Sinopec and the NYSE corporate governance rules

How China corporate governance rules for listed companies differ from those
followed by domestic US companies listed on the NYSE
Under the amended Corporate Governance Rules of New York Stock Exchange (NYSE),
foreign issuers (including Sinopec Corp.) listed on the NYSE are required to disclose a
summary of the significant differences between their domestic corporate governance rules and
NYSE corporate governance rules that would apply to a U.S. domestic issuer. A summary of
such differences is listed below:
NYSE corporate governance rules

Corporate governance rules applicable to the
domestically listed companies in China and the
Company’s governance practices

Corporate governance guidelines
Listed companies must adopt and disclose corporate
governance
guidelines,
involving
director
qualification standards, director compensation,
director continuing education, annual performance
evaluation of the board of directors, etc.

CSRC (China Securities Regulatory Commission)
has issued the Corporate Governance Rules,
prescribing detailed guidelines on directors of the
listed companies, including director selection, the
structure of the board of directors and director
performance evaluation etc. The Company Law of
PRC has specific regulations on the directors’
qualification. Furthermore, CSRC promulgates the
guidelines on the senior management training and
organizes the relevant training.
The Company has complied with the above
mentioned laws or rules.

Director Independence
A listed company must have a majority of
independent directors on its board of directors. No
director qualifies as “independent’’ unless the board
of directors affirmatively determines that the
director has no material relationship with the listed
company (either directly or as a partner, shareholder
or officer of an organization that has a relationship
with the company). In addition, a director must meet
certain standards to be deemed independent. For
example, a director is not independent if the director
is, or has been within the last three years, an
employee of the listed company, or if the director

It is required in China that any listed company must
establish an independent director system and set
forth specific requirements for the qualification of
independent directors. For example, an independent
director shall not hold any other position in the
listed company other than being a director and shall
not be influenced by the main shareholders or the
controlling persons of the listed company, or by any
other entities or persons with whom the listed
company has a significant relationship.
The Company has complied with the relevant
Chinese corporate governance rules and has
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has received, during any twelve-month period within
the last three years, more than US$120,000 in direct
compensation from the listed company.

implemented internal rules governing the
independence and responsibilities of independent
directors.
The
Company
determines
the
independence of independent directors every year.

To empower non-management directors to serve as a
more effective check on management, the
non-management directors of each listed company
must meet at regularly scheduled executive sessions
without management.

No similar requirements.

Nominating/Corporate Governance Committee
Listed companies must have a nominating/corporate
governance committee composed entirely of
independent directors.

It is stipulated in China that the board of directors
of a listed company may, through the resolution of
the shareholders’ meeting, establish a nominating
committee composed entirely of directors, of which
the independent directors shall be the majority and
the convener. Up to now, the Company has not set
up any nominating committee.

The nominating/corporate governance committee
must have a written charter that addresses the
committee’s purposes and responsibilities which, at
minimum, must be to: search for eligible people for
the board of directors, select and nominate directors
for the next session of the shareholders’ annual
meeting, study and propose corporate governance
guidelines, supervise the evaluation of the board of
directors and management, and evaluate the
performance of the committee every year.

Relevant
responsibilities
of
the
nominating/corporate governance committee are
similar to those stipulated by the NYSE rules, but
the main responsibilities do not include the research
and recommendation of corporate governance
guidelines, the supervision of the evaluation of the
board of directors and management, or the annual
evaluation of the committee.

Compensation Committee
Listed companies must have a compensation
committee composed entirely of independent
directors.

It is stipulated in China that the board of directors
of a listed company should, through the resolution
of shareholders’ meeting, have a compensation and
assessment committee composed entirely of
directors, of whom the independent directors are the
majority and act as the convener.

The written charter of the compensation committee
must state, at least, the following purposes and
responsibilities:
(1) review and approve the corporate goals
associated with CEO’s compensation, evaluate the

It is stipulated in China that the responsibilities of
the compensation committee are:
(1) to study evaluation standards on the
performance of directors and the senior
management and submit suggestion to the board of
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performance of the CEO in fulfilling these goals,
and based on such evaluation determine and approve
the CEO’s compensation level;
(2) make recommendations to the board with
respect to non-CEO executive officer compensation,
and incentive-compensation and equity-based plans
that are subject to board approval;
(3) produce a committee report on executive
compensation as required by the SEC to be included
in the annual proxy statement or annual report filed
with the SEC.
The charter must also include the requirement for an
annual performance evaluation of the compensation
committee.

directors;
(2) to study and review the compensation policies
on the directors and the senior management.
It is also stipulated that the committee shall produce
a report about the committee’s performance in the
annual report.
But the committee is not required to produce a
report on the executive compensation or make an
annual performance evaluation of the committee.
The board of directors of the Company has
established a compensation and performance
evaluation committee composed mainly of
independent directors who act as the convener, and
the committee has established a written charter
complying with the domestic corporate governance
rules.

Audit Committee
Listed companies must have an audit committee that
satisfies the requirements of Rule 10A-3 of
Securities Exchange Act of 1934 (the “Exchange
Act”). It must have a minimum of three members,
and all audit committee members must satisfy the
requirements for independence set forth in Section
303A.02 of NYSE Corporate Governance Rules as
well as the requirements of Rule 10A-3b (1) of the
Exchange Act.

It is stipulated in China that the board of directors
of a listed company should, through the resolution
of the shareholders’ meeting, establish an audit
committee composed entirely of directors, of which
the independent directors are the majority and act as
the convener, and, at minimum, one independent
director is an accounting professional.

The written charter of the audit committee must
specify that the purpose of the audit committee is to
assist the board oversight of the integrity of financial
statements, the company’s compliance with legal
and regulatory requirements, qualifications and
independence of independent auditors and the
performance of the listed company’s internal audit
function and independent auditors.

The responsibilities of the audit committee are
similar to those stipulated by the NYSE rules. It is
also stipulated that the committee shall produce a
report about the committee’s performance in the
annual report.
But according to the domestic practices, the
company is not required to make an annual
performance evaluation of the audit committee, and
the audit committee is not required to prepare an
audit report to be included in the company’s annual
proxy statement.

The written charter must also require the audit
committee to prepare an audit committee report as
required by the SEC to be included in the listed
company’s annual proxy statement as well as an
annual performance evaluation of the audit
committee.

The Board of Directors of the Company has
established an audit committee that satisfies
relevant domestic and overseas requirements and
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the audit committee has a written charter.
Each listed company must have an internal audit
department.

China has a similar regulatory provision, and the
Company has an internal audit department.

Shareholders must be given the opportunity to vote
on equity-compensation plans and material revisions
thereto, except for employment incentive plans,
certain awards and plans in the context of mergers
and acquisitions.

The relevant regulations of China require the board
of directors propose plans on the amount and types
of director compensation for the shareholders’
meeting to approve. The compensation plan of
executive officers shall be approved by the board
and announced at the shareholders’ meeting and
disclosed to the public upon the approval of the
board of directors.

Code of ethics for directors, officers and
employees
Listed companies must adopt and disclose a code of
business conduct and ethics for directors, officers
and employees, and promptly disclose any waivers
of the code for directors or executive officers.

China does not have such requirement for a code
for ethics. But, since the directors and officers of
the Company have all signed the Director Service
Agreement, they are bound by their fiduciary duties
to the Company. In addition, the directors and
officers must perform their legal responsibilities in
accordance with the Company Law of PRC, relative
requirements of CSRS and Mandatory Provisions to
the Charter of Companies Listed Overseas.
Meanwhile, the Company establishes The Model
Code of Securities Transactions by Corporate
Employees and The Rules of The Company’s
Shares Transactions by Corporate Directors,
Superiors and Senior Managements to regulate the
above mentioned people when transacting related
securities. In 2008, the Company promulgated the
Code for Employees of the Company as the
standards of business conduct and ethics of the
employees.

Each listed company CEO must certify to the NYSE
each year that he or she is not aware of any violation
by the company of NYSE corporate governance
listing standards and he or she must promptly notify
the NYSE on writing of any material
non-compliance with any applicable provisions of
Section 303A.

No similar requirements.
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