IHS Markit

ESG, Corporate Governance
and M&A Research

February 2021
Issuer Solutions

Contact

Andreas Posavac

Executive Director,

ESG, M&A and Governance Advisory
andreas.posavac@ihsmarkit.com
Telephone +43 (0)664 444 11 30

Authors

Janet Wong, CFA

APAC Head of ESG, Governance
and M&A Advisory, Issuer Solutions,
IHS Markit

Emily Wang

Senior Associate, ESG, Governance and
M&A Adviseny,lssuerSolutions,

IHS Markit

Mainland China and Hong Kong
Dissent on Voting Resolutions

This insight discusses three voting resolutions with significant dissent rate in
mainland China and Hong Kong during 2018-2020. They include related party
transactions that involve a financial services agreement, the approval of issuance
without pre-emptive rights and equity incentive plans.
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1. Related party transactions involving financial services agreement (Average
dissent rate: 16.5%)
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In order to improve capital efficiency, large Chinese listed companies, especially
state-owned enterprises, usually establish their own finance companies with
which they sign financial service agreements. This kind of related party
transaction requires shareholders' approval. Proxy advisors and shareholders
are often concerned about the inherent risks and generally do not support such
related party transaction unless there is a compelling justification (98% of the
time for ISS in the past three years). A robust internal monitoring and approval
procedure to ensure proper financial conduct of the finance company can help
mitigate the concerns. Anindependent committee’s (such as an internal control
committee) oversight of such transaction and an independent financial adviser
opinion on the transaction can also help gather shareholders' support.
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2. Approval of issuance without pre-emptive rights and reissuance of purchased
shares (Average dissent rate: 10.3%)
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The Hong Kong Stock Exchange permits listed companies to issue up to 20% of issued
share capital at a discount of up to 20% to the market price under the general mandate,
subject to shareholders’ approval. In general, proxy advisers and many institutional
investors do not support this resolution due to concerns about potential excessive
dilution, despite their respect for the flexibility allowed for companies to raise capital.
Many advocate 10% as a hard-stop threshold for both issuance (including the reissuance
of purchased shares) limit and discount limit. Some companies such as Techtronic
Industries, Geely Auto, AlA and Link REIT set voluntary self-imposed limits lower than the
regulator’s requirement. Sometimes investors will make an exception if companies
demonstrate their genuine need for capital raising.
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3. Equity based plans, especially related to stock option plan (Average dissent
rate: 8.3%)
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Market views towards equity incentive schemes, especially related to stock option plans,
remain divided. While companies aim to incentivize management, inadequate disclosure
of schemes’ performance hurdle and the perceived conflicts of interest (if the scheme
beneficiaries are also the scheme administrators) often result in a vote AGAINST
recommended by proxy advisers (84% of the time by ISS, 51% by Glass Lewis in the past
three years). Proxy advisers and many European-based institutional investors generally
do not support share options as they often compound the risk of share price
manipulation, which may incentivize management decisions that are misaligned to long-
term value. However, taking into consideration the below-average total quantum of
executive pay in mainland China and Hong Kong, some investors may override proxy
advisers’ recommendations and support management on a case-by-case basis.
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How We Add Value

To summarize, investors’ support for management on these items still depend on the
companies’ actual situation and the items’ legitimacy. From our past experience with
mainland Chinese and Hong Kong companies, putting forward the right message and
information and proactively engaging with shareholders prior to proxy voting help
increase the support rate of the resolutions. Our team can tailor corporate governance
advisory solutions to help companies better prepare for their shareholder meetings.
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