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Executive Summary

The original thinking on corporate responsibility started in the US and it
emphasizes the responsibilities of the corporation to stakeholders other than
shareholders such as lenders, employees, clients, suppliers, financial
institutions, and local governments. These responsibilities include complying
with law, abiding by the ethics, promoting safe working conditions,
protecting labor rights, supporting charity and protecting environment.

After decades of development, the idea has influenced major global
economies and drew extensive attention from political and nonpolitical
organizations as well as companies themselves.

In China, the concept of harmonious society is a new social development
philosophy. The growth model of overemphasizing economic growth has been
replaced by a sustainable model balancing economic development, social
development and environment protection. Against this background, the
promotion of corporate responsibility is growing, and the related laws and
regulations are being improved constantly. The new Company Law effective
on Jan 1, 2006 stipulates that companies must hold social responsibility i. e.
companies should hold responsibility with regard to employees, lenders,
suppliers, consumers, local residents, natural environment and resources,
national securities, and overall development of the society. In addition, the
new Bankruptcy Law, Environment Protection Law, and Labor Contract Law
all touch upon corporate responsibility.

However, China is still within a special social and economic transition
period. Both corporate governance system and social awareness of corporate
responsibilities are yet to further improve. Therefore, listed companies still
have problems in complying with their social responsibilities. They can be

summarized in five points below:
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Firstly, although related government organization and securities
regulatory and self -~ regulatory bodies take various measures to protect
minority investors, macro and legal framework still need to be further
improved. Listed company corporate governance practice is still incomplete.
Violations of minority investor rights occur regularly. For example, listed
companies carry out related party transactions in favor of large shareholders,
and conduct selective and unfair information disclosure. minority investors
are hurt due to information asymmetry.

Secondly, companies generally don’t consider employee rights in their
operation. Employees’ rights to participate and monitor company operation
and developments are not effectively protected. According to the 2007 survey
of 135 listed companies by Shanghai Stock Exchange, 77% of listed company
boards don’t have employee representatives, and in 59. 2% of listed company
supervisor boards, the percentage of employee representatives is less than
1/3.

Thirdly, due to the traditional economic system, underdeveloped legal
system and the deficiencies of existing corporate governance, lenders’ rights
are severely impaired. Company’s bankruptcy is approved by regulators and
lenders have no effective influence during the process. Under protection of
local government, bankruptcy deceit is hard to correct and punish, which
severely limits bank’s influence on borrowers on the verge of bankruptcy.

Fourthly, capital market and commodity market have not formed
powerful constrain on corporate responsibility on environmental protection.
Citizens and nongovernmental environment protection organizations can’t
effectively participate in the decision and monitoring of environment related
issues. This has caused listed companies to have less regard for environment.
Except for a few large companies, listed company expenditure on environment
treatment is low and major pollution cases related to listed companies occur
regularly.

Fifthly, overall, most listed companies don’t perform very well in their
social responsibility, In particular in terms of charity donations, some listed
companies appeared rather indifferent. In 2006, 90% of surveyed listed
companies donated less than RMB 1 million and 40 listed companies didn’t

have any donation at all,

« 2.
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Two factors are contributing to the above issues.

For one thing, the general social institutions for corporate social
responsibility needs to be improved. Under government controlled
development model, the local governments regard GDP growth as top
responsibility. Social responsibility such as environmental protection and
employee rights are in conflict with such an objective, On the other hand,
despite the fact that related legal system is in place, the imdementation of the
system needs to be improved.

For another thing, the market has not formed a constraint on corporate
behavior in terms of social responsibility.‘ In the commodity market, the
middle class is not strong enough to resist products and services that work
against social responsibilities and buy only from companies that abide by
social and environmental standards. In the capital market, analysts don’t look
at social responsibility when they value companies, and they only look at
corporate financial performance in their investment decision.

Based on the current situation, the corporate governance report provides
six polia recommendations.

Firstly, encourage companies to accept corporate social responsibility.
Government departments can work with international organizations and other
government and non — government organizations to learn the content,
standard, and recent development of corporate social responsibility. They can
provide companies with information and education on these issues.

Secondly, strengthen overall examination on corporate social
responsibility. Government related departments should set up system of
evaluation on shareholder responsibility and corporate social responsibility.
Information disclosure must include information related to social
responsibility such as major environmental and social risks. Corresponding
requirements could be added to Listed Company Corporate Charter Guideline,
Listed Company Corporate Governance Guideline, and Listing Rules.

Thirdly, encourage institutional investors to incorporate social
responsibility into investment decision making. In addition to promoting value
investing, they should avoid investing in listed companies lack of social
responsibility, In this perspective, promoting social responsibility investment

will not only promote harmonious development of securities industry but also
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help China’s economy to develop in a more environment friendly and more
sustainable way.

Fourthly, effectively implement the rules related to employees under
Company Law, enact listed company social responsibility pact, and set up
systems to allow employees to participate in company deveiopment and
monitoring.

Fifthly, promote legal system development and improve legislation to
effectively protect the rights of lenders. An effective legal system of lender
right protection should be in place to make controlling shareholders and
related insiders more responsible and to form a complete system of
bankruptcy, liquidation and restructuring.

Sixthly, improve corporate governance through financial, tax policies
and tougher laws and enforcement. For example, listed companies’
environmental protection performance could be linked to the approval of its
share issuance. Companies can be banned from borrowing money or raising

money on capital market if behaviors damaging environment are spotted.
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