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These guidelines should be read in conjunction with the BlackRock Investment Stewardship Global
Corporate Governance and Engagement Principles. For companies with more than one listing, including a
listing outside of China, we expect companies to apply corporate governance practices of the jurisdiction
with the highest standards.

Executive Summary
BlackRock, Inc. and its subsidiaries (collectively, “BlackRock”) seek to make proxy voting decisions in the
manner most likely to protect and enhance the economic value of the securities held in client accounts.
BlackRock has developed guidelines for the key markets in which it invests. The market specific
guidelines incorporate the legal framework as well as the specific practices of each market. There may be
slight variances due to differing market practices.
Our policies for China are based on the Company Law, Securities Law, Listing Rules of Shanghai and
Shenzhen Stock Exchange, and the Code of Corporate Governance promulgated by the China Securities
Regulatory Commission (the CSRC) and other relevant guidelines such as the Guidelines of Introducing
Independent Directors to the Board of Directors of Listed Companies 1 also established by the CSRC.
These all have in common the principles of accountability, transparency, fairness, and responsibility.
Our approach to voting and corporate engagement is also informed by guidance on exercising ownership
responsibilities issued by organizations such as the United Nations (the Principles of Responsible
Investment) and the International Corporate Governance Network. We are actively involved in these and
a number of other regional and global organizations and believe our principles are consistent with their
guidance.

“Comply or explain” approach
The Code of Corporate Governance is implemented on a comply or explain basis. Companies are
allowed to not adopt recommended practices as long as a cogent explanation has been provided for noncompliance with the particular practice. BlackRock expects companies that do not follow recommended
practices to provide explicit justification of any deviation by explaining how these serve the interests of the
company’s shareholders.

Engagement
BlackRock takes an engagement-first approach to corporate governance, to the extent possible, as we
believe this approach results in both better informed decisions and a more consistent dialogue with
companies. Activities are coordinated by the Greater China Investment Stewardship team, bringing in
investment colleagues as relevant to the focus of the engagement.
We have meetings and discussions with board directors and management to discuss aspects of corporate
governance such as management of succession planning of the board, executive remuneration, board
structure and performance, related-party transactions, quality of company disclosure, and any
environmental and social issues which we believe have the potential to unnecessarily increase the risk
profile of the company. We may also participate in joint intervention with other shareholders where
concerns have been identified by a number of investors. Alternatively, for our active holdings, we may
1

http://www.csrc.gov.cn/pub/newsite/flb/flfg/bmgf/ssgs/gszl/201012/t20101231_189696.html
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consider reducing our holding in a company which is unresponsive to shareholder concerns; or for index
as well as active holdings, we may publicly oppose management who are unresponsive to these
concerns.

Proxy voting approach
BlackRock is one of the world’s largest institutional investors, with extensive investment and engagement
experience globally. BlackRock aims to vote at 100% of the annual and extraordinary shareholder
meetings where we have the voting authority to do so and where there are no opportunity costs
associated with exercising a vote (such as share blocking constraints) that are expected to outweigh in
the determination of the Investment Stewardship Group the benefit BlackRock clients would derive by
voting on the proposal.
These guidelines will be used to assist BlackRock in assessing proposals presented at shareholder
meetings. When assessing any proposal put to shareholders, BlackRock takes into account the unique
circumstances of the relevant company and our assessment of the impact of such a proposal on the
sustainable growth of the company. We aim to engage with management or members of the board, as
appropriate, on contentious and high profile issues before determining how to vote.

Corporate governance and proxy voting guidelines
These guidelines are divided into nine key themes as follows:


Boards and directors



Supervisory board



Accounts, statutory reports, auditors, and audit-related issues



Capital management



Mergers, asset sales, related-party and other special transactions



Strategy, purpose, and culture



Compensation and benefits



Environment and social risks and opportunities



General corporate governance matters
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Boards and directors
Composition of the board of directors
The board of a listed company should comprise competent individuals who have the requisite skills and
experience to fully discharge their duties to shareholders. BlackRock expects the independent directors to
possess between them the necessary breadth of experience and diversity of skills and to provide
objective oversight in the decision-making process of the board without any conflicts of interest or undue
influence from connected parties.
Board independence
At a minimum, we believe independent directors should comprise at least one third of the board for these
directors to represent an effective voice. Ideally, a board should consist of a majority of independent
directors. In cases where the board is not at least one third independent and where no explanation has
been provided, BlackRock may consider voting against the re-election of the chair of the nomination
committee, and/or the chair of the board, particularly if there are other corporate governance concerns.
Assessment of independence
An independent director is a director who is not a member of management (a non-executive director) and
who:


Does not have, and does not represent a shareholder with, a substantial shareholding in the
company



Has not within the last five years been employed in an executive capacity by the company or
another group company, and has not been appointed a director immediately after ceasing to hold
any such employment



Has not within the last three years been a principal or employee of a material professional adviser
or a material consultant to the company or another group member



Is not a material supplier or customer of the company or another group member or an officer of or
otherwise associated directly or indirectly with a material supplier or customer



Has no material contractual relationship with the company or another group member other than
as a director of the company



Is free from any interest and any business or other relationship which could, or could reasonably
be perceived to, materially interfere with the director’s ability to act in the best interests of the
company



Is not an immediate family member of any of the aforementioned



Is not connected through interlocking directorships with the company

Conflicts of interest
BlackRock believes that all independent directors should be free from material conflicts of interest. Nonexecutive directors, their immediate family or a related professional company, who or which have
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provided material professional services to a company at any time during the last three years, may be
placed in a position where they may have to make decisions that may place their interests against those
of the shareholders they represent. BlackRock may vote against the election / re-election of a director
where an identified conflict of interest may pose a significant and unnecessary risk to shareholders. All
potential conflicts of interest should be declared prior to appointment and at each board meeting in
relation to any specific agenda items.
Separation of chairman and CEO position
We believe that independent leadership is important in the board room. There are two accepted
structures for independent board leadership: 1) an independent chairman; or 2) a lead independent
director. We generally consider the designation of a lead independent director as an acceptable
alternative to an independent chair if the lead independent director has a term of at least one year and
has powers to: 1) introduce items on board meeting agendas; 2) call meetings of the independent
directors; and 3) preside at meetings of independent directors. Where a company does not have a lead
independent director that meets these criteria, we generally support the separation of chairman and CEO.
Length of service
BlackRock believes that shareholders are best served when there is orderly renewal of the board. This
should result in directors with accumulated experience while at the same time introduce fresh minds and
experience to the board as well as provide adequate succession planning. An effective renewal process
will ensure non-executive directors do not serve for such lengths of time that their independence may be
impaired although this is not a severe concern in China because the CSRC has a guiding opinion which
caps the tenure of independent directors at six years.
BlackRock may consider voting against the re-election of directors who have been on the board for a
significant period of time and there is no evidence of board renewal.
Board effectiveness
To ensure that the board remains effective, regular reviews of how it makes decisions and the information
it receives should be carried out and assessments made of gaps in skills or experience amongst the
members. In identifying potential candidates, boards should take into consideration the diversity of
experience, expertise, and perspectives of the current directors and how that might be augmented by
incoming directors. Diversity recognizes differences relating to gender, age, ethnicity, and cultural
background. Our publicly available commentary explains our approach to engaging on board diversity.
We believe that directors are in the best position to assess the composition and optimal size of the board,
but we would be concerned if a board seemed too small to have an appropriate balance of directors or
too large to be effective.
We expect the board to establish a robust process to evaluate the performance of the board as a whole
and the contributions of each director. BlackRock believes that annual performance reviews of directors
and the board contribute to a more efficiently functioning board.
Share ownership by non-executive directors
BlackRock believes listed companies should have a clear and disclosed policy on non-executive director
share ownership. We believe that non-executive directors should have some “skin in the game” in order to
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align their interests with those of public shareholders. Such policies should require non-executive
directors, within a reasonable amount of time after joining the board, to accumulate a meaningful
investment.
Where a non-executive director continues serving on a board and fails to accumulate a meaningful
investment and other significant corporate governance issues exist, BlackRock may vote against the
individual.
Nomination procedure
The company should have a formal and transparent procedure for the appointment and re-appointment of
directors. The board should adopt a procedure that can ensure a diverse range of candidates to be
considered. Such procedure may involve the engagement of an external professional search firm.
The procedure for the nomination and evaluation of the board should be disclosed in the corporate
governance section in the annual report. We seek information to understand how the board composition
reflects the company’s stated strategy, trends impacting the business, and succession expectations.
Where this information is not provided, BlackRock may consider voting against re-election of members on
the nomination committee.
Disclosure of director information
BlackRock expects the following information to be disclosed in the annual report and company website,
and the meeting circular when a director is seeking election / re-election:


Directors’ full name and age



Date appointed to the board (in the case of re-election)



Brief biography detailing the director’s educational background, working experience, and any
other board positions held



Specific discussion of the skills and experience the director is expected to contribute to the board



The company’s assessment of the director’s independence, including details of any current
dealings with the company

Particularly when a director is seeking election / re-election, it is imperative the above information is
provided to allow us to determine whether to support the appointment. Where this information is not
forthcoming, BlackRock may consider voting against the election / re-election of that director.
External board mandates
As the role of director is increasingly demanding, directors must be able to commit an appropriate amount
of time to board and committee matters. Given the nature of the role, it is important a director has
flexibility for unforeseen events. BlackRock is especially concerned that where a full-time executive has a
non-executive director role or roles at unrelated companies, there may be a risk that the ability to
contribute in either role could be compromised in the event of unforeseen circumstances.
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BlackRock expects companies to provide a clear explanation of the capacity to contribute in situations
where a board candidate is (1) a director serving on more than six other public company boards; (2) a
chairman of another listed company, or (3) an executive officer at a public company and is serving on
more than two other public company boards. When looking at the number of board mandates, BlackRock
will consider if the board memberships are of listed companies in the same group and / or for similar
sectors.
BlackRock may vote against the election / re-election of a director where there is a risk the director may
be over committed in respect of other responsibilities and/or commitments (taking into account outside
employments and / or board mandates on private companies/investment trusts/foundations). In case of an
executive officer, we would vote against his/her election/re-election only at external boards.
BlackRock may vote against the election of an outside executive as the chairman of the board as we
expect the chairman to have more time availability than other non-executive board members. We expect
the company to explain why it is necessary for this external executive to lead the board of directors.
Meetings
Although not required2, BlackRock believes a listed company should make full disclosure of the
attendance of all directors at board and relevant committee meetings in the annual report because this is
an important indicator of whether directors are discharging their duties to shareholders effectively.
Directors should ensure they attend all board and relevant committee meetings. BlackRock will consider
voting against a director who fails to attend fewer than 75% of board and relevant committee meetings
over his or her past term of being a director, unless compelling reasons for the absenteeism have been
disclosed. However, BlackRock will disregard attendance in the first year following appointment as the
director may have had commitments made prior to joining the board.
Committees
Appropriately structured board committees provide an efficient mechanism which allows the board to
focus on key issues such as audit, board renewal, compensation, risk, and any other issues deemed
important. Board committees can also provide an important role dealing with conflicts of interests.
BlackRock expects all companies to establish an audit committee and encourages all companies to
establish nomination and compensation committees. All committees should have written terms of
reference which should, inter alia, clearly set out the committee’s roles and responsibilities, composition,
structure, membership requirements, and the procedures for inviting non-committee members to attend
meetings. All committee terms of reference should be made public on the company’s website.
All committees should be given the power and resources to meet their obligations under the terms of
reference. This will include the right of access to management and the ability to select service providers
and advisors at a reasonable cost to the company.
The chairman of a committee should be independent. It is preferable for the chairman of the board not to
chair board committees as this may lead to a concentration of power in a single director.

2

Chinese companies are only required to disclose the meeting attendance record of independent directors at board meetings in the annual report.

2019 CORPORATE GOVERNANCE AND PROXY VOTING GUIDELINES FOR CHINESE SECURITIES | 6

BlackRock expects all companies to disclose whether the key committees are established, and if so, the
composition of the key committees, the frequency of committee meetings, and the attendance record of
each member on the committee.
Audit committee
The audit committee should comprise only non-executive directors and a majority of independent
directors, and an independent chair, with at least one member having appropriate accounting or related
financial background.
The terms of reference for the audit committee should have appropriate powers to determine the scope of
the audit process, review the effectiveness of the external auditor, assess, review, and authorize nonaudit work, have access to the internal audit process, and make recommendations regarding the
appointment and removal of the external auditor.
Where a risk committee has been established in addition to an audit committee, clear disclosure needs to
be made on the responsibilities of each committee and how they interact.
BlackRock generally does not support the election of an executive director to be on the audit committee.
Where the audit committee does not comprise a majority of independent directors and the chair is not
independent, BlackRock will consider voting against the re-election of the non-independent members of
the audit committee particularly if there are other corporate governance issues. Further, where there is
evidence showing failure of the audit committee relating to the preparation of financial statements, fraud
and general accountability to shareholders, we will consider voting against the re-election of members of
the audit committee.
Compensation committee
The compensation committee should comprise a majority of independent directors and have an
independent chair. The responsibilities of the compensation committee should include a review of and
recommendations to the board on issues including but not limited to:


The company’s compensation, recruitment, retention, and termination policies for senior
executives



Executive director and senior executives fixed and performance-based compensation to ensure
that executives are motivated to pursue the long-term growth and success of the company



The compensation framework for non-executive directors

Where BlackRock believes the compensation committee has failed in its role, we will consider voting
against the re-election of the chair / members of the committee.
Nomination committee
The nomination committee should comprise a majority of independent directors and have an independent
chair. The responsibilities of the nomination committee should include a review of and recommendations
to the board on issues including but not limited to:
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Assessing the competencies of all directors to ensure the board has an appropriate range of skills
and expertise



Implementing a plan for identifying, assessing, and enhancing director competencies



Reviewing, at least annually, the succession plans of the board



Ensuring the size and composition of the board is conducive to making appropriate decisions



Reviewing the time required of each non-executive director to undertake their role and whether
non-executive directors are meeting that requirement



Ensuring a process for the evaluation of the performance of the board, its committees and
directors, and reporting the process to shareholders in the corporate governance report in the
annual report



The appointment and re-election of directors



Maintaining a watching brief on the development of management and potential for senior
executive succession planning from the level below senior executives

Circumstances where BlackRock may consider voting against the re-election of the chair and / or
members of the nomination committee include but are not limited to:


If the composition of the board continues to reflect poor succession planning, renewal, or other
composition deficiency



If the committee approved the nomination or re-election of an individual who has demonstrated a
lack of integrity or inability to represent the interests of shareholders, or who has an actual or
perceived material conflict of interest that poses a risk to shareholders



If the committee fails to hold a meeting in the reporting year

Risk management
BlackRock believes that the board is responsible for assessing a company’s risk profile relative to its
business. Companies should implement controls and processes to oversee, manage, and control the
risks relevant to their business, including operating, environmental, health, and safety of the labor force,
as well as other social, market, and financial risks. BlackRock expects companies to disclose how these
risks are being managed in their annual report and / or website.

Supervisory board
China has adopted a two-tier structure of board governance. In addition to the board of directors, there is
also a supervisory board. According to the Company Law of the People’s Republic of China, the
supervisory board is authorized to check the financial affairs of the company and to ensure that board
directors and senior managers have fulfilled their obligation of fidelity and diligence; and when they have
not, propose to remove a director or senior manager and demand rectifications. 3
3

Article 54 of the Company Law of the People’s Republic of China.
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The supervisory board must have a minimum of three members, comprising shareholder and employee
representatives. No less than one third of members are required to be employee representatives. The
supervisory board should be independent of the board of directors, and thus, directors, managers, and
financial officers should not be supervisors. BlackRock will generally support the re-election of members
of supervisory boards where the structure of the supervisory board meets the legal requirement.
However, BlackRock will consider voting against the re-election of a supervisory board member where we
have concerns regarding the performance of the candidate or when the candidate has a relationship with
the external audit firm.

Accounts, statutory reports, auditors, and audit-related issues
Accounts and statutory reports
BlackRock recognizes the critical importance of financial statements that provide a true and fair portrayal
of a company’s financial condition. Statutory reports such as the Directors’ Report, the Supervisors’
Report, and the Annual Report also serve to depict a fair picture of the company’s business strategy,
operational performance, risk management, and financial strength. Where there is an unqualified auditor’s
report for the financial statements and where the accounts and statutory reports are disclosed in a timely
manner and with the requested information, we will support proposals to approve accounts and statutory
reports.
Auditors and audit-related issues
The appointment of the auditor and the auditor’s compensation needs to be reviewed and approved by
shareholders on an annual basis. BlackRock expects the audit firms to be well qualified to undertake the
task on behalf of shareholders. When a listed company proposes to appoint a different audit firm,
BlackRock expects the company to provide a reasonable explanation for changing its audit firm, assuring
shareholders that there are no disputes with company management connected with the auditor ceasing to
hold office. Where no explanation is provided, BlackRock may consider voting against the appointment of
a new audit firm and against the re-election of members on the audit committee.
BlackRock’s view is that a demonstrably independent audit is essential for investor confidence.
BlackRock expects companies to make detailed disclosure of auditor compensation. Where non-audit
fees exceed the level of audit fees in any year, BlackRock will review the nature of the non-audit fees and
any explanation provided by the company for the significant level of non-audit fees. Full details of all nonaudit work should be disclosed. Where non-audit fees exceed the fee for the audit we believe there is a
risk that the independence of the audit may be impaired. In such cases we may consider voting against
the re-appointment of the external auditor and against the re-election of members on the audit committee.

Capital management
Allocation of profits / dividends
In China, companies are required to submit to shareholders for approval the allocation of income. These
proposals are generally not contentious and are supportable. However, where dividend payout ratios
appear, without explanation, to be too high or too low BlackRock may consider voting against relevant
individuals on the board.
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Issuance of equities and equity-linked securities
The issuance of equities and equity-linked securities such as convertible bonds requires the approval of
shareholders. Further, companies are required to provide detailed information around the issue manner,
size, price, places if it is a private placement, and the intended usage of the raised proceeds.
BlackRock reviews such equity financing requests on a case-by-case basis where the key considerations
include the effect of ownership and earnings dilution to existing shareholders, the company’s current
capital structure, the intended usage of planned proceeds and how it aligns with the company’s business
development strategy, and the rationale of why other financing methods are not explored. BlackRock
generally does not support the issuance of new shares to a controlling shareholder at a deep discount
unless a cogent explanation is provided.
Issuance of debt instruments
The issuance of debt instruments such as corporate bonds, short-term, and mid-term notes also requires
approval from shareholders. The amount of outstanding debt instruments after issuance is capped at 40%
of the last audited net asset value of the company.
BlackRock’s view is that the board and management is in the best position to decide how to best utilize its
debt capacity and optimize its capital structure. Moreover, the CSRC has stringent requirements on the
profitability and credit rating of companies applying for debt issuance. Because of the tight regulatory
environment, BlackRock does not view such proposals to be problematic and generally votes in favor.
Application of bank credit lines
Chinese companies routinely ask for shareholder approval at the annual general meeting for the
proposed aggregate credit lines from commercial banks during the year. We view this is purely a
commercial activity and best left with the board and management. BlackRock generally votes in favor of
such proposals.
Provision of loan guarantees
Chinese companies routinely provide loan guarantees to subsidiaries and associates (and joint ventures),
and sometimes affiliates and unrelated parties. When the cumulative amount of such guarantee provision
exceeds a certain threshold as prescribed in details by the Listing Rules of the Shanghai and Shenzhen
Stock Exchange, shareholder approval is required for any subsequent guarantee provision.
BlackRock generally supports the provision of loan guarantees to subsidiaries. We also support the
guarantee provision to associates (and joint ventures) if the guarantee provision is proportionate to the
company’s equity stake in the associates. We generally do not support the provision of loan guarantees to
affiliates, particularly a controlling shareholder, or unrelated parties unless a cogent explanation is
provided.
Provision of loans
Companies at times propose to provide loans, often termed financial assistance, to subsidiaries and
associates, and sometimes affiliates and unrelated parties. These loan provisions need to be approved by
shareholders.
BlackRock generally supports the provision of loans to subsidiaries. We also support the loan provision to
associates (and joint ventures) if the loan provision is proportionate to the company’s equity stake in the

2019 CORPORATE GOVERNANCE AND PROXY VOTING GUIDELINES FOR CHINESE SECURITIES | 10

associates. We generally do not support the provision of loans to affiliates, particularly a controlling
shareholder, or unrelated parties unless a cogent explanation is provided.

Mergers, asset sales, related-party and other special transactions
In reviewing merger and asset sale proposals, BlackRock’s primary concern is the long-term interests of
shareholders. While these proposals vary widely in scope and substance, we closely examine certain
salient features in our analyses. For mergers and asset sales, we assess the degree to which the
proposed transaction represents a premium to the company’s trading price. In order to filter out the effects
of pre-merger news leaks on the parties’ share prices, we consider the share price over multiple time
periods prior to the date of the merger announcement. In most cases, business combinations should
provide a premium. We may consider comparable transaction analyses provided by the parties’ financial
advisors and our own valuation assessments. For companies facing insolvency or bankruptcy, a premium
may not apply. Where the transaction involves related parties we expect the board to establish a
committee comprised of independent directors to review the transaction and report to shareholders. There
needs to be a clear favorable business reason for any such transaction.
Unanimous board approval and arm’s-length negotiations are preferred. We will consider whether the
transaction involves a dissenting board member or does not appear to be the result of an arm’s-length
bidding process. We may also consider whether executive and/or board members’ financial interests in a
given transaction appear likely to affect their ability to place shareholders’ interests before their own.
Related-party transactions
Related-party transactions (RPTs) are common at Chinese listed companies. These are transactions
between the company and its related parties, as defined in details in the Listing Rules of the Shanghai
and Shenzhen Stock Exchange. According to the materiality of the transaction, it may need to be
disclosed or submitted to a shareholder meeting for approval. Any shareholder who has a material
interest in the transaction must abstain from voting on the resolution. All related-party transactions need
to be vetted by independent directors.
Broadly speaking, there are two types of related-party transactions: 1) one-off transactions, typically asset
purchases or disposals; 2) recurring RPTs that are within the ordinary course of business, usually in the
form of an ongoing goods and services purchase and provision agreement.
BlackRock assesses one-off RPTs on a case-by-case basis. Key factors we take into consideration
include the strategic rationale and the fairness of the transaction terms. Moreover, BlackRock expects the
company to disclose in detail the decision-making process the board has gone through and the process
the independent directors have gone through to arrive at their recommendation to minority shareholders.
Recurring RPTs involving the purchase and provision of goods and non-financial services are disclosed in
the annual report in details and are subject to annual approval by shareholders. In most cases, these
transactions are within the normal course of business and are transacted at arm’s-length terms. Where
disclosure is sufficient, BlackRock generally finds these proposals supportable.
Financial services agreements
It is common among Chinese State-Owned Enterprises (SOEs) to establish a finance company within the
business group (hereinafter referred to as Group Finance Companies [GFCs]). GFCs are set up to
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provide a range of financial services (mainly deposit, loan, and settlement related) to the group member
companies. The main purpose is to better utilize capital within the same group by channeling funds
among members through the GFC as companies are banned from directly borrowing from or lending to
another corporate entity. GFCs are typically majority owned by the unlisted group parent, which also
controls the listed company. A listed company obtains services from a GFC by entering into a financial
service agreement, which requires shareholder approval once every three years.
BlackRock recognizes the merits of dealing with a GFC compared to a commercial bank, such as
preferential deposit and loan interest rate, and expedited and customized settlement services. However,
we are concerned with certain risk aspects unique to dealing with GFCs. While GFCs are subject to the
same capital requirements and are also monitored by the China Banking and Insurance Regulatory
Commission (CBIRC), as a private entity there is not the same level of transparency compared to large
commercial banks, the majority of which are listed. Another key difference is that a GFC only deals with
member companies within the same group whilst a commercial bank deals with all participants in the
economy. As a result, GFCs are exposed to risks concentrated in a business group while a commercial
bank’s risk is much more diversified. Moreover, transactions with GFCs are related-party transactions and
therefore exposed to conflicts of interest. An extreme example of such conflicts left unchecked is a listed
company being exploited by the group as a window of financing given its access to the wider capital
market.
BlackRock believes companies can mitigate these risks by establishing a robust internal review and audit
process to ensure each deposit at and loan from the GFC is has a sound business and capital
management rationale. Companies should also aim to achieve a level of transparency beyond the
minimum requirement around transactions with GFCs and GFCs themselves. BlackRock may consider
voting in favor of a financial service agreement if in our assessment a company has set up an effective
risk management mechanism in place to address the conflict of interest, and has disclosed sufficient
information about the GFC and the transactions with it. Relevant information includes but is not limited to:


Rationale behind the deposit and loan limit requested



Decision-making process of placing deposits and obtaining loans from the GFC



Key financial metrics of the GFC such as loan-to-deposit rate, capital adequacy ratio, and amount
of non-performing loans



Activities other than taking deposits and making loans that the GFC may engage such as equity
investments, entrust loans, and finance leasing



Interest rates paid on deposits and charged for loans by deposit and loan type



The corporate governance structure of the GFC and its loan approving process



Percentage of the company’s capital deposited at the GFC versus that at a commercial bank

BlackRock expects such disclosure to be made not only in the meeting circular when shareholder
approval is being sought once every three years but also in the annual report so that investors get to
review these transactions and the financial strength of the GFC on an annual basis.
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Strategy, purpose, and culture
Strategy, purpose, and culture are more nuanced than many aspects of governance. An understanding of
these matters, the involvement of the board in their articulation as well as oversight of their
implementation are key for long-term investors to assess the company’s ability to generate value over
time. BlackRock thus seeks from companies clear and insightful explanations in this area, and for
transparency on these matters to become the norm for Hong Kong listed companies.
BlackRock expects companies to articulate the strategic milestones against which shareholders should
assess performance; specifically, public disclosure of financial targets to be shared with all shareholders,
for instance long-term return on capital or alternative criteria of value creation. We expect companies to
provide information on how the board contributes to strategy, purpose, and culture and oversees
management’s implementation of the agreed plans and policies.
In the absence of this information, and / or when we have concerns, we believe that engagement is
preferable to voting to communicate expectations on these matters to the company. In our engagements,
we will underscore the importance of a clear articulation of strategy, purpose, and culture by the board.
These aspects should be well-understood both by management and staff as well as transparent to
investors to be able to assess if management and the board are exercising appropriate stewardship of
resources and, over time, the company is moving consistently in the direction stated.

Compensation and benefits
The key purpose of compensation is to reward, attract, and retain competent directors, executives, and
other staff who are fundamental to the long-term sustainable growth of shareholder value, with reward for
executives contingent on controllable outcomes that add value. Each company faces different issues at
different times, has different value drivers and accordingly, BlackRock believes that each company should
structure their compensation policies and practices in a manner that suits the needs of that particular
company.
The level of director and executive compensation is generally not excessive at Chinese companies.
However, compensation is only disclosed as a lump-sum number for each director and senior executive in
the annual report, without a breakdown of the pay components such as base salary, performance bonus,
and benefits. This provides little transparency around the compensation structure of directors and senior
executives, and therefore leaves investors incapable of learning whether senior executives is properly
incentivised to manage the company in a way that is in the long term interest of shareholders.
BlackRock expects companies to disclose the compensation paid to each director and senior executive
and the breakdown of the payment. Where there is performance-based pay, companies should also
disclose the key performance metrics selected and the rationale for their inclusion, e.g. why these metrics
are suitable considering the company’s development stage, business strategy, and the nature of the
industry the company is in.
Non-executive director compensation
The role of the non-executive director is to monitor the strategy, performance, and compensation of the
executives and to protect the interests of shareholders in the long term. Non-executive directors should
receive sufficient compensation to attract and retain suitably qualified non-executive directors and
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encourage them to undertake their role diligently. The executive arm and any major shareholder should
not have any undue influence over the compensation of non-executive directors.
Non-executive director compensation should be structured in such a way that it aligns the interests of the
directors with those of the shareholders they represent. The structure of non-executive director
compensation should not provide any disincentive to resign from the board should an issue of conflict or
any other issue that would impair a director’s independence arise.
Non-executive directors should receive a fixed annual fee, including additional fixed fees for board
committee membership for their services. BlackRock supports non-executive directors entering into
“salary sacrifice” arrangements whereby a portion of their fees is received by way of fully paid shares
purchased on market.
BlackRock does not generally support the granting of options to non-executive directors as such
securities do not have the same risk profile as the ordinary shares held by ordinary shareholders and
therefore may not align the interests of directors with those shareholders they represent. Non-executive
directors should not receive performance-based compensation as to do so would more closely align their
interests with those of management, whose performance and compensation they are intended to monitor
on behalf of shareholders. Where options or performance-based compensation have been granted to
non-executive directors, BlackRock will consider voting against any such proposals and the re-election of
the chair of the compensation committee.
Equity-based incentive plans
It is becoming increasingly common among Chinese companies to establish a stock option / restricted
stock scheme to incentivize and retain key employees. Such schemes typically require approval, which is
valid for three to five years after which further shareholder approval is required or another plan is put to
shareholder vote. The performance period for such plans is usually 12 months.
According to the CSRC, companies may select performance metrics that measure its value creation for
shareholders such as return on equity, earnings per share, and dividend per share, or metrics that
indicate the company’s profitability and growth such as the growth rate of net profit and revenue. The
company can either choose to use its peer performance or historical performance as the benchmark.
Another regulatory feature of these plans is that the total number of shares underlying all the outstanding
equity-based compensation schemes shall be capped at 10% of the total amount of equity issued and
there is also an individual limit of 1%.
Disclosure around such plans is fairly comprehensive. Companies are required to disclose the full list of
plan participants, number of stock options / restricted stocks to be issued to each participant, exercise
price of the stock option, issue price of the restricted stocks, grant schedule, and company performance
measures and hurdles. Independent directors and non-employee representative supervisors are excluded
from these plans.
Many Chinese companies do not have compensation committees; as a result, such plans are
administered by the whole board, which may include participants in the plan. Given the regulatory
restrictions on issuances, and the comprehensive nature of disclosure we will support such plans as long
as the overall dilution is considered reasonable and justified, despite potential conflicts of plan participants
also being members of the board.
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Employee stock participation plans
Starting from June 2014, companies can also establish employee stock participation plans (ESPPs) which
aim to increase employee ownership in the company resulting in better alignment of the interests of
employees with shareholders. There is a minimum retention period of 12 months if stocks are purchased
from the secondary market, and 36 months if stocks are newly issued by the company. Generally a part of
an employee’s salary is used to purchase the shares.
Such plans are subject to shareholder approval. BlackRock generally supports the idea of employees
holding company stock and given the associated retention period, we think a discount in the purchase
price within 10% is reasonable.
Dilution
To ensure that equity-based compensation plans operate in a way that benefits both employees and
shareholders, BlackRock expects to see a limit on the amount of dilution that can occur across all
schemes. BlackRock may consider voting against an options plan if it may lead to over 10% cumulative
dilution over ten years inclusive of existing plans, or if a plan is not transparent in demonstrating the
distribution of option awards between senior executives and other staff.

Environmental and social risks and opportunities
As part of its investment process on behalf of its clients, BlackRock assesses a range of factors that might
affect the long-term financial sustainability of the companies in which we invest, including how companies
identify and manage the material environmental and social (E&S) risks or opportunities relevant to their
business activities. Evolving regulations and increasingly stringent enforcement are issues Chinese
companies have to plan for which could significantly impact current operations as well as expansion
plans; the board has to be cognizant of these risks in shaping the company’s growth strategy.
BlackRock expects listed companies to disclose all material risks and opportunities relating to E&S issues
and how they are managed. The framework for disclosure should include but not be limited to:


Identification of E&S risks specific to the company



Clear outline of board and management responsibilities on E&S issues



Policies and processes to manage E&S risks as well as an explanation of how they are
implemented and monitored



Disclosure of key targets and indicators across the whole company



Regular reporting on performance against policies and targets

Where BlackRock has concerns regarding the disclosure and management of E&S issues, we may
consider voting against the election/re-election of directors who are ultimately responsible for such issues.

General corporate governance matters
BlackRock believes that shareholders have a right to timely and detailed information on the financial
performance and viability of the companies in which they invest. In addition, companies should publish
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information on the governance structures in place and the rights of shareholders to influence these. The
reporting and disclosure provided by companies helps shareholders assess whether their economic
interests have been protected and the quality of the board’s oversight of management. BlackRock
believes shareholders should have the right to vote on key corporate governance matters, including on
changes to governance mechanisms, to submit proposals to the shareholders’ meeting and to call special
meetings of shareholders.
Amendments to articles of association
These proposals vary from routine changes to reflect regulatory change to significant changes that
substantially alter the governance of the company. We will review these proposals on a case-by-case
basis and support those proposals that we believe are in the best interests of shareholders
Anti-takeover devices
BlackRock believes that transactions or practices that are intended to impede a potential takeover can be
limiting to shareholders. BlackRock will generally not support proposals that introduce or renew antitakeover devices.
Bundled proposals
We believe that shareholders should have the opportunity to review substantial issues individually without
having to accept bundled proposals. Where several measures are grouped together, BlackRock may
reject the overall proposal if it includes those that contradict or impede the rights and economic interests
of shareholders.
Shareholder proposals
Whilst we recognize the importance of the right of shareholders to submit proposals to general meetings
in jurisdictions where this is permitted, we will not support those that are frivolous or that cover any issues
that we believe are the purview of the board or management, have been addressed adequately or where
the company has disclosed that such issues will be addressed. We will support shareholder proposals
that we believe enhance shareholders’ rights or are in the best economic interests of long-term
shareholders.

This document is provided for information or educational purposes only and does not constitute legal
advice. Professional legal advice should be obtained before taking or refraining from any action as a result
of the contents of this document.
The information and opinions contained in this document are as of December 2018 unless it is stated
otherwise and may change as subsequent conditions vary. The information and opinions contained in this
material are derived from proprietary and non-proprietary sources deemed by BlackRock to be reliable,
are not necessarily all inclusive and are not guaranteed as to accuracy.
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