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China's Super Regulator: What to Expect

In July 2017, Chinese President Xi Jinping ordered the establishment of a super regulator, a
Financial Stability Development Committee that will coordinate between regulators of the
banking, securities, and insurance industries.

After months of speculation, Chinese President Xi Jinping announced the setup of the Financial Stability
Development Committee in China. Rather than replacing the current regulators, the new body will act as the
regulator of regulators, working alongside the Central Bank, People’s Bank of China (PBOC), to monitor overall
financial stability in China.

Current Regulators

Financial regulatory authority is currently vested in four major regulatory bodies:

1) The China Banking Regulatory Commission (CBRC), which regulates organizations engaged in
corporate, commercial and retail banking, and associated activities

2) The China Securities Regulatory Commission (CSRC), which is the nationwide regulator of the securities
and futures market

3) The China Insurance Regulatory Commission (CIRC), which regulates the life, specialty, general
insurance, and reinsurance market

4) The People’s Bank of China (PBOC), which serves as the Central Bank in China, and implements
monetary policy

Internationally, it is not uncommon to find multiple regulators in the financial industry. Some countries like

Singapore, however, have a single regulator or central bank, eliminating the need for coordination between
multiple regulatory bodies.

Implications

While detailed roles and responsibilities of the new body have not yet been revealed, the Chinese government
continues to emphasize the need for political stability in China and, therefore, the importance of economic stability
and growth. Achieving an overarching financial regulatory framework was initially highlighted as early as 2011 by
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the International Monetary Fund, which recommended setting up a committee with access to relevant supervisory
and financial information across all financial industries.

As we wait for more information on the official mandate of the FSDC, items that are expected to be tackled
immediately are:

* Financial technology firms: The current decade has seen the proliferation of startups and non-financial
services firms that provide financial services like electronic payments, peer to peer lending, and activities
loosely classified under shadow banking. The FSDC is likely to bring these under a regulatory framework
to ensure that they take adequate steps to manage risk.

= Financial conglomerates: Financial holding companies, which have multiple entities that are regulated by
various bodies, may also how be subject to a set of umbrella regulations.

= Areas of regulatory overlap: The FSDC is likely to pay special attention to cases where regulatory
jurisdiction is not clear, e.g., insurance instruments that are treated as banking wealth management
products and could be used in money laundering.

= Areas where regulatory arbitrage may exist: If a product is prohibited by one regulator, firms may still be
able to run them under another entity where the regulator is less strict.

In addition to setting up the FSDC, the PBOC will retain its role and be given supplementary powers to curtail
risks in the financial services industry.

Impact on Remuneration

According to the official announcement of the National Financial Working Conference, one of the primary
purposes of setting up the committee is to “establish a sound and prudent incentive mechanism in China’s
financial institutions.” Following the committee’s creation, we can expect more consistent remuneration guidelines
for all the key sectors in the financial industry.

Below is a snapshot of the key requirements for existing remuneration-related guidelines issued by each of the
four regulatory bodies.

CBRC CIRC CSRC
Pay Structure = The base salary provided = The performance-linked Not mentioned
by a commercial bank shall compensation of directors,
be no more than 35% of supervisors, and senior
the total compensation executives shall be no
more than 3 times their

= The performance-linked

compensation for top

executives of a commercial = Cash benefits and

bank shall be no more than allowances of directors,

3 times their base salary supervisors, and senior
executives shall be no
more than 10% of their
base salary

base salary
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Deferral = At least 40% of variable = At least 40% of variable = At least 40% of variable
Requirements pay should be deferred for pay should be deferred for pay should be deferred for
on Variable senior executives and other directors, supervisors, senior executives
Pay employees whose actions senior executives, and « Deferred over a period of at
have material impacts on employees in key positions least 3 vears P
the risk exposure of the 0 y
bank " No less than 50% should = Shall vest on a pro rata
be deferred for the basis
= For senior-level chairman and general
management, no less than manager of the Board
50%, and where = Deferred over a period of at
appropriate, up to 60% least 3 vears P
should be deferred y
= Deferred over a period of at . SQ;! veston a pro-rata
least 3 years
= Shall vest on a pro-rata
basis
= Claw back arrangements
shall be established
Performance  The performance The performance Not mentioned
Assessment assessment indicators shall assessment indicators shall
Indicators include: include:
= Financial performance = Financial performance
indicators indicators
= Risk control indicators = Risk and compliance
indicators

= Social responsibility
indicators

Although minor differences may exist, it is evident that current regulations are broadly similar. Multi-line financial
firms, i.e., holding companies with multiple regulated entities, find it difficult to operate under a unified
compensation structure while remaining compliant with all firms and competitive in the market. Streamlining pay
regulations across regulators will level the playing field for remuneration across the three largest financial services
sectors in China.

Parting Thoughts

One important function of the FSDC will be coordinating and streamlining all communications between various
regulatory entities. This is seen as a positive step for the financial stability of China. We do not expect to see
sweeping regulatory changes to any of the three regulated activities.

However, it is likely that previously unregulated firms may be subject to regulations related to risk management,
transparency, disclosure, and even pay. Leading global economists have warned that if unchecked, China’s rising
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debt could eventually lead to a financial crisis in China. The creation of the FSDC is just one attempt to manage
systemic financial risk in the economy.
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About McLagan

McLagan provides tailored talent, rewards, and performance expertise to financial services firms across the globe.
Since 1966, we have partnered with the largest and smallest financial services firms to help them make data-
driven decisions to hire, retain, and engage the top talent for keeping the global economy running. Our
compensation surveys are the most comprehensive, in-depth source of rewards data covering over 150 countries
from more than 2,500 clients. Our consultants work with hundreds of firms annually to design total rewards
programs and benchmark financial performance for boards of directors, executives, employees, and sales
professionals. McLagan is a part of Aon plc (NYSE: AON). For more information, please visit mclagan.aon.com.

About Aon

Aon plc (NYSE:AON) is a leading global professional services firm providing a broad range of risk, retirement and
health solutions. Our 50,000 colleagues in 120 countries empower results for clients by using proprietary data and
analytics to deliver insights that reduce volatility and improve performance.

For further information on our capabilities and to learn how we empower results for clients, please visit
http://aon.mediaroom.com.

This article provides general information for reference purposes only. Readers should not use this article as a replacement for legal,
tax, accounting, or consulting advice that is specific to the facts and circumstances of their business. We encourage readers to
consult with appropriate advisors before acting on any of the information contained in this article.

The contents of this article may not be reused, reprinted or redistributed without the expressed written consent of McLagan. To use
information in this article, please write to our team.

© 2017 Aon plc. All rights reserve
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