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1. Report objectives fg£5HY H ir

> Explain China’s unique and evolving system of corporate governance to foreign
investors.

[ 4 NEEIH L) 5 58 R o Ry LB (LAY A BE R A 2 -

> Explain the relevance of new global CG best practices to China listed companies
and institutional investors.

[ P Y _E TS SR A P BT A AR A BT N B S A B B AR R K -

» Make recommendations to regulators, companies and investors for moving CG
forward in China.
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2. Regulatory context ISR A &

China intfroduced a range of “global standards” of corporate governance in the mid-1990s to
early 2000s. This helped to build credibility among international investors, but did not resolve
some deep-seated local governance problems. H[EFE0FAL FHAZ 2000 FCHIEAS | A T — %51
AT SRR - BANAB TP EHEEIR L R IRHE(T - (AR SRS
PR AR S ] <

The past decade has seen a stronger emphasis on local governance solutions driven by the

state/Party. Often very prescriptive and rules-based. #f -+ » BRI SR E SE T HcEAR
AR B 74 X7 A 2 LUER AR ARIERY -

A hybrid system: “We will improve regulatory rules to ensure they are suited to the Chinese
context and in accord with international standards”. (13th Five-Year Plan: 2016-2020) TR &HY
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3. CG with Chinese Characteristics H[ERF /G0 E

1. The Party Organisation/Committee: Leadership core

FEH L T T

2. SOEs vs POEs: Similarities and differences

AR vs BE R ¢ FEZA
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The Party Organisation: Leadership core #4H4H -

TSFZ

The Party Organisation (PO) has the right and duty
to pre-approve the “three important, one large”
decisions. 5w HLE R IIFITHEN ZEH— KR EHT
JEINERCEE i

Strong overlap (“cross offices”) between the PO
and the board of directors (BOD), supervisory

board (SB), and senior management. Y5 ZHZH ~

EEE  RESNEEE (BHE) (IARARLZEF
HEREEE (TR -

The PO has a basis in the Company Law and CPC
Constitution. HRWHLANEEMIETT E (AFDE)
(R EE R ) T -

Policy initiatives starting in 2010 reaffirmed the role
of POs. This picked up momentum in 2013. Major
statements over 2015-17, including Article
amendments. M2010FHH4aHT— Z 5 BER S [ BT L
& 1 3 2T o X EEERAE 201 ST GEEH
BURFtAE201 SFFEFN201 75 Z [BIfEH T — ZSIEZ ST
HrhE R A EAYER -
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Is the Party's role clear? Fig 31
Foreign investor views on whether the Party committee
has a clear and accountable role in listed companies

Yes
No

Somewhat

Not aware of the
Party committee

Source: ACGA Foreign Institutional investor Perceptions Survey 2017

Recommendations: More
disclosure on the role of the
PO. A “Report of the PO” like
the BOD and SB reports.
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SOEs vs POEs: Similarities and differences [E& 1

Az vs B E M F[E 2 AA

Despite major differences in ownership structure, management and
performance, privately owned enterprises (POEs) share similar
attributes and challenges as SOEs: the imbalance of concentrated
ownership, an insider mindset, policy uncertainty, controlled markets,
the need to maintain good government relations, formation of Party
orgs. EAREMAERMAEFTAN ~ 25 Y ~ LGERI ~ EE XIS
NG AT B R (HEX %Zlﬂiﬁﬁ{ﬁy%%ﬂ%ﬁ
L2 AA  BFEFTA R TG YA - > NESATERIRYEAE  ZFIBER
ATRE MRS - $AERIE T A M TR R S BUN Z [RI4ERF Y Féﬁé%\f \

Slightly less than a quarter of foreign respondents prefer them as an
investment proposition (see chart). RA/DFIU5 7 —iINEFRE T E T~
MHETFEA /L - i TEEERERE miL (HEED -

Only 10% of China respondents see POEs as better governed than
SOEs (see chart over). AH10%0E [nEHYHE EiiATESEIANRERIL
HY AR /K- e T EH R ﬁ;iL (HTTHAE) -
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Do you prefer investing in POEs? Fig3m
How foreign investors view investing in

privately owned enterprises compared to

state-owned enterprises in China
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SOEs vs POEs - 2 EA 1\l vs BREl—2

. . . Are POEs better governed? Fig 3.12
« Significant differences are seen, however, in the level of o T T e

government intervention in POEs, and the importance of the R R s
chairman (see charts over). {HEE PR B —LEEES

WAERN I EE R T AR EI > BRI Tl R SR E E A
AFEE R NENEEEE N (4 FIRE) - ;

No, they are similar

No, SOEs are higher

» Since 2015, SOEs are increasingly being categorised by role

No view
and function, such “commercial enterprises” vs “public
welfare enterprises”. 5 M2015FH4G - #ekbl 21y ERRIEEA]
o S E\ /o SN NN s nn o n/\\_/\./\QH °
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HEE
« An SOE’s category will determine its objectives, governance
reform path, performance metrics, evaluation system, and so
on. —ZERITMIERSRETCINEZEE HiR » /GHICRIEE - 18915
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Perceptions on POE governance Y ERE ML EH S £

Does the state intervene in company Fig 313 BEEGTTFFARRRESIE? B 3.3
decision-making? SME#R 3B 3T E B AT E A e FnFL E e R 5 5 E
How foreign institutional investors view Chinese ENEESFS

government intervention in the decision-making
of SOEs compared to POEs
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Perceptions on POE governance - 2 YT EE MG E A—

Does the chairman matter? Fig 314 EREKREEEM? ‘ ‘ KRN
Does the individual holding the position of chairman B FERK-PET R ERAFNRARR?

influence foreign investment in SOEs and POEs?
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4. CG Diagnostics 2 [a] &

We propose 60 questions to ask of companies. A selection:

HATHIL G B T 60 M TR PURIFr & A S THE R A SR A =GR (R - H P aIsE

1.

If the company is a privately owned enterprise, does the state own a stake and/or have influence?
WEREAE R - AFEHIARBRRN AR R EEAER B 7 KRR A SIS S e ] ?

2. Is there clear accountability for each governance body inside the company (including the Party Committee,
Board of Directors, etc)?
ANFEINES A EARANIRTTE SN (BEEHASNHE - EF5s - EF=T U RAS - RESNEHEE) °?

3. Are there any obvious obstacles for supervisors to challenge the board or managemente Does its role overlap
with the audit committee?
EOFEHTHER - B RERES AT ERSSEEE ? WEaNRSH TR ASE6EE?

4. Isthere any incentive scheme for directors and managers that links remuneration to company performance?
AR A B E SIS E AL 2 g - A IE S A S S B 2
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