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Four models on CG in the world

1 DA SE B S A AR 1 A ) v BEAR X2 DLAIMES A 32 X

The CG model represented by Anglo-American countries mainly of
outside supervisory.

v ML HESZOAR K 2 A a B — R LR A A AR

The CG model represented by German and Japan mainly of internal
supervisory.

LR i MU 1) ORI X A AR ) S v B

The CG model represented by countries and districts of southeast Asia
mainly of family control.

4. AT IR R B S B e B 1B 5K ) Y 8 928 T AR 2

The CG model represented by former Soviet Union and east Europe
countries in the transition economy mainly of internal control.
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MRERTHESESHIE
The Board in two law systems
 BRENREZRAS. EEANERRS

one tier system of Anglo-Saxon, two tiers system of Germany

BERALE (FEE)onetier  [AFVEHMELE]Y XEZRSH (EE) two tiers
| 1
1 1
1 1
AR R4 I B RS R LA I BAR K=
General Meeting l S RSB [ General Assemblv
of Shareholders i B kel i :
- | T
: M : 1% *xiy_‘ =~
' ' Super‘wsory
v ! ik S R T ! Board
PN i il i i
Boardof |4 WL : v Elect
Directors : : SR A
AT : Management
: : Committee
v 1 1
5 Py I 1% | M4
( T2 union) »  Chief Executive ' A : General Manager )y BUt< ER
" Officer ! H w2878 ek ! ¥ (L%
1 1 A
| 1
v ! : 4
| | f I | I [ |
N I 1 I g
#6177 Dpto ! ! #617] Dept.
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AT Employees ! ! AT Employees
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2007-8-8 ERI-DRC, KZ&VFAIAES]H



H A X622 f1< dual boards in Japan

“HARK A ~7], HEFHSEWSHIT S R EY T —5,
& JuHls AHRI X m L ISR I TR 5
(), WX Eu, 3O ool CAZ)=WD , Al Bl
RN E NG CIEREE, 1997)
A Japanese professor (&R, 1997) has given a lucid
illustration of the corporate governance in Japan by saying
that "the Japanese shareholding companies have a
complex structure that tries to combine the one-tier system
with the two-tier system, as the board of directors
responsible for business execution and supervision exists

side by side with the board of supervisors responsible
solely for supervision".

2007-8-8 ERI-DRC, K&V AE5H



2. OECDXMATREH D RFIMNESZSHIENX the category of
CG and the definition of “board ” by OECD

OECD: HPr_ LM RKZIEtwo category (=FM#EI, three models)
(1) AEBN (Outsiders) #x—de, K 4% (Anglo-US)
— HZEZE 5145 (one tier system) ;

(2) WHEBA (Insiders) £ —fE. H. JLEKSEE K (Germany,
Japan, North Europe),

l ﬁ?I}3“’ﬁzji/ﬁi‘%ﬁ(employer-employee common
goverhance)— X =2 b1 2 Hill (two tiers system);

IR develop to
(3) Kk (Family) /[H% (State) iz

— R ERE. SEHX. e, L HHSE

(southeast countries and districts).

o /ztlﬂljl:l:/\ BU I K ) 2e 5 2 Al AT BL B Clade 2 HU R BOBUZ AR 3

(experience in France and some north European countries:
company can select by itself on whether of one tier or two tiers)

2007-8-8 ERI-DRC, K&V AE5H



(2B HR AR XFEHK “HEHs (board) ” —inli
fi###% The concept of “Board” in {OECD CG principles)

- “+P$/\ (board) 7 él—‘[ %%@»/\TTQZ/\ //\IQJAQ%DEHEQX/\ //\
E R EH PR BRI, 7 the principles do not
advocate any particular board structure and the term “board”
as used in this document is meant to embrace the different
national models of board structures found in OECD and non-—
OECD countries”

= fEBSEFKMMENZE S HEE (two tier system, BUFRWNZEH
SR B, Y CEBEHUTHLN (key executive, BRFRHATZR L)
B “SHERES (management board, EYFREBEIHZ) 7 I,
“EHS (board) ? BIgIN B FE i< (supervisory board, BRRIA
BHE <) . In the typical two tier system, found in some
countries, “board” as used in the Principles refers to the
“supervisory board” while “key executives” refer to the
“management board” .

2007-8-8 ERI-DRC, R&VFr] A5 H 6



=. PEARBRELSN
The CG structure in Chinese companies: parallel

1.
N

HE A FRIRER ReEi
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A RrE iy Ee E

Under the existing model ,it is not

2007-8-8

WA

sharehd ers neeting

\ 4

symmetry on the relation of agency

%EA

theory and responsibility. The board g swervisory Board| .

directors elected by the general
meeting of shareholders and the board
of supervisors represented by the
shareholders and employees (with no

Ssupervi se
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requirement on the ratio). The board ¢f
directors formulates strategic

T
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T
Board of Drectors

v

S
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decisions and appoints the
management headed by the general
manager, while the board of
Supervisors exercises supervision over
the board members and the general
manager. These caused “soft”
supervision in practice.
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2. [ EHYJR EF0(a] &

Historical reasons and question

SRR B o AR o |
Suigies” i CASEBR s g A LU iy 2
L AT IO R R . L, P < ERR i o
BER “HE, M SR E AR E A, M
[ i i 2 B s i e . Some Chinese
textbooks and newspapers translate the supervisory board
(in German: Aufsichtsrat ) under the two-tier board system
as "the board of supervisors®, and the management board
(in German: Vorstand ) as "the board of directors". This is
misleading, as it ignores the relations between the general
meeting of shareholders and the supervisory board, and
between the supervisory board and the management board,
and tends to confuse with the concept of the "board of
directors"” in the Anglo-American model. Which influenced
to China on the design of CG.

1|1
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RIS LS AR I ET, I A BASEROOURZR i oxibl], SERe L] AN

chj\/\ﬁﬂ The eX|st|ng corporate governance arrangement in China
is quite similar in form to Japanese dual board system compare with
German two tier board system

=
%

I

(L2
i*
«ﬁ@
HEH
RE\°
%353%1

s I
$>,R%%% B ,%$2NE$2&
ﬁE%EﬁB MR R 2R ﬁxﬁiﬁ?ﬁ“xﬂﬁ %, H TR 5T AN K BRI 38

‘“BMEIRE” . The board of supervisors in China, unlike the

supervisory board in Germany, does not reflect the principle of co-
determination between labor and capital, nor does it take responsibility
to control important capital investments on behalf of shareholders.
Though it has the mission to supervise board directors and senior
executives, it chiefly comprises of internal supervisors with few
employee representatlves (there are also outside supervisors from
government to big SOEs) whose sole responsibility is to supervise
others without participating in important decision making. As the board
of supervisors cannot directly appoint or authorize the board of
dlrectors effectlve supervision is almost impossible, and very often,
"soft supervision" arises because of the asymmetry in rights and
responsibilities.

2007-8-8 ERI-DRC, R&VFr] A5 H 9



o PERFET S BAARER, PORAAS ST, TR R
B2 A IR A A o, AR KA B S e R T e A
HIS 5 e A GURIBE YT . KRGS b 2 2 R B ol 2 i
R EL AR I S TR o 24 ol 2 2 el
L s el 7 Lt A ml AL A | O SE B L

oK 7. Secondly, the board of directors in China is appointed by
and reports to the general meeting of shareholders, while in Germany
the management board reports directly to the supervisory board. It is
true that the board of directors is involved in strategic decisions and
appointment of senior executives, but it does not have the
responsibility to exercise supervision over senior executives. This
double-board structure indicates the asymmetry between the board of
supervisors and the board of directors in empowerment and
responsibility for capital returns. The problem of soft supervision or
inefficiency in supervision at China’s limited liability companies has
already been felt in the practices of listed and other companies.

o EIﬂl2002$ (CEmamladEN ) AEFsPoINHIE. B, =R
oy, RN SRASKIGE, BIAFEE. G B RRCER,
,M"J?Fﬁélﬁ/« {CG principle for listed Companies in China ) in 2002,
made it more complex that the functions between supervisory board

and the audit committee repeated and influenced to efficiency.

2007-8-8 ERI-DRC, R&VFr] A5 H 10
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International convergence and a thinking on the improvement of
CG of China

. HrEAR LS International Convergence and comparison in

Corporate Governance Practices

N RIRIE E PR & R Y4F S The main features:

2007-8-8

MU FE 05 e 44 H AU IPI/E s Institutional investors are playing

an ever-important role.

% <A T H & 52 24 22 A% The interests of shareholders
interests are mcreasmgly stressed by the management.

AN FAT E F A R 5% External directors add to the
independence of the board.

ABE BN ERGREEEN SR EEM; An effective

disclosure system plays an important role in external supervision.

i 4 A T 3G BRI A F 7 R g )
solve the problem of “internal control ” through completing
CG.

ERI-DRC, K&V rnfAEoH 11



fEEHE in USA: K, B REAMEFHEATE RS, HBREFSE
PRI IR, R KITHAMT AR ESHNERES TREELZRS GEWEH T,
WAL L i 2s) 5 2002 4F 6 HMAmE=IET — B i flias (B
ANF ST REMBEERERPIER) FRXT “HIBANES” BFRE,
Appointed amount of independent Directors 1into BD, and
outsiders led audit, compensation and nomination committees.
June 2002 announced Sarbanes—0Oxley Act to solve “internal
control”.

FEFRY . in Burope: MUZEZ: i R IEAE AR, 55 3G 00 95 AN 1l S %
YR BLI 2R I 7 A2k . VEE Z AR R T RER RS, 1S
(O R/ Cx RIS 3 T PN BN ST N = vba I O S s WS LA B B ah SR Wi
“ORAL” , BINT AL AEPATEFH . It is changing on the two
tiers system towards CG constrained by the capital market. More
companies in France towards one tier system. Daimler-Chrysler
combined Anglo-Saxon model with German model, and introduce
independent non-execution Directors.

2007-8-8 ERI-DRC, R&VFr] A5 H 12



%EEﬂﬂi in Japan
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Japanese Corporate Governance Forum publicized a mid-term report on
March 30, 1997-"Princples for Corporate Governance: Thoughts on
New Japanese Corporate Governance"- pointing out that "an auditing
committee should be created under the board of directors with
external directors as its members such that the system of
supervisors can be eliminated and a unitary system can be
established that incorporates the functions of the supervisory
board in the board of directors, thereby moving towards the
deepening of corporate governance structure.” Obviously, the mid-
term report has provided clear objectives for the long-term reform in

Japan.

[H Rt Rl =% International tendency and Convergence
o s G [ B R TR S PR, Ml SRR R A A AR A S
KA HTEA T E 2SI A G, The board structure is
rapidly converging towards one-tier board system under which external
directors are taken as an important complement. This convergence is
In essence a corporate governance model that exercises control
through the capital market.

2007-8-8
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2. XA m IR P A et Y B

A thinking on the improvement of CG in China

NaEREBERFIRZZAM | EFEIEIEF The basic principle

of CG is assets of legal person and agency theory
e A B, SEIUR A E objective-value of shareholders
1 governance
(AT 1. O B IR A FE 224 rational arrangement of control
. ¥EZE) 2. 0 h Y W B effective incentive and sdpervise

AR S A LR XS 428

strategic decision and rj

& Fmanagement
(BHZ, 1,/ HAT E FH - Tiexecution of BD decision

SEER L) . H% & #l ¥k Fordinary management and decisi

2007-8-8 ERI-DRC, K&V AE5H 14



(1) TEAE R E 4k 4 A e 1) o) B Existing problems should be solved

o S ORI “ N EEANFE ST R 2R4E . The seriously
distorted corporate governance can be seen in the "overwhelming
majority of one shareholder" as a result of government intervention, and
the loss of control over the management.

= AOBITZ s R RIS 7 ARG BN TR R, 1 H
21 W BHIRE%E . This is not only because the distortion of the
existing corporate governance is closely related to the dual-board
system in China compare with agency theory, but also because any
slack in solving the problem will lead to fossilization of the inefficient
means of supervision.

= WKHIZRE, S A mia NV Iz R B 7 G B B AT e B 46 B
.. From the long-term perspectives of improving corporate
governance and the capital market, we should adopt the model that
combines corporate governance and capital market supervision.

= WAliEgE, B SESIPAERHSNRAHE RS, & F Ik (AriE)
BN V1% 2% FE 1K 1) 7. In other words, we should consider the
inclusion of the functions of the supervisory board into the auditing
committee under the board of directors when next revise on the
"Company Law" in the future.

2007-8-8 ERI-DRC, K&V AE5H 15



2007-8-8

e AR EAR AN B E A

58 P BB PRI R 5 XU 2

WERZEHIAR: BSTAES

e
A
ST
v
----------- I
AT | ﬁﬁ%ﬁﬁ;
-------- L 4 S e
=
SHITERS
] | | Py B
_______ . GIeTs
G2 A
f I ST

o MHBLUTRG

o B LM PRI, LU
S 2R R Py

o it

o GyAInM

o IR AT RN

o AT

o HMEIEEII R, A,
i BRI R

© HERI B A L

o LRI

o BT

o URfEAEL

o WIES AT

o LVERMHRAE, 1A A

© SCHGHMRECR, JFRVERE Wk #
W R PP

o MSUEH, WIWTHE. KU KR

© R TSR I R LIS 117
X

o HMEARINIE. FEHE, Bk
EESS

o TP IR AL

© RIS P U R £

o HWHUL LS

© BB L A BB

o THEHBII

o Uit

o AR

©  SUTLERIH N P

ERI-DRC, #Z7Fi ANEET

16



(2) BLFF % E A £ Y 5B government supervise to SOEs including listed

P& EPREAY two international experience:
(1) BUMA BRI E A — M7 EURE 2ER IR E f R from

administrative supervision to legal and market supervision.

(2) B2 \F ) L I DU 2 & b 3= . From afterwards supervision to
process supervision.

BURF I IR BT AV SR E R AP I ()5 government supervision is outside
and afterwards supervision towards SOEs.
w G A AR IR ) SEFEME SRS s SEYEAUR -+ 0 B - A7l - o 12

Framework: legislative body + financial ministry + industrial ministry

+ audit court

ﬁﬁ%ﬁﬁﬁ BT E K 2 i R R A HQ?F ORI E A E 2,
IRt o T DT IR [ B iy [ KR (L [E X2 )
%%B’J*M’J (ETﬁﬁlEﬂTﬁTﬁxl%i%E’J%%Mﬁ ) R
K e D5 0% AR A X EE AN T K I F F]D o BT R
$X$ﬂ$ﬁ$H”P§§HIRQE3/ JFHJ. French experience: ownership by state
participation agency and supervision by state supervisory bureau under
Economic and Financial Ministry.

A IR ERERRE) — Bl EeAFRHEMBES S5 Internal

supervision (process superv1s1on) by company itself — through
completing CG and improving board structure to increase efficiency.

= E A2 FE TR ) ST ALK e A A, SEBIE R E; to clarify

accountablllty, check and balance system by process supervision.

o (R A FG S TR AT AU S 2R, SEIVERITT R . To
make effective incentive mechanism and restrain by legal and market

supervision. ‘
2007-8- ERI-DRC, KR&VFr/AfH5|H 17
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LR AN
Thank you very much !

1 45 ¢ e et 53 H O AP 5T BT Enterprise Research Institute,
Development Research Center of the State Councill

FHi%: 010-65222381 Tel: +86-10-65222381
5 H.: 010-65231008 Fax: +86-10-65231008
E-mail: lizhao@drc.gov.cn
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