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|. Performance and Strategy of CNPC
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« Standard Metrics: PetroChina Excellent Performance

 However...
«Standard metrics only core (PetroChina) operations
*non-core separated (CNPC)
*Allows PetroChina to shift risks off books
*E.g., overseas unproductive operations
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IIl. Chinese SOEs: Three tiers of governance

State-owned Assets Supervision and Administration Commission (SASAC)

China Banking Regulatory Commission (CBRC)

State Limited Liability Companies

(e.g., PetroChina)
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. CNPC:
Centralized and Shared Decision-making

CNPC Planning Bureau prepares 5-yr plan
Regional offices and subsidiaries submit investment plans

Planning Bureau integrates individual plans and submits

Final Approval from Board of directors

and State Council
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Il. De facto governance within PetroChina

CNPC PetroChina

President

ZhengHu  |Vice President

Vice President

Vice President ZhengHu  |Nonexceutive director |

Vice President

Vice President

CFO
Chief of Discipline &

Inspection Group
Gong Huazhang [Nonexceutive director

Liao Yongyuan |Assistant President

. Less than one third of directors are

outsiders compared to 75% in
western companies

* Yellow names represent
overlapping personnel between
CNPC and PetroChina

Liao Yongyuan |other senior management
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lll. Political influence over corporate
governance

« All managers appointed by SASAC with no input requested
from the board.

 Managers focused on keeping company in line with
government ideology and maintain stability more than
economic development.

* Heavy infiltration of insiders make it difficult to expel poor
performing managers and avoid corruption
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Thank You

http://pesd.stanford.edu/




IV. Main conclusions

 Current corporate governance strategies unlikely to change
without a radical change in the political system.

 Implementation of current and past reforms have resulted in
a change in the formal organization of NOCs, but not in
corporate governance and ownership.

* There is no objective third-party organization that acts as a
check against the government/CNPC in the regulation of
SOEs.

 Lack of an adequate corporate governance and ownership
system will likely be the main obstacle to improving the
performance of CNPC.
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Il. Government Involvement

Office of the
National
Energy Leading
Group

Ministry of Land

1 And Resource

Approval from the

and State Council

T Ministry of

NDRC
(Energy
Bureau)

Commerce

State Envt’l
Protection
Agency
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IV. Performance of CNPC

« CNPC has complete control over commercial contracts with
PetroChina, PetroChina obliged to maximize benefits for
CNPC.

» 86% of PetroChina’s profits go to CNPC

» PetroChina takes on little risk by operating best performing
core assets of Chinese oil industry and no risky overseas
development

 Shifting funds from one pocket to another to give illusion of
profitability in order to garner international support for
corporatization and boosts confidence in China’s oil sector.
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Il. Theoretical governance within
PetroChina

PetroChina Limited Liability
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Il. De facto governance within CNPC

CNPC Parent Company
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. CNPC dominates the Chinese oil industry

Crude oil recoverable reserves (billion tons)

Sinopec
20%

Profit from oil companies ($ billions)

Sinopec
9%

Crude Production (million barrels/yr)

Source: Company annual reports 2006, CNPC 2007
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ll. Theoretical governance within
PetroChina

Company Law of 1994
For every corporatized SOE:
1) A board of directors must be formed.

2) Shareholders meetings have to be held in order to
elect directors and decide on major corporate
decisions.

3) A board of supervisors must be established in order to
independently oversee and evaluate the behavior of
directors and managers
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