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ABSTRACT: Chinese listed companies adopt first a Supervisory Board (SB) and then the independent 

directors in a Board of Directors (BoD). Both boards are appointed and report to the shareholders. Specially, the 

Audit Committee (AC) of BoD and the SB are both in charged with monitoring functions in China. China expects 

that the establishment of ACs after SBs will improve the internal supervisory mechanism of Corporate Governance. 

It may present that Chinese SBs have defects in implementation. Particular attention is paid to the difficulties that the 

SB is facing and to the likely causes to the cooperation with the AC. This paper applied an experiential case study of 

one listed company in China by interviewing the SB chairman and members with experience. A regulation 

comparison of the SB powers and duties between German and Chinese governance mechanisms is documented in 

this article and the issues raised in the interview point out the reasons in implementing ineffective SB through these 

distinct governance mechanisms. The findings not only listed difficulties in implementing SBs but also the values of 

keeping SBs in China will be useful for finding ways to improve the effectiveness of the supervisory institutions in 

China. Results are given there remains a strong need to strengthen the functioning of the SB and cooperation with 

the AC in the future. This also calls for further endeavors to understand the coordination of the supervisory 

institutions and functions in the future study. 

      Keywords: Supervisory Board, Audit Committee, Corporate Governance. 

 

1. INTRODUCTION 
The People‘s Republic of China was founded in 1949 with the planned economy. Since 1978, China 

initiated the reform and opening-up policy, to the end of 2016, there are more than 70% of state-owned 

enterprises (SOEs) have been renovated to the competitive commercial category as private enterprises, 

only less than 30% SOEs remained and categorized as public infrastructures (Cheng, 2012; Green, 2017). 

The goal of this new measure is to transfer control and management of SOEs to corporation systems in the 

end of 2017; and to establish a majority of external directors in the board of directors (BoD) in 2020 

(OSC., 2017). The other reforms that accompany the changes of categorization and mixed ownership are 

strengthening the supervisory mechanism such like supervisory board (SB), BoD, implementing market-

based manager compensation, and increasing accountability toward state owned assets to reduce 

corruption. There is nothing about altering internal measures for SOEs in order to ensure that these firms 

become more competitive or efficient (Hsu, 2017). Due to non-state owned interests in the joint ventures, 

demand emerged for the verification of capital contributions and audits of annual financial statements and 

income tax returns by registered non-government-employed Chinese certified public accountants (Xie  et 

al., 2003). There is inevitably to further strengthen the supervisory mechanism accompanying with the 

ownership conversion for the contradiction between the ownership and the management grounded on the 

agency theory. At the progress of supervision, the supervisory concept and independent monitoring 

knowledge in China was virtually non-existent under the planned economy before the 1980s, when the 

State both owned and ran enterprises (Lee, 2011). Since 1998, the SOE‘s inspection commissioner‘s 

system progressed to outsourcing board of supervisor‘s system of the large SOEs, which were set up with 

the original intention for the transitional arrangements and with the subtraction members of the 

supervisors, has now been normalized and evolved into the enterprise‘s supervisory board (SB) system. 

The progress of full-scale economic reforms, with the separation of ownership and management of 

enterprises, led to agency problems in business firms. Independent monitoring is thus called for, in order 

to alleviate these problems (Lee, 2015).  
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The Chinese Corporate law adopted in December 1993 became the first piece of Chinese legislation 

specifying that every listed company establish a SB to supervise the company‘s financial activities and the 

conduct of its directors. In 2002, China announced the regulation of the Code of CG for Listed Companies 

(CSRC and SETC 2002: Section 52), encouraging listed companies to set up an Audit Committee 

voluntarily, although its installation is not mandatory. In practice, the willingness to install the AC has 

increased from 1% (12) in 2000 to 99.86% (2106) in 2010 among listed companies (Lee, 2015), page 2, 

Table 1). Does it present there are defects in implementing the SB in China? However, China still keeps 

the SB in the supervisory mechanism even though almost 100% enterprises have already installed the ACs 

presently. The unique background of Chinese enterprises is in transition from SOEs to private business 

nearly four decades among the Chinese enterprises‘ renovation and supervision progress. The issue in this 

article may be summarized as follows: How does Chinese SB operate presently? What are the difficulties 

faced and values produced in Chinese SB implementation?  

This article intends to elucidate the Chinese internal supervisory mechanism, and to better 

understand the operation contents and difficulties of implementing the SB and coexistence with the AC 

information obtained from a case study by interviewing the SB chairman and members of a listed 

company with experience of having implemented SB in China. The evidence presented forms a basis for 

proposals of how key operations of monitoring and co-ordination can be improved to make supervisory 

functions in China more effective.  

The remainder of this article is organized as follows: Section ‗‗Literature and Regulation‘‘ discusses 

literature studies and regulation; the section ‗‗Research Methodology‘‘ describes research design, and the 

‗‗Empirical Studies‘‘ section presents the empirical findings and section ‗‗Conclusion‘‘ concludes with 

the assessment of the finding as well as proposals for future research on the subject matter. 

 

2. LITERATURE AND REGULATION 

2.1. Literature 
Gorton and Schmid (2004) Document that under the German Corporate Governance (CG) system of 

co-determination, employees are legally allocated control rights over corporate assets through seats on the 

SB—that is, the board of non-executive directors. Firth  et al. (2007) find that the types of the dominant 

shareholder, the size of the SB, and the percentage of independent directors have an impact on the 

frequency of modified audit opinions. (Qin, 2007) examines the relationship between corporate 

performance and the characteristics of the SB. He suggests that the SB functions effectively in China and 

that improving SB functions could result in better corporate performance. Ding  et al. (2010) report that 

China‘s CG system implements both American and German style mechanisms, but the SB, a typical 

feature of German style governance, is generally considered dysfunctional. One specific proposal for 

improving the SB system advanced in Ding  et al. (2010) is to create public supervisors and creditor 

supervisors. (Bezemer P.  et al., 2012) suggest that a separate board with the power to influence 

management through consent, advice and incentives is an effective, pre-emptive form of monitoring. In 

line with the principles of the agency theory, these initiatives mainly aim to improve a board‘s monitoring 

potential by increasing its independence from management (Daily  et al., 2003; Finegold  et al., 2007; 

Ramli  et al., 2010). Typical measures to improve a board of directors‘ independence include increasing 

the number of outside non-executive directors, separating the roles of the CEO and the chair, limiting the 

number of board interlocks and establishing oversight board committees. Chien  et al. (2010) Find that the 

presence of a committee and the committee‘s specific qualities of independence, financial expertise, and 

increased activity positively correlate with reduced frequencies of internal control problems. In addition, 

Iyer  et al. (2013) find that professional accounting certification and AC experience are valued positively 

by the BoD when designating an AC member as a financial expert. As a result, board systems appear to 

evolve and converge around the globe (Bezemer P.-J.  et al., 2007; Chhaochharia and Grinstein, 2007; 

Valenti, 2008). For future research, Turley and Zaman (2014) suggest: (1) greater consideration of the 

organizational and institutional contexts; (2) explicit theorization of the processes associated with 

operation; (3) complementing extant research methods with field studies; and (4) investigation of 

unintended as well as expected consequences of supervisions. Block and Gerstner (2016) find that the 

American board has begun to reflect German two-tier model in function if not in form and they remark 

―The heightened monitoring standards for boards and the rising importance of committees has made the 

one-tier board in America more akin to a multi-tiered board.‖ Block and Gerstner (2016) stressed that 

another important monitoring task is the supervision of executive actions, where effectiveness depends on 

(1) independence from management, (2) information access and (3) overcoming operational challenges. 
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In summary, China has entered a period of unprecedented transformation, within which business 

operations have become more complex. China‘s internal supervisory structure involves a unique 

interaction between two mechanisms of ACs and SBs, and the function‘s effectiveness, operations and co-

ordination between these two governance elements represent important subjects for research. The 

supervisory characteristics of the composition including independence and expertise, and the operation 

including size and diligence are a prerequisite for the effective exercise of monitoring functions. It is a 

period of rapid innovation as well as that of trial and error in the evolution of businesses and business 

processes. The relevant studies of (Li K. and Liu, 2005; Li B. and Chen (2006); Li X. Q., 2007) all 

suggest that China must enhance supervisory mechanisms in its listed companies and the development of 

the capital market by refining the basic principles of law as well as by learning from the best reform 

practices of domestic and overseas CG. The focal point of this paper endeavors to explore the reasons 

behind why the SB can succeed in Germany well but seems fail in China as well as the difficulties faced 

in the empirical practices in order to surface the defects of implementing Chinese SB. The striking 

differences between the regulations in the Germany and in China may suggest that the ways of improving 

Chinese SBs should be viewed as an educational issue.  

 

2.2. Regulation  

After 2006, the newly amended Chinese Corporate Law significantly enhances the role played by 

SBs. The Chinese approach to supervisory CG structures in companies contains the SB founded in the 

German model. According to the German regulations on CG, the SB (Aufsichtsrat) oversees and advises 

the BoD (Executive Board, Vorstand), and also has control over fundamental and important decisions. 

According to Paragraph 1 of Article 111 of the German Company Act (Aktiengesetz; AktG), the SB has 

the right and responsibility to oversee (u ¨berwachen) the operations of the company (Chen, 2007). The 

SB reviews the management by inspecting the books , reviewing the annual report , issuing and 

overseeing the work of an external auditor , analyzing the information provided by the management board  

and reporting to the general meeting . In addition, the SB also has standing for court actions against the 

management .The characteristic of the existing German system of CG indicates that the SB plays the role 

of overseeing the operations and finance of the company. In addition to the appointment and removal of 

directors, the most important right and responsibility of the SB is to oversee the operations of the directors 

(Yang, 2004). In the Chinese system of CG, there are two institutions participating in the Shareholders 

Assembly Meeting: the BoD which is responsible for making important day-to-day managerial decisions, 

the removal of managers, and the execution of day-to-day operations, whereas the SB is responsible for 

the supervision of the company‘s finance, the violation of laws, regulations, or company constitution by 

the directors and managers in their execution of their duties to the company (Yang, 2004). According to 

Article 126 in China‘s Corporate Law, the SB in a Chinese company is the internal supervisory unit 

responsible for supervising the directors and managers‘ behaviour. Corporate Law also stipulates the 

system of the SB and guides it on behalf of the shareholders to supervise the organisation of internal 

power, exercised by the BoD and the layers of management of the company. The duties of SB as 

stipulated in Chinese Corporate Law include: 

 

1. Reviewing the financial affairs of the company; 

2. Monitoring the performance of directors and senior officers; removal of directors or senior 

officers in the case of violation of laws, administrative regulations or  articles of association;  

3. Requiring rectification from directors or senior officers if they cause harm to company interests; 

4. Proposing interim shareholder meetings; convening shareholder meetings when the board of 

directors does not do so as required by law; 

5. Submitting proposals at the shareholders meeting; 

6. Filing suit against directors or senior officers if they harm the company while performing their 

duties in violation of laws, administrative regulations or the articles of association;  

7. Exercising other authorities set out in the articles of association. 

In addition, supervisors may attend board meetings and may propose issues to be 

determined by the board of directors. A SB or the supervisors of a company that does not have a 

committee may conduct investigations upon discovery of any unusual operations of the company.  
In both the German and the Chinese systems, it is the right and responsibility of the SB to oversee 

the conduct of the BoD. In the German system, the SB has a rank position above the BoD, whereas in the 

Chinese system, the SB has the equal rank position as the BoD. This structural difference might have 

some impact on the supervisory effectiveness, the powers, and roles of the SB in both systems. What 
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should be considered to be adequate rights and roles for SBs in China under laws and regulations by 

comparison with the situation in Germany, as an international comparison whereby an equivalent structure 

is also relied upon for supervisory governance?  

The German and the Chinese system are compared in the following aspects as Table 1:  

 

(1). The right to appoint and remove directors  

Section 84 of Die Aktien des Gesellschaftsrechts stipulates that the SB has the right to appoint and 

remove the chairperson and the members of the BoD and decide their remuneration and benefits. The SB 

in the Chinese system has no equivalent power.  

 

(2). The right to approve specific business dealings 

Under the German system, a SB cannot replace the BoD in running the operation of the company 

but it can arrange for certain operation to be executed only with its approval, although it may not interfere 

with the managerial activities of the BoD. Given the practical difficulty of setting a clear-cut boundary 

between managerial and the supervisory responsibilities, this provision could lead to conflicts between 

SBs and BoDs. There is no equivalent right for Chinese SBs. 

 

(3). The right to limit the directors’ commercial activities 

Members of the BoD in Germany cannot engage in any commercial activity outside the company‘s 

business or any commercial activity in the company that solely benefits themselves without the approval 

of the SB. Again the Chinese system has no provision of this kind. 

 

(4). The right to represent the company 

Under the German system, a company is normally represented by the BoD but, under certain 

conditions, it may be represented by the SB. The SB in the Chinese system does not have this right but it 

can bring cases on behalf of the company against the directors who violate the company‘s interests. The 

2005 revision of the Chinese Company Act further provides that a SB can also call for and host the 

General Meetings of Shareholders when the BoD fails to do so. The SB in China owns the right to directly 

report to the China Security Regulatory Commission or other institutions. 

 

(5). The right to supervise 

The fundamental responsibility of a German SB is to supervise the BoD in their work of controlling 

the business operation. In order to supervise properly, it has the right to understand the operation of the 

company, and to examine relevant accounting books, documents and the financial situation. The BoD 

must therefore report to the SB about business development, business policies and corporate profits. 

Having identified the supervisory right of SBs in China, it is necessary to further examine 

operational procedures in evaluating the quality of supervision exercised. Only three sections of the 

Corporate Law in China concern the operational procedures of SBs. Section 55 states that the SB may be 

presented at meetings of the BoD and raise questions or offer suggestions for resolutions at the meetings. 

The SB – or individual supervisors in the absence of a SB – may also investigate any suspected 

abnormality in the company‘s operation, and costs incurred in so doing will be covered by the company 

(Section 57). Section 151 stipulates a general provision that the directors and senior managers should 

provide correct data and information needed by the SB and should not obstruct its efforts or those of 

individual members in exercising their powers. In practice, because SBs do not have a role with respect to 

management decisions, their supervisory role effectively constitutes supervision after the event. On the 

other hand, Section 90 of Haftungsrecht in Germany states that the BoD must report to the SB regularly.  

In summary, Table 1 ―Comparative Rights and Roles of SBs in Germany and China‖ presents under 

the Corporate Law and the Code of CG for Listed Companies in China, SB members have the right to 

propose, supervise and report, but they have no powers to appoint or remove directors or determine their 

remuneration or benefits, while their German counterparts have powers and the rights that enable them to 

control the BoD. These include the right to appoint and remove directors, approve specific business 

dealings, limit the directors‘ commercial activities, and represent and supervise the company. Information 

reported is for prior, concurrent, post and provisional supervision, as listed in the Table 1. The German 

system explicitly gives a SB the right to supervise the business operation of the company and to examine 

its financial condition. The Chinese system could possibly be enhanced by giving SB similar rights to 

regularly and provisionally investigate the business operation of the company and to demand reports from 

the directors. Chinese SB is parallel to the BoD in organization and have no parallel power to the 

supervisory duties may lead to the implementation of Chinese SB in formality rather than in reality. 
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3. RESEARCH METHODOLOGY  

3.1. Design 
This article aims to answer the research question by an experiential case study of interviewing the SB 

chairman and members of a listed company in Hanchou, China and referring to the work of Gendron, Be 

´dard, Turley and Zaman, Spira, and others. As these researchers performed only limited research on 

internal processes, they have called for more research to be carried out. Thus, the interviews with the SB 

chairman and members will help identify the operation process of the SB institution for the realization of 

effective supervision, rooted in their practical experiences, in response to calls by the relevant researchers 

to unravel the black box of the monitoring system, as this cannot be achieved through quantitative 

methods. Generally, the qualitative method will analyze the responses from three interviewees of a listed 

company to identify operational processes on the understanding of the SB concrete practices of 

implementation by revealing the contexts of supervisory functions in three sampled interviewees. The 

following explores the composition and operation of Chinese SB in practice to reason the defects in 

implementing Chinese SB after contrasting the benchmarking regulations with German system (Table 1). 

 

3.2. Sample Target 
The sampled company of a chemical and logistics industrial group listed in the Shenzhen Stock 

Exchange (SZSE) with three interviewees, one SB chairman and two SB members were 

interviewed. Three interviews were conducted after the introduction of the General Secretary of 

the BoD, as he is in charge and the co-ordinator of the BoD and SB, including ACs and its 

related parties. Three interviewees were questioned about the process of typical supervisory 

functions, and the extent to which the company‘s SB fulfilled its mandate in practice in China, to 

make data collection more systematic for each interviewee, it was intended to keep the interview 

fairly conversational and situational. The data were then analyzed and consolidated to generate 

conclusions. 
 

3.3. Techniques 
Prior to fieldwork, investigations were specified through understanding a background of the sampled 

company, the SB features of the sampled company, and the background of the SB members in the 

sampled corporation as tables 2-4 and identify the interview questions based on the research objective, 

literature review and the author‘s working experience of themes with many years related to key 

monitoring functions; while being flexible enough to explore new approaches during the interview. Semi-

structured interviews were used to allow the interviewees to express their points of views for mutual 

understanding relating to the SB‘s operations related to effectiveness and dynamic relationships with ACs 

(Rubin and Rubin (1995)). The interview transcripts were analyzed through qualitative procedures (Miles 

and Huberman, 1994). Therefore, semi-structured questions were designed for in-depth interview for the 

sample company, to arrive at the general understanding of the practice of the SB. Questions were prepared 

in order to understand the supervisory functions and the questions were made known to each category of 

interviewees before the fieldwork commenced. ―The analysis has selected feelings, problems, and so on 

according to some explicit decision rules and has clustered discrete but similar items‘‘ (Miles and 

Huberman, 1994). This study clarified similar variables along with three interviewed SB members to 

summarize the findings. 

 

4. EMPIRICAL RESULTS  

4.1. Background of the Sampled Company 
The Table 2 contains the background of the sampled company. This case is growing bears book 

value of total assets 14.48 billion (CNY, 2015) according to their return on equity over the past three years 

from 8.67% to 18.28% (2013-2015). State-owned equity percentage occupies 0% though her majority 

shares were owned by the state before being merged in 2006 in the process of transitioning from being 

state owned companies to the employee and the public. This case bear 1 shareholder possess more than 

10% of the company‘s voting shares. The independence of this case is questionable, for the CEO is also 

President of the BoD.  
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4.2. SB Features of the Sampled Company 
The Table 3 is based on the data provided by the sampled company and financial statements. (A) 

Composition: (1) Independence: This case has one outside supervisor who is not an officer or employee of 

the corporation or any of its affiliates in the SB; yet none of the SB members of the company is 

independent, i.e. the SB comprises zero unrelated outsiders as members. (2) Expertise: This case has no 

financial expertise exists within the SB. 75% (2/3) of members sat on the SB during the last three years in 

the sampled company. 

(B)Functions: this case‘s SB is responsible for financial reporting and the internal and external auditing 

functions without involvement Internal Control and Corporate Performance. 

(C)Resources: Formal oversight responsibilities without powers to remove any directors or any members 

of the company neither direct access to auditors and legal advice. 

(D) Diligence: Three members serve and hold over three meeting times per year in this SB. Apart from 

formal meetings each year, no private meeting occurs in this SB.  

 

4.3. Background of SB Members in the Sampled Company  
There are three members in this SB with one chairman (Mr. Chao) and two members (Mr. Bao and 

Ms. Jia) (Table 4). They are all employees of the affiliate company in charge of the internal audit 

department and the administration department of the sampled company. The Chairman has a lawyer‘s 

license; Ms. Jia is an experienced auditor and has been a member of the SB for five years. Mr. Bao has 

been a member of the SB for fifteen years, a representative of state owned stocks previously and 

employee owned stocks now. All three have no financial expertise.  

 

4.4. Interview of the Sampled Company  
The general secretary of the BoD is co-ordinated the individual interview meetings with members of 

the SB. Mr. Qian introduced his company to the author before progressing into the individual interview, 

as transcribed below. 

 A. Interview with Mr. Qian, Secretary of the BoD of the sampled Co., Ltd., Hangzhou. [Video 

recording in possession of author]  

 

A.1. How is the growth of your organisation? 
WW Corporation was established 20 years earlier than TT Corporation, and it floated earlier than 

the latter, too. It had its own culture. Since the merger in 2006, there has been a process of cultural 

integration. During the transition from being state owned to being privately owned, there is also the 

transition from the spirit of a party run enterprise to that of a private enterprise. 

 

A.2. What is the role of the independent directors in your company? 
The independent directors play the role of consultancies in the BoD. They have the responsibility of 

professional supervision. First, they have the right to suggest to the elite organisation in the enterprise on 

issues of the competence of the latter's operations. Secondly, they can indicate the level of operations of 

the elite organisation in comparison with its rivals. Since independent directors are external to the 

organisation, it is possible to expect them to play the role of supervising the supervisors internal to the 

organisation. 

The conversation with Mr. Qian provides a background on this company‘s cultural integration from 

being state- owned to being privately owned, and from the spirit of a party run enterprise to that of a 

private enterprise. His personal viewpoints on the role of the independent directors naturally lead to 

curiosity regarding the implementation of supervisory functions in this sampled company. The first 

interviewee, the Chair of the SB is then introduced as follows:  

B. Interview with Mr. Zhao, Chair of the SB of the Sampled Co., Ltd., Hangzhou. [Video recording 

in possession of author] 

 

B.1. What is the key to the rapid growth of TT Co., Ltd.? 
I am the Vice General Manager of TT and I have been on the SB of WW for about a year. TT was 

established in 1986, and it has floated since 2005. The key to its growth is the instillation of the desired 

culture. In 2006, TT has bought the previously state-owned WW Corp. As the organisational culture of a 

state-owned enterprise is different from that of a private company such as TT, the organisational culture 

of the former has to be transformed to that of the latter so as to bring new momentum to its operations, 
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and an open, fair and honourable managerial culture is instilled. I was previously a legal consultant to TT 

when I was appointed by the management as the Vice General Manager. As a manager with a background 

in law, I think the manager of an enterprise must be diligent in obeying the law, as being law-abiding is 

the basis of management; after all, management and control are linked.  

 

B.2. What is your opinion on the supervisory system since its introduction in 1993? 
It is very important to have an independent supervisory system. It is especially so for our company. 

Since its flotation, the expectation from our investors has grown steadily as we improve the execution of 

the supervisory system in our company year on year. There is first the SB and then the independent 

directors in the Chinese system. Since I first served on the SB of WW, I have been neither a stockholder 

nor a beneficiary of the company. I do not receive supervisory fees from WW on top of my salary for my 

post at TT. The other members of the SB are employees of WW, and they do not receive any payment in 

addition to their respective salary except an annual traffic expense of RMB 5,000. It is stressed that the 

BoD and the SB should operate independently. It is the responsibility of the SB to independently 

supervise the BoD, so it should not be led by the latter. Though my speciality is in law (rather than finance 

or accounting), there are several finance and accounting professionals in the auditing department of the 

company, and all public financial reports and information have all been audited by the external auditor 

before their submission. The external audits of both TT and WW are provided by the Tianjian Accounting 

Ltd.  

 

B.3. How does the SB operate? 
The SB holds the internal supervisory meeting before the meeting of BoD. I personally review the 

managerial report of the BoD before their meeting. I attend about 6 to 8 meetings at WW every year. 

These include the meetings of both the BoD and the SB. The main purpose of attending the meetings of 

the BoD is to listen to their proposals and resolutions. I call for the meeting of the SB once a season. The 

minimum number of such meetings every year required by law is two, and these are usually held after the 

meetings of the BoD (in other companies). I also keep regular contacts with relevant departments because 

problems cannot all be identified by merely reviewing financial data, as demonstrated by the Enron 

scandal. To supervise, therefore, involves physically visiting relevant department such as the financial and 

auditing departments to investigate on site. The auditing department is utilised heavily. The auditing of 

the financial reports is solely handled by the external auditor, whereas the main responsibility of the 

auditing department is to alert the SB of potential problems and perform necessary investigation. This is 

because the supervisory function of the SB should act as the radar system in the company that can detect 

problem in advance to prevent its occurrence and damages to the company. It is important to allow 

flexibility in the power of management within the confine of the law, but the SB should, like a radar 

system, sound the alarm and request control whenever the boundary is crossed. In short, the SB should 

perform its function of prevention.  

 

B.4. What are the foci of the SB’s supervision over the financial reports, auditing reports 

and internal control?  
These are truthfulness, the analysis of the rationality of data, and the proper operations of the SB. 

The reports of the SB are signed by the Chair of the SB before its submission.  

 

B.5. What is your view on acting as a member of the SB? 
It is a matter of organisational culture. The culture of our company stress ―sincerity, innovation and 

development,‖ so we are not afraid to identify problems. As our MD says, ―it is our wisdom to identify 

problems, it is our attitude to face problems, it is our virtue to acknowledge problems, and it is our 

responsibility to solve problems.‖ By the end of this month, he is to hold a meeting asking every 

department to identify problems. This enterprise cannot develop if problems are not identified. Even 

though WW has been around for a long time and the SB has been installed for quite a while, the purpose 

that the MD appoints me to serve on the SB is to identify problems to prevent these causing damages to 

the company. 

 

B.6. Now that it is the government's policy to encourage the installation of the AC, Does 

your company plan to have one?  
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We have considered installing the AC. If you come visiting us this time next year, our AC would 

definitely have been installed. It is determined that the MD will be its Chair and I will be the Executive 

Officer.  

 

B.7. Why do you want to install the AC?  
First, we value the work of auditing very highly. Secondly, we must have it, (as) if it functions 

properly; it shows that the top management is determined to execute (proper auditing). It can hardly 

function if the top management does not value it.  

 

B.8. Once the AC is installed, will there be organisational or functional overlap with the 

SB? 
There will not be any organisational overlap, as the AC is under the BoD whereas the SB is a peer 

of the BoD. The installation of the AC will only let the auditing function be valued more and make the 

operations more transparent, thus making it easier to identify problems, by utilizing the supervision of the 

public departments. Furthermore, as our enterprise grows and expands, there has to be an auditing 

department in each company and it is definitely necessary to have an AC in the umbrella company. As to 

the issue of functional overlap, the focus of the AC is on internal audit, whereas that of the SB is on the 

BoD.  

 

B.9. Do you think there is any space for improvement in the current supervisory 

mechanism? 
This is the focus of the government. There are cases of falsification all over the world. False 

reporting should be severely punished. 

 

4.5. Summary 
Mr. Chao said, ―I think the manager of an enterprise must be diligent in obeying the law‖. Mr. 

Chao‘s professional background makes him highlight the importance of compliance, for he views this as 

the foundation for management to have a tight connection between management and supervision. His 

viewpoint may explain the reasons why Chinese regulations point out the legal requirement for the 

member‘s composition of the SB, according to the Code of CG for Listed Companies in China.  

Mr. Chao stresses two points on independence: first that he did not receive any remuneration, nor 

did the other two supervisors acting in the SB; second, that the SB should be independent from the BoD. 

Though Mr. Chao is not a financial expert, he recognises the requirement of financial expertise in 

implementing supervisory functions by using the resources of internal and external auditors. He thinks 

that the main responsibility of the auditing department is to alert the SB to potential problems and perform 

necessary further investigation. 

Mr. Chao implements the process of SB by attending the meetings of the BoD to listen to their 

proposals and resolutions. He also calls for the meeting of the SB once a season – over the minimum 

number in every year required by law – after the meetings of the BoD. Besides attending or calling the 

meetings, he also keeps regular contacts with relevant departments to supervise, which involves 

physically visiting the relevant departments to investigate on site. He expects that the implementation of 

supervisory functions can detect problems in advance, in order to prevent its occurrence and damage to 

the company: in other words, he views it as a radar system. Mr. Chao, the Chair of the SB signs the report 

of the SB after ensuring the truthfulness and rationality of data according to the implementation procedure 

of the SB.  

Mr. Chao asserts that the purpose of the SB is to detect problems; and the culture of his company is 

sincere in facing problems from the top management to the bottom employee. His company‘s President of 

the BoD holds similar meetings to search for problems. He underlines that establishing the success of 

implementing the supervisory functions involves sincerely welcoming and facing problems from top to 

bottom. Meanwhile, he points out that the AC exists in order to present the high concern and 

determination of top management in implementing supervisory functions. This may explain why the 

company is willing to install AC in addition to SB. 

Mr. Chao said ―there will not be any organisational overlap; as to the issue of functional overlap, 

the focus of the AC is on internal audit, whereas that of the SB is on the BoD.‖ He intends to follow the 

government‘s encouragement to install ACs because he stresses once more the importance of 

strengthening the supervisory functions by installing dual supervisory systems at the same time.  
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Regarding overlapping problems in implementation of supervisory functions, the two supervisors 

express their opinions as follows:  

C. Interview with Mr. Bao, and Ms. Jia, , two members of the SB of the Sampled Co., Ltd., 

Hangzhou. [Video recording in possession of author] 

 

C.1. As your company is forming the AC, there will soon be both the SB and the AC in your 

company. Do you think these two institutions will have similar or identical characteristics? 
Bao: (The adoption of these two institutions is) adapted to the Chinese context, the functions and 

powers of these two institutions are different, and these will be clearly stated in the constitution of the 

company.  

 

C.2. Do you think it is necessary to form the AC? 
Jia: Judging from the specifications in the regulations, I feel there will be overlaps between the 

responsibilities and powers of the AC and the SB, but I personally think that the members that form these 

institutions will be different. The members of the SB are internal representatives of employees, so they 

know about the situation of internal management better. The members of the AC are external independent 

directors, who have more involvement with external roles, and consequently have a better, more 

macroscopic view of the external environment, but they may not be as familiar with internal operations as 

the SB members. Thus, the existence of the AC can enhance the SB‘s understanding of the external 

economic and supervisory environment. Therefore, I think the two institutions can be complementary to 

each other and work together to improve the supervisory mechanism.  

 

C.3. In your opinion, once the AC is formed, how should the functions of the two 

institutions be distributed in practice? 
Due to the different types of members forming the two institutions, the SB that is formed by internal 

staff should be responsible for the supervision of internal matters, whereas the AC that is formed by 

external independent directors could engage in the collection of external development related data for the 

development of the supervisory function. External independent directors engage in investigation only 

under special circumstances. Thus one works from without, one from within, with proper communication 

between them; the two institutions can complement each other in the supervision of the company. 

  

C.4. The AC and the SB are at different positions in the organizational structure. How 

should these two institutions interact with each other? 
The BoD, leading the whole management team, is responsible of the practical running of the 

business. The AC is under the BoD, and is responsible of assisting the BoD to confirm with laws and 

regulations. It can supervise before a decision/resolution is made by the BoD. It can also supervise during 

the operations, such as overseeing if the management is operating according to the decision/resolution of 

the BoD, or if the reporting confirm to the requirements of the laws and regulations. The SB is of equal 

rank with the BoD. It remains to be seen how these two institutions should interact with each other in 

organisation.  

 

C.5. What is the SB’s role in regards to supervising the financial report, the audit report 

and internal control? 
There are many regulations about the financial report, the audit report and internal control of a listed 

company. It is essential to comply with the regulations. We have to keep up with the pace of innovation in 

order to progress.  

 

C.6. How does your company keep up with the pace of innovation? 
Our company has clear enterprise culture, transparency and continues to improve quality, engaging 

in creating global competitiveness. We believe that, to have sustainable management and development, 

we need to strive to enter the global market. It is our company‘s core culture to ―work and share together, 

preparing new wine for its future maturation‖. Our four core business philosophies are as follows: ―WW 

is the enterprise‖. It used to be a state-owned enterprise, based on a communion production model, but 

now it is a privately run enterprise, it must be market-oriented, meeting market demand. ―WW is the 

school‖, so employees continuously learn and constantly update their knowledge. ―WW is the family‖, 

everyone should respect and love one another like in a family. ―WW is the stage/platform‖. There is 

internal competition on performance. There are tests for employees on the management. Once cannot be a 
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leader without performance. So WW is a big stage for the staff to perform. This promotes the 

enhancement of the quality of each employee, and this makes the company competitive. This is because 

the staffs are the most important assets for the development of the enterprise, and staff quality consists of 

qualities of both the operational capacity and the ideological character. To sum up, the staff should not 

only do their own work well, but also to treat the company like their own family.  

 

C.7. How does the SB of your company work? 
Jia: According to the responsibilities specified in the Company Act and the company‘s constitution, 

we must read the data before each meeting of the BoD to ensure all data on the financial report are 

correct. We also audit before submission all quarterly, biannual and annual reports and all other data that 

need to be submitted. In case of any problem, we will first contact the relevant department before 

discussing it in our meetings. We meet at least three or four times. Each meeting lasts at least three hours. 

We check if the data reflects the actual situation of the company, make resolutions, and then submit the 

findings. In addition to holding SB meetings, we also attend the meetings of the BoD, during which we 

also make suggestions and ask questions.  

 

C.8. What do you think are the strengths and weaknesses of the current SB of your 

company? 
Bao: According to the Corporate Law, both the BoD and the SB are elected by the General 

Assembly Meeting. There are two stockholders‘ representatives in the SB, who are elected by the 

stockholders, who hold votes according to their shares. There are stakeholders‘ representatives in the SB, 

who are elected by the stakeholders. Additionally, according to our company‘s constitution, there must be 

stakeholders on the SB, and at least one third of the members of the SB should be stakeholders‘ 

representatives. I myself am a representative of both the stakeholders and the union, and I represent the 

stakeholders (on the SB). The purpose of the SB is to supervise the BoD. If the BoD supervises itself, 

there will be no independence (in supervision). There have been the Three Old Institutions and the Three 

New Institutions in the Chinese system. The Three New Institutions are the General Assembly Meeting, 

the BoD and the SB, whereas the Three Old Institutions in state-owned enterprises are Party Officers‘ 

Committee, the Union and the Stakeholders‘ Representatives‘ Committee. Now there is the problem of 

bridging the Three Old Institutions and the Three New Institutions. The elected representatives are 

responsible to the stockholders and the stakeholders; they are supposed to take their responsibilities 

seriously even though there is no additional financial reward for taking up these responsibilities. Hence, 

the strength is that the SB members are elected. Whoever does not perform well will not be elected again 

next time. First, this suits the Chinese context and can cater for the spirits of both the Three Old 

Institutions and the Three New Institutions. Secondly, as it is mandatory to have the SB, it can perform its 

supervisory function. Furthermore, now that the company is to form the AC, so its organisational structure 

can comply with the international supervisory mechanism. The weakness is that all the SB members are 

―part-timers‖. Their focus is on their paid works, so they cannot fully dedicate to their supervisory roles. 

After all, there are limits to one‘s energy. If the supervisory role is a full-time paid position, the 

performance of the supervisory function can be expected to be better. Moreover, whenever the subject of 

supervision is the member‘s main department, there will be conflict of interest and independence is lost. 

For instance, Ms. Jia is responsible of internal audit department, so she loses his supervisory 

independence whenever the SB needs to supervise the internal audit department.  

 

C.9. How do you think the supervisory function will be improved? 

Once the AC is formed with independent directors in addition to the SB, the independent directors 

have the advantage of having an external and macroscopic viewpoint, so they can play the advisory role 

well, whereas the SB is more familiar with the company‘s internal operations, so it can supervise better. 

The co-operation between them will enhance the supervisory function.  

 

C.10. How do you think can the supervisory function be executed in the current Chinese context?  

It is about the Three Old Institutions and the Three New Institutions. In the days of the state owned 

enterprises, the supervisory function was not realised in practice. After enterprise renovation, state owned 

enterprises are restructured to become private enterprises or even listed companies. The Three new 

Institutions are formed in addition to the Three Old Institutions. The BoD focuses on the development of 

the enterprise. The SB focuses the supervisory function. The existence of the SB itself makes a difference. 

Its existence represents the emphasis on the supervisory function. The SB has to perform its expected 
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supervisory function in supervising the BoD and the higher management in any case. Furthermore, if the 

position of the SB in the organisational structure can enable it to perform its functions, its independence 

can help it perform better. Moreover, if it can evaluate operations during the audit process, this 

involvement can avoid the sense of powerless to correct existing problems that comes with retrospective 

audit. If the problem of having dedicated positions can be rectified, the supervisory personals can then 

dedicate more of their energy in the work of supervision. Experts can be appointed to help wherever there 

is lack of expertise. The dedication of the supervisory position and the enhancement of professional 

competence will be conducive to the performance of the supervisory mechanism.  

 

C.11. What is the motivation behind the forming of the AC? 
It is the emphasis on legitimacy. It is necessary to operate according to the regulations. It is obvious 

that such operations are good for the company. 

 

C.12. How, after its formation, should the AC interact with the internal audit department? 
The positions in the internal audit department are dedicated paid positions. The AC is led by the 

independent directors, whereas the SB is independent to the BoD. Once the AC is formed, hierarchically, 

the internal audit department will work under the AC; functionally, it remains to be seen how these 

institutions should work together.  

 

C.13. Ms. Jia is responsible for internal audit department. Could you share with us how 

your department performs internal audit? 
Jia: It is mainly financial audit. It is based on the audit plan, and the focus is on rationality and 

legitimacy. If any problem in management or internal control is identified during the process, it will be 

followed through. Otherwise, the audit report is first double-checked by the relevant department to affirm 

its authenticity and accuracy, and submit its plan for improvement to the internal audit department. Once 

it is checked by the internal audit department, the audit report is then sent directly to the Managing 

Director, and any instruction of the Managing Director is executed. Then the management of the relevant 

department is asked according to the usual procedure to implement the suggestions and plans. The 

performance of the implementation is then audited again in the next month or, in the case of major 

changes, in three months‘ time. 

 

4.6. Summary 
Ms. Bao points that applying two systems simultaneously is adapted to the Chinese context and 

both functions and powers are different, as stated in the regulation. But Ms. Jia said, ―I feel there will be 

overlaps between the responsibilities and powers‖. Ms. Jia describes that both members‘ composition is 

different: for the supervisors are formed by the internal staff and the members of ACs are formed by 

external directors. She said, ―Therefore, I think the two institutions can be complementary to each other 

and work together to improve the supervisory mechanism‖ with proper communication between them. 

They assert that the independent directors have the advantage of having an external and macroscopic 

viewpoint, so they can play the advisory role well, whereas the SB is more familiar with the company‘s 

internal operations, so it can supervise better. ―It remains to be seen how these two institutions should 

interact with each other in organisation‖. The next phase‘s study therefore should investigate the co-

ordination of organisations and functions between these two institutions.  

These two supervisors highlight their role in implementing supervisory functions, according to the 

responsibilities specified in the Corporate Law and the company‘s constitution, as the following: (1) read 

the data before each meeting of the BoD to ensure all data on the financial report are correct; (2) audit 

before submission all quarterly, biannual and annual reports and all other data that need to be submitted; 

(3) first contact the relevant department before discussing it at meetings; (4) attend the meetings of the 

BoD, during which they also make suggestions and ask questions.  

Both supervisors recognise the strength of adopting two institutions simultaneously:  

1. This suits the Chinese context and can cater for the spirits of both the Three Old Institutions and 

the Three New Institutions.  

2. The SB can perform its supervisory function (they are formed by internal staff more familiar 

with the functions).  

3. The AC‘s organisational structure can comply with the international supervisory mechanism. 

 

Both supervisors also identify weaknesses:  
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1. The SB members are ―part-timers‖, their focus is on their paid work, so they cannot fully 

dedicate to their supervisory roles. 

2. Independence will be impacted upon whenever the subject of supervision is the member‘s main 

department, leading to conflicts of interest and loss of independence. 

Both supervisors expect the co-operation between them, by way of SBs implementing supervisory 

functions and ACs advising this, to enhance the supervisory function. They also stress the reason to expect 

the implementation by the SB: for the existence of the SB reflects an emphasis on supervisory function. 

The position of the SB in the organisational structure of independence from the BoD and the higher 

management can enable it to perform its functions better. They also expect to be full time supervisors, 

dedicating more of their energy to the work of supervision, so that they can evaluate operations during the 

audit process in advance of problems occurring in the company, and also promote the professional 

competence of the supervisors. Overall, they expect to improve the implementation of the supervisory 

functions by increasing their dedication and enhancing the professional competence of the supervisors. 

Regarding the formation of the AC, both view it in terms of legitimacy, and as good for the 

company. On operations after the formation of ACs, they said, ―it remains to be seen how these 

institutions should work together.‖ Obviously, this case has decided and expects to install the AC but they 

are at the stage of exploring how to implement the supervisory functions afterwards.  

 

5. CONCLUSIONS 
Chinese SB does not have real power, and it only has limited authority to supervise. The SB in 

Germany has three major powers: to appoint and remove the Executive Committee members, sanction the 

company‘s key decisions, and supervise the Executive Committee. In contrast, Chinese SB independently 

supervises the BoD, yet no power to remove any director or employee, which is different from the 

German SB. Obviously, efforts are still needed in China in order to give the SB concrete and real power to 

prevent the SB from being a mere formality and failing to execute its supervisory functions.  

 

5.1. The Chinese SB Composition and Operation 
5.1.1. Independence 

This case reveals that the Chinese SB‘s members may lack independence whenever the subject of 

supervision is the SB member‘s main department, leading to conflicts of interest and loss of 

independence; the CEO is also President of the BoD; and one shareholder possesses more than 10% of the 

company‘s voting shares. Yet, this SB chairman reports that no supervisor receives remuneration, which 

may make them lose motivation to fulfil the supervisory responsibilities. The Chinese independent 

directors play the role of consultancies in the BoD internal to the organization and suggesting to the elite 

organization to assist the corporation on issues of the competence. Meanwhile, Chinese enterprises expect 

the independent directors to play the role of monitoring the supervisors, which may make two supervisory 

institutions of the SB and the AC monitor each other and balance both supervisions.  

 

5.1.2. Expertise  
This SB is equipped with 0% expert in accounting or financial background. The chairman of this SB 

with legal expertise stresses the importance of compliance and views compliance as a foundation, by 

which management can maintain a tight connection between management and supervision. This may 

explain why Chinese regulations specifically point out the legal requirement for the composition of the 

SB. The auditing department is utilized heavily for the SB relied on the finance and accounting 

professionals in the auditing department of the company and CPA firm to review all public financial 

reports and information. This SB chairman replied that the auditing of the financial reports is solely 

handled by the external auditor owing to no financial expertise in this SB. Therefore, this SB plays a 

passive role for being alerted by the auditing department with potential problems to perform necessary 

further investigation. This Chinese case installs ACs because the top management is determined to 

execute for the work of auditing is valued very highly. This may explain why the company is willing to 

install ACs in addition to SBs in China. 

 

5.1.3. Operation 
The context of the supervising operations by the two institutions is associated with compliance audit 

that all interviewees emphasize more on the audit aspect of legitimacy than on the financial and 

operational audit. This SB chairman ideally expects to hold the meeting of SB once a season. Actually, 

three meeting times without private meetings per year in this SB may suggest that Chinese case could be 
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more active in due diligence for the SB meeting usually presents whether investigation deeply into any 

problem. This case‘s internal control environment encircles the culture of being proactive to acknowledge, 

identify, face and solve problems. Yet this case still faces difficulties in implementing the SB and the 

improvements needed as follows:  

1. All the SB members are ―part-timers‖. They cannot fully dedicate to their supervisory roles. 

Improvement is needed to strengthen the level of participation.  

2. Currently, at least one third of the SB members should be stakeholders‘ representatives such as 

employees lead to problems in terms of independence. It is difficult to realize its independent 

supervisory function whenever the subject of supervision is the member‘s main department, 

there will be conflict of interest and impact to independence.  

3. There is a need to enhance professional competence, especially among stakeholder members, 

who might not be able to understand financial reports.  

4. The supervisory culture of the enterprise needs to be improved, and an environment conducive 

to proper supervision formed. Such as how to thoroughly improve the external and independent 

directors to majority percentage to governance ―internal persons‘ control‖ situation. 

 

China still chooses to keep the SB even though the defects of implementing the SB exist in 

addition to the establishment of the AC simultaneously. The interviewees value the SB with three 

aspects: First. the SB suits the Chinese context and can cater for the spirits of both the Three Old 

Institutions and the Three New Institutions; Second, The purpose of the SB is to supervise the 

BoD. The position of the SB in the organizational structure of independence from the BoD and 

the higher management can enable it to perform its functions better independence than the AC 

within BoD; Third, the SB can perform its supervisory function better for the SB members are 

formed by internal staffs more familiar with the functions than the AC members by outside 

directors. Nevertheless, China expects the establishment of the AC simultaneously with the SB. 

Not only the AC can comply with the international supervisory mechanism and play the advisory role 

well from external and macroscopic viewpoints but also to solve the difficulties in implementing the SB 

and improve the effectiveness of supervisory functions.  

Regarding to the overlapping problem between two supervisory institutions, as to the issue of 

functional overlap, Ms. Jia replied that there will be overlaps between the responsibilities and powers of 

the AC and the SB. As to the organizational overlap, Mr. Chao replied that no organizational overlap but 

two members of the SB replied ―The SB is of equal rank with the BoD. It remains to be seen how these 

two institutions should interact with each other in organization.‖ Nevertheless, three interviewees all view 

the two institutions can be complementary to each other and work together to improve the supervisory 

mechanism with proper communication between them adapted to the Chinese context. For the SB with 

internal members is responsible for the supervision of internal matters and more familiar with internal 

operations.  While, the AC with external independent directors engages in the collection of external 

development related data for the development of the supervisory function and investigation only under 

special circumstances is more macroscopic view of the external environment can enhance the SB‘s 

understanding of the external economic and supervisory environment. Yet there may be further problems 

adding in the AC after the SB in China. This issue is called for further exploration such as the co-

ordination of supervisory institutions of the SB and the AC with each other and with the internal audit 

department in organization. Functionally, it remains to be seen how these institutions should work 

together in implementing supervisory functions. The SB and the AC are supervisory institutions under 

different CG models. It is suspected that incorporating both into one model will result in functional 

overlaps and gaps. The functionality checklist calls for being studied to point out the redundancies and 

gaps in implementing effective supervision through these distinct governance mechanisms in the future 

study. 
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