caricom perspective. What changes in actual or perceived levels of corruption can we expect by the end of 2009 as a result the current financial crisis? There will be no BPI 2009 because that survey is done every two years. However, there will be a CPI 2009 and the findings are sure to be interesting. Let us now consider some informed views on how the financial crisis is likely to impact on the challenge of corruption in companies in 2009 and subsequent years.

Financial crisis impact

There is a growing realisation that the challenge of corruption that companies face has been and will be made worse by the economic downturn now being experienced. A survey released in Europe this month by Ernst & Young (E&Y)
 found that half of all European company staff surveyed believe unethical behaviour is acceptable during an economic downturn.
E&Y reported that the survey would reinforce expectations that financial crime is set to increase during the recession as employees try to supplement reduced income and help their companies survive the financial storm. The findings come amid a range of investigations around the world into massive investment scams, including the "ponzi" scheme run by U.S. money manager Bernard Madoff.

Some regulators have been ramping up their efforts to tackle financial crime over the past couple of years. The U.K.'s Financial Services Authority imposed a record GBP27 billion of fines for market abuses and recently obtained heightened powers to secure convictions against offenders’.

The E&Y survey of 2200 employees working at large companies in 22 European countries showed that 47% of respondents think one or more type of unethical behaviour, such as fraud and bribery, is acceptable to help a business through the economic slump.

It found that 25% of respondents think it is acceptable to make cash payments to win new business while 13% of the senior managers and board members polled think misstating the financial performance of their company is justifiable.

E&Y said that the findings of this survey show there is a disappointing tolerance of unethical behaviour amongst employees in companies across Europe and, to a certain extent, an economic slowdown causes more unethical behaviour to be uncovered because companies want to conserve cash rather than focus on expanding businesses and making profits as they do during an economic boom. But, E&Y said, a downturn usually increases unethical behaviour because company employees are under pressure to maintain income and earnings.

In the current climate, management is under incredible pressure to stabilize their businesses and meet financial targets, both at personal and organizational levels. Most employees expect corporate fraud to increase over the next few years with 54% of respondents from Western Europe and 55% from Central and Eastern Europe expecting it to proliferate, the survey said.

The survey showed that 69% of respondents doubt the integrity of their company's senior management and want regulators to better supervise firms and governments to be more stringent about what they view as fraud. E&Y says it is advising companies to make sure they have adequate training of staff, control over management processes and robust codes of conduct to help stamp out unethical behaviour.

Culture of corruption

A company’s culture is said to be the moving force behind the rejection, tolerance or initiation of corruption in a business. The E&Y report clearly identifies a culture of corruption in the European countries surveyed.

Let us compare those findings with a survey in USA: The 2007 Oversight Systems Report on Corporate Fraud.
 
When asked about institutional integrity, most respondent felt it was fading.
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Why fraud occurs

When asked why executive fraud occurs, respondents in the USA cited the pressure to meet goals. 
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 Institutional fraud on the rise
The survey found that all signs point to the increasing prevalence of institutional fraud in the USA as compared to five years ago. More than three-quarters of respondents felt that fraud was more prevalent in 2007 that than in 2005, nearly a 10% increase.
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Leadership from the top
When asked what measures were most effective in preventing or deterring institutional fraud, nearly half report that company leadership was the most effective means. Interestingly, no respondents believed government regulations deter fraud.
Leadership to change a company’s culture is one of the most difficult tasks but it is a necessary element in reducing financial corruption.
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When asked the appropriate punishment for executives’ stock option fraud, four of five respondents would send crooked executives to prison.
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Integrity

I have mentioned personal and institutional integrity as the essential ingredient underlying all the preventive measures to combat corruption. Let us look at this not so common quality called integrity. 

Integrity has many definitions a common one being: ‘A quality that is recognized in persons who adhere to a strict code of conduct with respect to morals, values and behaviour’. Some persons who hear that integrity is necessary in business ask the question: ‘Why all this fuss about integrity in business when what really matters is the bottom line?’ Others may ask the next question: ‘Is there really any difference between having or not having integrity in business’? 

Well, a wise man by the name of Alan K. Simpson answered both questions when he wrote: ‘If you have integrity nothing else matters. If you don’t have integrity, nothing else matters’.

Another wise man, Robert Moment, put it this way: ‘If I were to ask you what attribute is most influential in regard to the success of a business, would you know immediately which one is the most important? Based on my many years as a business owner and entrepreneur,’ he said, ‘I have discovered that at the very top of the list is the distinguishing quality of integrity. Without integrity at the helm of a company, a business is usually short-lived. In fact, when business integrity is present throughout the deepest layers of a company and not just on the surface, it becomes the heart and soul of the company’s culture and can mean the difference between a company that succeeds and a company that falters’.

Robert Moment also advised that ‘integrity is not something that can be grasped and then simply used. Integrity in its essence must be so engrained within the nature of an individual, his company and its team members that it remains steadfast no matter what. Without question, others sense it and find it very attractive. At its core, integrity begins with the company leader who understands the qualities of integrity which then filters down throughout the company into every department and every member’s approach and attitude. 

Recent research by the UK based Institute of Business Ethics found that companies displaying ‘a clear commitment to ethical conduct’ almost invariably out-performed companies that did not display ethical conduct. In other words, not only is ethical behaviour in the business world the right and principled thing to do, but it has been proven that ethical behaviour pays off in financial terms.

In practice, a business that is perceived as, or is proven to be, lacking in integrity immediately loses the confidence of staff and customers. Staff would prefer to work elsewhere and customers would prefer to take their business elsewhere. It is important, therefore, that management recognizes the need to set integrity standards in their company and lead the way by example. In so doing, management must set internal integrity standards to govern its relationship with staff and, external integrity standards, to govern the company’s relationship with customers. In other words, management must display strong corporate governance so as to ensure that integrity becomes a way of life in the company and an integral part of managing the risks associated with corruption. 

Managements’ role

Once management recognizes that the risks associated with corruption are a danger to their company, their role becomes self-evident. The following are some suggested steps:

-Analyse the sector in which the company operates and the types of corrupt practices to which it and its staff are likely to be exposed. Analyse too the corruption dangers that may arise from companies in its supply chain.

-Commit the company to a set of Business Principles to be followed by an Action Plan to help ensure the use of good business practices at all times so as to minimize the risks from corruption and protect its reputation. Examples of of such princliples are as follows: 
  -To conduct its business fairly, honestly and transparently;

  -To not offer bribes, whether directly or indirectly, to gain business advantages;

  -To not accept bribes, whether directly or indirectly, to give business advantages;

  -To develop a programme to implement and support these principles.

-Develop and implement an anti-corruption programme such as TI’s Business Principles for Countering Bribery referred to before. Note that it is available on the TI website free of charge with a Six Step Implementation guide.

TI advises that implementing an anti-bribery programme is a change management exercise and directors and management must recognize the scale of the task on which they are embarking.  As markets and business sectors grow more complex and global, the risks from corruption will increase.  Companies must make sure they are aware of the risks they are facing and be confident that their policies and systems are appropriate to minimize these risks.
Government’s role

I suggested that the financial services industry should accept responsibility for putting its house in order and self-regulating its practices and procedures through the strengthening of corporate governance. 

Government, however, has an important role to play as well. Government’s role in the financial services industry should be preventive rather than curative. Both government and the industry should see government’s primary role as that of regulator and enforcer and, only as a last resort, the provider of bailout when things go wrong. Government has to properly regulate the industry, strengthen anti-corruption legislation and send a clear signal to practitioners that it is serious about levelling the playing field and holding wrongdoers accountable.
One of the major lessons from the financial crisis on Wall Street, in particular, and other financial capitals worldwide, is that more not less regulation and control and proper enforcement are required. The recent local problems with the CL Financial Group of Companies reinforced that fact. Today, remedial steps continue to be taken locally and across the world by governments to improve regulations and controls and enforcement procedures so as to reduce the risks of a recurrence of the economic meltdown.

After years of turning a somewhat blind eye to the problems of health and safety in the workplace, most governments around the world are legislating to reduce those risks, carefully overseeing implementation and imposing heavy penalties for non-compliance. Given the recent examples seen of the catastrophic effects on a company, its shareholders, management, clients/customers and employees that serious corruption can bring, with adverse consequences for a country’s economy, it follows that governments must be thinking now of intervening to ensure that anti-corruption initiatives become a routine part of managing a business. Are companies in the financial services industry prepared to wait on this eventuality or will they be pro-active and voluntarily self-regulate their operations?
Conclusion

I conclude by underscoring the point that there is a growing business case for companies to fight corruption through improved corporate governance with no less a commitment to that mission than they now bring to implementing health and safety measures in the workplace. 

Corruption violations can be more devastating to a company than the consequences of a breach of health and safety standards. Therefore, it is inevitable that the introduction and careful monitoring of anti-corruption measures will become a necessary feature of doing business in the future. We saw recently in T&T how swiftly our Central Bank managers and our legislators got together to update financial legislation in response to the CL Financial Group crisis. That is a lesson to be learnt for companies generally, especially those in the financial services industry, and for them to begin planning for the introduction of self-regulation strategies to deal with corruption in their effort to restore confidence among investors and customers after the negative effects of the revelations coming out from the current financial crisis. Self-regulation will give management a great deal of control over the measures to be introduced in companies. Government regulation will take those decisions out of management’s hands and they may not like the result.

I hope that my address has convinced you that there are real risks associated with corruption in the financial services industry. You will ignore those risks at yours and your company’s peril.  Therefore, management must decide whether to sit back and hope that nothing will happen in their company or to be pro-active and plan for that contingency - remember Murphy’s Law.

I leave you with the thought that it is far better to act on corruption prevention in your company through the development and implementation of sound corporate governance systems, in your own time and at your own pace, rather than in a crisis mode after the shock of an unexpected event. It is clearly preferable for a company to develop a programme for corruption prevention from self-motivation after recognising that corruption prevention is an essential and critical part of risk management in business. This should be done to a timetable of you own choosing, as a planned initiative, aimed at avoiding the embarrassment of unexpected exposure, loss of a good name and the potential legal problems that may ensue. Do it at your own pace, I advise, but recognise that ‘snail pace’ will not be good enough. In fact, a company should work at a feverish pace to have good governance and anti-corruption systems in place before some unfortunate circumstance occurs or legislation is imposed upon it. 

Finally, I ask you to note that today Siemens of Germany is spending many millions of dollars in a desperate attempt to rebuild its name in the marketplace worldwide. That should be a lesson for all companies and their justification for annual budgeting for spending on updating their anti-corruption systems, the training of their staff and the taking of such other measures as may be appropriate from time to time to strengthen corporate governance.
I thank you for your attention and would be happy to take your questions. 

(End)

� For the Business Principles visit � HYPERLINK "http://www.transparency.org/global_priorities/private_sector/business_principles" ��http://www.transparency.org/global_priorities/private_sector/business_principles�.


� Cf. � HYPERLINK "http://www.transparency.org/policy_research/surveys_indices/bpi" ��http://www.transparency.org/policy_research/surveys_indices/bpi�


� Reported on by Nasdaq.com at � HYPERLINK "http://www.nasdaq.com/aspx/stock-market-news-story.aspx?storyid=200905191916dowjonesdjonline000678&title=half-europe-co-staff-say-unethical-practice-justifiedsurvey" ��http://www.nasdaq.com/aspx/stock-market-news-story.aspx?storyid=200905191916dowjonesdjonline000678&title=half-europe-co-staff-say-unethical-practice-justifiedsurvey�


� Cf. � HYPERLINK "http://www.oversightsystems.com" ��http://www.oversightsystems.com�


� Alan K. Simpson is a US Senator.


� Robert Moment is an American business strategist and author.
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