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Good Afternoon, ladies and gentlemen,



It is my great honour to attend the 2005 Leadership Forum：Successes Through Ethical Governance. I would like to thank Commissioner WONG of ICAC for inviting me to attend such an important event. 



Globalization and rapid integration of the world economy has brought about important challenges to the leadership of both public and private sector, and corporate governance has become an important topic for global capital markets in the recent years. The high-profile scandals such as Enron, Worldcom and Parmalat and others have aroused heated public debates, culminating on the passing of the Sarbanes-Oxley Act in the US in July 2002. Since the beginning of 2004, the Skyworth case in Hong Kong and the CAO (China Aviation Oil) case in Singapore triggered another round of debates on corporate governance in this dynamic region.



As you all know, China has achieved a remarkable growth of its economy, and its GDP grew at an average annual rate of 9% during the last ten years. The growth of the economy has brought about rapid increase in personal income, and thus increased demand for consumption and investment. China has also enjoyed a high saving rate, which has been at the level of 45% of GDP in recent years. Sustaining such a high growth rate requires an efficient capital market that can effectively channel savings to investment.



The growth of our capital market in the last 15 years has paralleled the growth of the economy, and has made significant contribution to the development to the nation’s economy. The total market capitalization at the end of December 2004 was RMB3.7 trillion, representing about 36% of the country’s GDP last year. From only about a dozen listed companies in 1990, there were 1,377 listed companies by the end of 2004. There are now 130 securities firms, with over 100,000 practitioners, and 72 million investor accounts. From 1991 to 2004, total funds raised by Chinese companies through public offering reached RMB 916 billion (not including the red chips in Hong Kong).


However, like many other emerging markets, China’s capital market is not without problems. One of the important issues is the quality of the market, including the quality of listed companies, intermediaries, and practitioners. One often hears fraud cases among Chinese listed companies, and corruption cases in the corporate sector. In August 2004 alone, senior corporate executives of 10 listed companies were reported to have been prosecuted by Chinese legal enforcement authorities for their involvement in securities and economic crime. The collapse of the several family-controlled conglomerates, including Dlong，Hongyi，and Top Groups, highlighted the urgency of building up a clean corporate culture among Chinese publicly listed companies.



To improve the quality of our market, we must instil a clean corporate culture with integrity, honesty, and trustworthiness. However, nurturing such a corporate culture will need a good corporate governance structure. Proper disclosure, transparency, and checks and balance among the shareholders, board of directors, and the management will certainly help reduce fraud and corruption in the corporate sector. 


Corporate governance reform has been on the CSRC’s top agenda since 2001. Vigorous measures have been taken since then to improve the corporate governance of Chinese listed companies. These measures include requirement of independent directors on board, Code of Corporate Governance, Provisions on Protection of Public Shareholder Rights, information disclosure, development of institutional investors, legal and accounting reform, and training and enforcement.

I.

Independent Directors



One of CSRC’s major efforts of reform was the requirement of having independent directors on the board of directors in order to overcome the “insider control” problem in many of China’s listed companies. The CSRC Guidelines on Independent Directors (August 2001) requires each listed company to have at least one-third of the board to be independent by June 2003. Independent directors are required to serve as chairs of audit, compensation, and nomination committees. Major related-party transactions of the company have to be approved by independent directors. 



A recent survey of independent directors of listed companies shows that, as of December 2004, 4,681 independent directors had been appointed at shareholder meetings of the 1,377 listed companies in China. Most companies have at least one-third of the board as independent directors.  It has been evident that independent directors are playing a more and more important role on corporate governance. 

II.

Code of Corporate Governance



The second important step that CSRC has taken to improve corporate governance was the promulgation of a Code of Corporate Governance for Listed Companies in early 2002. The Code was developed according to the OECD Principles of Corporate Governance, taking into consideration the peculiarity of the Chinese market.



The Code is mandatory for all listed companies to follow, and puts the protection of shareholders’ rights as the basic goal of corporate governance. In doing so, the Code asks for equitable treatment of all shareholders. Listed companies may adopt proxy voting and cumulative voting methods to protect the rights of minority shareholders; listed companies are also required to be completely segregated from their parent companies; related-party transactions have to be fair and transparent and approved by independent directors. The Code also calls for shareholder activism and the increased participation of institutional investors.
III. 
Information Disclosure



We strongly believe that disclosure is an important measure toward better corporate governance of listed companies. A listed company is required to publish an audited annual report as well as a semi-annual report. Starting in 2002, listed companies are required to publish un-audited quarterly reports as well. We have recently revised our rules to simplify and streamline the format of these reports so that it would be more readable and easily understandable by investors. 

IV.

Measures on Protections of Public Shareholder Rights



Public investors are important participants in China’s securities market. However, due to historical reasons, about two-thirds of shares are owned by either the state or by legal entities and are non-tradable. The interests of shareholders of these non-tradable shares are sometimes different from those of tradable shares, especially on issues such as issuing new shares and dividend payment. Furthermore, holders of non-tradable shares are usually controlling shareholders who have final say in the decision-making process. As a result, the rights and interests of minority shareholders, mostly holders of the tradable shares, are often ignored or infringed by controlling shareholders. 



To better protect the rights and interests of public investors, the CSRC issued The Provisions on Strengthening the Protection of Rights & Interests of Public Shareholders (December 2004). According to the Provisions, listed companies’ major business decisions, such as rights issues and issuing additional new shares, and equity-for-debt plan, should win majority votes from holders of tradable-shares present in the general shareholders meeting. 



In a bid to tighten the supervision on directors, supervisors and senior officers, the Provisions propose to set up track records of all corporate directors/supervisors/senior officers of listed companies, and those who failed to perform their duties of good faith may be recorded and even banned from serving as directors/officers of public companies.



Given China’s vast territory and dispersed geographic location of investors, it is often difficult for many investors to attend shareholders meetings in person. Therefore, the Provisions require listed companies to provide online voting platforms for shareholders’ meeting. Since the promulgation of the Provision in December 2004, more than 20 listed companies have provided on-line voting platforms for their shareholders during their shareholder meetings and the results so far are satisfactory. However, more work needs to be done to promote the understanding of on-line voting among investors and increase the turnout rate (statistics show that those who have voted on-line represent no more than 10% of the tradable shares of the company). 

V. 
Reform on the Issues of Non-Tradable Shares



As mentioned earlier, the issues of non-tradable shares have important impact on corporate governance. It is a sensitive and complicated issue and earlier effort in reform in 2001 was called to stop because of strong negative market reaction. However, it has become a serious institutional barrier for the further development of the market. As such, CSRC issued a Circular on the Pilot Reform of Share Tradability of Listed Companies on April 29, 2005 and embarked on the reform of non-tradable shares. 



According to the regulation, each company on the pilot program shall work out a plan for floating, and submit to shareholder meetings for approval. To protect the rights and interests of public shareholders, the regulation stipulates that the plan shall not only pass the general shareholder meeting by two-thirds of votes, but also be agreed by two-thirds of shareholders of floating shareholders. It also set the limits for the proportion of shares that can be floated in the following three years. The first four companies in the pilot are on the way. After the successful completion of the pilot program, it will be extended to other companies.

VI.

Institutional Investors



In mature capital markets, institutional investors play an important role in the corporate governance of the companies they invest. In the past five years, CSRC has placed developing institutional investors as a high priority of our work. The fund management industry has been growing rapidly since 1998. At present, there are 46 fund management companies, managing total net assets of RMB 367.6 billion of client funds. The stock market is now also open to insurance funds and social security funds, as well as to foreign institutional investors. 



As of the end 2004, 27 overseas financial institutions had been licensed as Qualified Foreign Institutional Investors (QFIIs) with a total investment quota of US$3.7 billion, and many more institutions are applying for such qualification. 



By and large, institutional investors tend to invest for longer terms. Thus, they usually pay more attention to fundamentals and corporate governance of the companies they invest. The expansion of institutional investors’ base in China is therefore expected to bring about improvements in the corporate governance of listed companies. 

VII.
Legal and Accounting Reforms



Among many other things, reforms of legal and accounting frameworks are of great significance in terms of enhancing corporate governance. In 2002, the People’s Supreme Court issued the Circular on Handling of Cases Concerning Civil Disputes Resulted From Information Mispresentation on the Securities Market. The Circular marked an important judicial progress for protecting securities investors. 



In 2003, the People’s Supreme Court released a new ordinance that enables the shareholders, who have suffered from investment losses resulted from false information disclosure by listed companies, to take legal actions against the directors and senior officers of the company. Investors may claim for civil compensation according to the 2003 ordinance. Currently, both the Company Law and the Securities Law are under amendments by the National Peoples Congress. The amended laws are expected to improve the basic legal framework for the securities market and the external environment for corporate governance.



China has also stepped up reforms in the accounting and auditing areas. The Ministry of Finance (MOF), which is in charge of setting the accounting standards in China, has made significant changes in recent years to Chinese accounting standards to bring them more in line with the International Accounting Standards (IAS). 


In October 2003, the MOF and the CSRC jointly introduced a new requirement for the rotation of auditors, which requires that an auditor cannot provide auditing services to the same listed company for more than five years. The rotation of auditors will help maintain the independence of auditors.

VIII.
Training and Enforcement



To improve the understanding of corporate governance and fiduciary duty among directors and officers, CSRC together with some prominent universities, runs monthly training program for directors, including classes for independent directors. In the past four years, we have trained more than 10,000 directors and officers of listed companies.



CSRC also greatly strengthened its enforcement forces in recent years. The Ministry of Public Security established the Bureau for Investigation of Securities Crime on the premises of CSRC in order to facilitate the handling of criminal cases in securities crime. 



In a bid to tightening the on-site supervision of listed companies, CSRC took a significant step to reform its supervisory regime of listed companies in 2004. A geographically-based listed company supervision responsibility system was established, whereby the regional bureaus of CSRC will handle daily and regular supervision of listed companies and carry on on-site inspections, and the two exchanges will be the frontline regulators for information disclosure. These measures, by clearly defining the division of labor and responsibilities among the CSRC, its regional offices, and the stock exchanges, while consolidating regulatory resources, will greatly increase regulatory efficiency and power. 



In 2004, CSRC’s regional regulatory bureaus conducted on-site supervision on 465 listed companies. Twenty-eight companies suspected of illegal activities or criminal offenses were put on investigation or prosecution. The Shanghai and Shenzhen Stock Exchanges issued thirty-six public reprimands to the listed companies in question.



The CSRC also has instituted delisting procedures for companies that have incurred losses for three consecutive years, as mandated by China’s Company Law. To date 23 companies have been delisted from the main board and moved to an over-the-counter share transfer system commonly known as the Third Board. There has been orderly delisting of companies every year. This has further improved the overall quality of the market.


With the continuing efforts of the CSRC and other government entities, as well as intermediaries and listed companies during the past five years, the foundation for corporate governance has been established. The concept for corporate governance has been well accepted by the general public. With the improvement on corporate governance and transparency, listed companies are found to have gradually improved their performance and as well as their level of compliance. 



Thanks to the sound macro-economic environment and high economic growth rates in China, since 2002 most listed companies have reported satisfactory performances, which were manifested by their growing corporate revenues and other improved financial indicators, compatible to the macro-economic trends. 



As of April 30, 2005, 1,376 listed companies had publicized their 2004 annual reports. Their average annual profit reached RMB136 million, an increase of 30% compared with 2003. Earnings per share reached 0.24 yuan, and average return to net asset reached a ten-year high of 9%, increased by 19% and 18% over 2003, respectively. The average revenues, profits and returns to net assets of listed companies continue to grow for the third consecutive year. Last year the performance and financial conditions of listed companies were the best since 1997. Among 1,376 companies, 759 companies paid cash dividend to investors, and total dividends amounted to almost half of total profits of all the listed companies.



We believe the fast growing Chinese economy will continue to provide great potential for the growth of profit of listed companies. Rapidly expanding international trade and integration to the global economy also provide listed companies greater access to international markets. Vast supply of abundant labor and relatively cheap labor costs provide listed companies more room for profits. 



In the coming years, more and more SOEs will be corporatized and numbers of high-tech and private small and medium enterprises are rapidly growing. These companies will need to get access to the capital market.  However, currently only 15% of savings were channeled into investment in the stock and bond markets. And only 5% of population invested in the stock market. It is evident that our capital market needs to be further developed to accommodate the growing demand for capital from the corporate sector. The future of our capital market is bright.



Thank you.
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