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n 2007, China's financial infrastruc-

I ture construction made progress in
many aspects: the payment system
progressed steadily, the building of the legal
framework made great headway, the new en-
terprise accounting standards system was im-
plemented smoothly, the credit environment
was noticeably improved, and anti-money
laundering made new breakthroughs, all play-
ing a positive role in promoting healthy and
stable performance of the financial sector and

safeguarding financial security.

Payment System

In 2007, China's payment system progressed
steadily , witnessing new developments in in-
stitutional building, broader usage of non-cash
payment instruments, better supervision and
good progress in the Olympics-friendly pay-

ment environment.

The Payment System Building Made Steady
Headway

The LVPS and BEPS performed well. In
2007, as the “artery” for inter-bank fund
transfer in China, the LVPS run by PBC oper-
ated well, handling 171,883 million inter-
bank payment and clearing transactions tola-
ling RMB 504. 2 trillion yuan, hence provi-
ding safe and efficient payment services for
banking financial institutions and the financial
market. The BEPS, as a public platform for
bulk cost-effective inter-bank payment and

clearing business, operated well and launched

new operations closely related to people’s dai-
ly life, thus providing all-climate , safe and ef-
ficient payment services for inter-bank deposits
and withdrawals.

Functions of the payment system were
enhanced. In May 2007, PBC completed
and put into operation the payment manage-
ment information system used for collecting
data from the CNAPS and monitoring its oper-
ations, providing a new way for PBC to over-
see in real time the liguidity in the banking
system and a new channel for banking finan-
cial institutions to strengthen their liguidity
management. In the first half of 2007, the
Mational Check Image Exchange System was
completed and put into operation, making
checks cashable nationwide and facilitating in-
ter-city fund transfer and settlement. In addi-
tion, PBC started the building of a central
bank accounting data centralization system and
inter-bank foreign currency settlement system

in China.

The building of intra-bank payment
systems was pushed ahead continuous-
ly. In order to improve financial services and
survive market competition, major banking fi-
nancial institutions built and operated central-
ized and efficient intra-bank payment systems
of their own, to improve their capacity of pro-
cessing payment transactions, and create con-
ditions for improving customer-oriented pay-
ment services, product parameters manage-
ment and business innovation. At the same
time, under the coordination and support of
FBC,
stepped up efforts in connecting urban and ru-

provincial rural credit  associations
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ral credit cooperatives and in upgrading their
internal integrated business systems, hence
bringing the payment system of urban and ru-

ral credit cooperatives up to a new level.

Non-cash payment instruments were
used in more areas. In 2007, in order to
promote non-cash payment instruments, PBC
promulgated and implemented the Notice on
Improving Individual Payment and Seitlement
Services, worked with the Ministry of Finance
to promote the use of corporate cards, im-
proved bank card services tailored for migrant
workers and the negotiable instruments busi-
nesses. In 2007, a total of 15. 45 billion non-
cash payment fransactions were processed,
worth RMB 593 trillion yuan, up 19, 7% and
26. 3% respectively y-o-y. The negotiable in-
struments business was innovated and grew in
volume, playing a positive role in reducing
transaction cost, raising fund and nurturing
credit; the environment for bank card accept-
ance continued to improve, and the coverage
of small and medium-sized designated mer-
chants and bank card-based consumption rose

continuously ; with the growing demand for

convenient and fast payment services, online
payment, telephone payment, mobile payment
and other new payment instruments also devel-

oped rapidly.

Payment system oversight was further
strengthened. The payment system over-
sight targeting “ safety and efficiency ™ was
further instimtionalized. First, payment and
settlement-related regulations were promulga-
ted and improved, the revision of Regulations
on Bank Card, Adminisirative Rules on Pay-
meni and Clearing Ovganizations and Elec-
tronic Payment Guidelines { No. 2 ) made
new progress. Second, PBC updated the
RME bank settlement account management
system, providing a new approach for impro-
ving the management of bank settlement ac-
counts, Third, in collaboration with MPS,
PBC completed the promotional campaign of
networked identification wverification system
across China, providing a convenient technol-
ogy for banking financial institutions o verify
clients’ identification, hence conducive to roo-
ting out coruption, bribery, tax evasion,
money laundering and other illegal activities.

Box 8 Building an Olympics-friendly Payment Environment

China will host the XXIX Olympic Games
in 2008, so the building of an Olympics-
friendly payment environment becomes an
important part of Olympics infrastructure
construction. In March 2007, PBC and oth-
er concerning authorities established the
Leading Group for Olympics Payment Envi-
ronment ( hereinafter referred to as “Leading

Group™ ) to coordinate related policy meas-
ures and resources. The Leading Group set
the overall objective of building a conven-
ient, satisfied, safe and efficient Olympics-
friendly environment, and identified the fol-
lowing priorities; first, to provide conven-
ient account services for the International
Olympics Committee, national or regional
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Olympics committees, foreign media, spon-
sors, sports organizations and other foreign
entities on the list of BOCOG and individu-
als who will be in China during the Games ;
second, to improve the bank card accept-
ance environment, satisfy the payment de-
mand of Chinese and foreign cardholders
when they are in China in the duration of
the Games, reinforce bank card risk man-
agement to ensure security; third, to ex-
pand non-cash payment functions such as
foreign cwmency exchange, bank card,
traveler’'s checks and electronic transfer;
fourth , to guarantee the safe and stable oper-
ation of various payment systems and make

Speed Up the Building of a Safe and Efficient
Modern Payment System

In recent years, China's economy has been
developing rapidly. Ever increasing economic
strength and comprehensive national strength
raise higher requirements for the development
of the payment system. Efforts of building a
safe and efficient modern payment system
should aim to promote sustained economic
growth , achieve efficient transmission of mo-
netary policies and maintain financial stability ,
improve payment efficiency and service guali-
ty, broaden the scope of payment services and
satisfy diverse requirements for payment serv-

ices,

Further improve the payment system
infrastructure construction. More eco-
nomic transactions and the rapid development

of the financial market need better payvment

sure that the payment environment in the
host cities can meet actual demand. After
that, six cities hosting Olympics events in-
cluding Beijing, Shanghai, Tianjin, Qing-
dao, Shenyang and Qinhuangdao organized
their own coordinating agencies responsible
for the building of Olympics-friendly pay-
ment environment, clarified objectives and
measures , and drafted plans conceming bank
card, accounts, foreign currency exchange
and cash services to coordinate and carry for-
ward the building of Olympics-friendly pay-
ment environment in their respective re-
gions. At present, various undertakings pro-
ceed smoothly with noticeable results.

system infrastructure. As such, PBC will em-
bark on the construction of a central bank ac-
counting data centralization system to adapt to
the shift from the accounting style to the man-
agement style and meet the requirements of the
central bank for accounting management, ac-
counting services, accounting information and
risk control. At the same time, a foreign cur-
rency payment system will be established in
China to ensure the efficiency and safety of in-
ter-bank foreign currency payment and settle-

ment.

Continue to improve intra-bank pay-
ment systems run by banking financial
institutions. Payment service quality varies
greatly among banking financial institutions.
Small and medium-sized financial institutions
are less capable to provide payment services
and therefore susceptible to the intense compe-

tition with foreign financial institions and
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payment and clearing organizations when Chi-
na opens up to the outside world. Banking fi-
nancial institutions should continue to improve
their intra-bank payment systems, establish ef-
fective internal control and risk control mecha-
nisms, guarantee safe and stable operation,
improve payment services and strengthen their

own core competitiveness.

Promote the development of non-cash
payment instruments. Non-cash payment
instruments only account for a relatively small
share in the payment instruments system, and
their penetration ratio in small and medium-
sized cities is low. Besides, there are such
problems as non-standardized operations. Go-
ing forward, efforts should be made to pro-
mote the development of the negotiable instru-
ments business by intensifying technological
innovation, improving issuance and transac-
tion, and nurturing the development of entities
specialized in negotiable instruments busines-
ses; to forcefully develop bank card services
by improving bank card acceptance environ-
ment, increasing acquisition of small and me-
dium-sized merchants and bank card consump-
tion, and strengthening risk management; to
encourage innovations in e-payment, improve
relevant processing systems and operations
standards so as to ensure the healthy develop-

ment of electronic payment.

Improve the oversight of payment and
settlement. The legal framework concerning
payment and settlement needs to be improved.
Payment and settlement oversight needs to be
sirengthened. The prevention of payment risks
remains an arduous task. PBC will actively

push forward the institutional building , speed
up the revision of the Negotiable Insirumenis
Law, and the establishment of the Regulations
on Bank Card and the Administrative Rules on
Payment and Clearing Ovrganizations, inno-
vate supervisory methods, urge banking finan-
cial institutions to improve risk management,
and effectively supervise and evaluate payment
risks aided by the analysis of payment infor-
mation.

Legal System

The legal system building made great progress
in 2007, with a number of important laws and
regulations instituted or amended , the capacity
of governmental governance by law strength-
ened, the judicial environment improved. All
of these provide a more solid legal foundation
for the creation of a safe and orderly financial

eco-environment,

Great Progress Made in the Legal System
Building

The Property Law provides a legal basis
for the improvement of property sys-

tem. The Properiy Law was passed on March
16, 2007 and became effective on October 1,
2007. It is a basic law regulating property re-
lations in the civil domain, and the regulations
on ownership, usufruct rights and security in-
terests are fundamental for the socialist market
economy, and conducive to the improvement
of China's property rights framework and the

socialist market economic system.
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The Enterprise Income Tax Law reflects
the principles of tax-burden fairness
and fair market competition. The Enter-
prise Income Tax Law came into force on Jan-
vary 1, 2008 after its passage on March 16,
2007, It treats Chinese enterprises and foreign-
invested enterprises equally in terms of tax
burden, improves policies concerning tax de-
duction and preferential tax rate, and standard-
izes administration of enterprise income tax
collection, hence conducive to nurturing fair
competition among enterprises and optimizing
the industrial structure.

The Contingency Law to Emergencies is
the first law in China on contingencies.
The Conringency Law io Emergencies was
passed on August 30, 2007 and took effect on
Movember 1, 2007. It defines the classifica-
tion of emergent events, classification stand-
ards, responsibilities of governments at vari-
ous levels when emergencies occur, obliga-
tions of citizens, legal persons and other or-
ganizations for emergent events, emergency
prevention, monitoring, early-warning, re-
sponse plans and post-emergence relief, etc.
The promulgation of the Law can help effec-
tively control, mitigate and eliminate serious
social hazards, regulate responses to contin-
gencies and safeguard the state safety, public
security , environmental security as well as so-

cial and economic order of the state.

The Anti-Monopoly Law is conducive to
the improvement and development of
market economy. The Anti-Monopoly Law
was passed on Aogust 30, 2007 and will enter
into effect on August 1, 2008. It prescribes in

separate chapters stipulations on forbidding
signing agreements on monopoly, forbidding
abusing the monopolizing position, constrai-
ning the centralization of market players and
forbidding the abuse of administrative power
to exclude or restrict competition. The Law
also has stipulations governing anti-monopoly
law enforcement agencies, anti-monopoly in-
vestigation and legal obligations. As a basic
law safeguarding the market economic order,
the Law can help eliminate the damage of
monopoly to market economy, enhance enter-
prises’ compefitiveness, promote the concept
and culture of competition and safeguard the
legitimate rights and interests of market play-
ers and consumers, thus conducive to the fur-

ther improvement of the market economy,

Other related laws and regulations were
improved. The passage and implementation
of the draft amendment of Civil Procedure
Law can help protect the litigation right of civ-
il subjects. The Labor Contract Law provides
a legal basis for improving labor and social se-
curity , establishing and developing harmoni-
ous industrial relations. The Administrative
Regulations on Fuiures Trading regulates fu-
tures trading activities, and strengthens super-
vision over futures trading. In addition, con-
cerning authorities have established a series of
rules and measures in accordance with relevant
laws and regulations to make the latter more
operable and authoritative, Such rules include
the Administrative Measures jfor Financial
Institutions” Report of Transactions Suspected
of Financing for Terrorist Purposes, Measures
on the Administration of Client Identity Identi-

fication and Materials and Transaction Re-
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cording of Financial Institutions , Measures for
the Registration of Pledge Receivables, Meas-
wres for the Administration of Futures Ex-
change and Adminisirative Measures for Fu-

tures Companies, etc.

Administrative law enforcement capaci-
ty was further enhanced. First, the De-
cree of Government Information Openness was
issued to improve information transparency of
government agencies. Second, all the prevail-
ing but outdated administration rules and regu-
lations were scrapped, and a second round of
cleaning-up was conducted to items subject to
administrative approval by the State Council,
in order to forcefully push ahead the reform of
the administrative approval system. Third, the
administrative review svstem was improved to
put in play the system's role in solving admini-
strative disputes, making governments laws-
minded and building a socialist harmonious so-
ciety., Fourth, the cooperation among various
government agencies was strengthened , with a
joint ministerial conference mechanism estab-
lished to handle illegal fund-raising, and a so-

cial credit system created to safeguard the nor-
mal social and economic order and protect the
legitimate rights and interests of general pub-
lic. Fifth, the Regulations on the Punishmeni
of Civil Servants of Administrative Organs was
established to regulate behaviors of civil serv-
ants and ensure that administrative organs and
their civil servants perform duties in accord-

ance with laws.

The judicial environment became bet-
ter. First, judicial interpretation was made to
the Criminal Law, the Enterprise Bankrupicy
Law and other laws to improve the integrity
and operability of laws and regulations. Sec-
ond, judicial regulations governing judiciary
organs were standardized, the open trial prin-
ciple was implemented more forcefully and the
open ftrial system was further improved.
Third, judicial enforcement efforts were inten-
sified to investigate and punish criminal activi-
ties such as refusal to honor court verdicts and
arbitration awards and perverting of course of
justice so as to maintain judicial authoritative-

ness.

Box 9 The Property Law and lis Significance for the Development of

Financial Sector

The drafting of the Properiy Law was
commenced in 1993, and the Law was
finally passed on the fifth session of the
10" National People’s Congress in March
2007 after several rounds of review be-
fore taking effect on October 1 in the
same vear. The Properiy Law is an im-

portant part of the civil law , and part of

the socialist legal system with Chinese
characteristics. It thus bears great signifi-
cance for improving basic economic sys-
tem of China and socialist market econo-
my , materializing and safeguarding the
fundamental interests of the wvast majority
of people and invigorating the creativity of
society.
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The main content of the Law includes:
equal protection of state ownership, collec-
tive ownership and private ownership; crea-
tion, change, transfer and elimination of
property rights; definition of state, collec-
tive and private ownership; stipulations of
usufiruct rights ( including the right to con-
tractual operation of land, the right to use
construction land, the right to use house
foundation and easement ) ; stipulations of
the security interests and amendments to the
Guarantee Law; and provisions of owner-

ship acquisition.

The most direct impact of the Property Law
on the financial sector development is that it
can improve the institutions of security
interests in the following areas; it allows
borrowers to use chattels or claims to prop-
erties such as existing or future manufactur-
ing equipment, raw materials , semi-finished

Effirts Needed to Enprove the Financial Legal
System

The building of financial legal system should
reflect the requirements of socialist market
economy development, and focus on outstand-
ing problems impacting the healthy develop-
ment of financial sector. In the future, in or-
der to safeguard the healthy and stable per-
formance of financial sector, great endeavors
should be made to strengthen the building of
financial legal system and promote the contin-
wous improvement of financial legal environ-
ment. First, the Anti-money Laundering Law

products, finished products, accounts re-
ceivable, and subscribed fund as security to
apply for loans, so that the scope of eligible
guarantee is expanded; at the same time,
the Law clearly defines the registration de-
partment of chattels and claims to proper-
ties. The expansion of properties that can
be used as guarantee, on the one hand,
helps financial institutions to make innova-
tions, expand their business scope, and re-
duce to some extent financial risks accumu-
lated due to the over-reliance on realities so
as to reduce the NPL ratio; on the other
hand, it can help solve the difficulties of
small and medium-sized enterprises o get
loans, expand the coverage of credit market
s0 as fo promote its development. In addi-
tion, the clarfication of registry makes op-
erable the guarantee with non-transferable
chattels and claims to properties, thus con-
ducive o the realization of security interesis.

should be enforced in an all-round manmner,
and the legal framework govemning anti-money
laundering should be improved so as to ear-
nestly push forward the anti-money laundering
work in the financial sector. At the same
time, efforts should be made to revise or ad-
just the stipulations in the Criminal Law about
the anti-money laundering crime and the ter-
rorist financing crime by making the provi-
sions more operable, improving the efficiency
of investigation, litigation and mling of the
two crimes. Second, Regulations on Deposit
Insurance should be speedily drafted to regu-
late behaviors of stakeholders in the deposit in-
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surance system through legal means, promote
the establishment of insurance deposit system
so as to stimulate small and medium-sized
banking financial institutions to strengthen risk
prevention and maintain the equity and stabili-
ty of financial market. Third, efforts should
be made to accelerate the building of social
credit system by issuing Regulations on Credit
Information Management , which will provide
a legal basis for the improvement of credit en-
vironment. Fourth, efforts should also be
made to create a sound market exit mecha-
nism, to define the rights and obligations of
financial operators, creditors, supervisors, the
central bank, local governments and other
players involved, to clarify specific methods,
standards, procedures, debt servicing princi-
ples related to market exit mechanism in ac-
cordance with the Enterprise Bankrupicy Law
s0 as to strengthen market discipline over fi-
nancial instimtions and maximally protect the
rights and interests of depositors and inves-
tors. Fifth, continuous endeavors should be
made to improve the legal system guaranteeing
the coordination mechanism among different
financial regulators , enhance information sha-
ring and provide a benign supervisory and reg-
ulatory environment for financial development

and innovation.

Accounting Standards

The new enterprise accounting standards is-
sued in 2006 brought China's accounting sys-

tem in line with IFRS, marking a milestone in

China's accounting reform, and conducive to
further improvement of China's socialist mar-
ket economy. It also helps China to open up
wider and further to the outside world and ac-
celerates Chinese enterprises’ integration into

the world economy.

The New Enterprise Accounting Standards
System and its Influence on Financial Institu-
tons

All listed companies, together with 24 large
central enterprises, adopted the new account-
ing system on January 1, 2007, and all the
other central enterprises will fully adopt the
system by the end of 2008, In a breakdown by
financial institutions, securities companies,
fund management companies and futures
brokerage companies commenced the new ac-
counting system on January 1, 2007, securi-
ties investment funds on July 1, 2007, insur-
ance financial institutions on January 1, 2007,
while banking financial institutions, as re-
quired by supervisory authority, adopted the
new system according to their business charac-
teristics and financial stafus in a layered man-
ner, but the entire banking industry is expec-
ted to use the new standards in financial re-
ports no later than 2009, Therefore, all of
Chinese financial institutions will have adopted
the new enterprise accounting system no later
than 2009, Judged from how the new system
is implemented since 2007, the transition from

the old system to the new one was smooth.

The quality and transparency of ac-
counting information is improved. Pur-
suant to the new accounting system, financial

institutions should disclose more risk manage-
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ment policies, quantitative and qualitative in-
formation about their risk profiles. The disclo-
surg can fully reveal risks and provide useful
data for operating and decision-making. First,
financial institutions no longer presented finan-
cial assets and liabilities in terms of liquidity ,
but re-categorized all the financial assets and
liabilities according to the intent of ownership
in accordance with the new system. The new
categorization is more scientific and directly
reflects risk management objectives of senior
management., Second, the inclusion of finan-
cial derivatives business into balance sheet can
disclose risks, profits and losses of derivatives
trading more comprehensively,  Third, the
new requirements of accounting and informa-
tion disclosure related to hedging, transfer of
financial assets and etc. fill the absence of
standardized rules in these areas, providing a
basis for accurate handling of the relevant bus-
inesses. Fourth, the introduction of the con-
cept of fair value improves the relevance and
timeliness of financial enterprises’ accounting
information, disclosing quantitative informa-
tion about their operational performance, fi-
nancial standing and risk management. There-
fore, the new system is in line with risk man-
agement practice of international financial in-
stitutions, and will improve market disciplines

and information transparency.

The internal management mechanism of
financial institutions staris to change
fundamentally. The new accounting system
prompts financial institutions to comprehen-
sively review the prevailing accounting stand-
ards, bookkeeping and reporting systems, in-
tensify personnel training, and overhaul or re-

vamp the basic accounting policies, risk man-
agement procedure, business process flow and
information support system. For example,
ICBC upgraded the RMB and foreign currency
bond system alongside the introduction of fair
value calculation model, and developed a
management system for loan impairment pro-
visioning to adapt to the changes of provisio-
ning methods. CCB revised stipulations on the
accounting of equity investment, debt assets,
and updated relevant systems. BOCOM intro-
duced a back-office system of capital, which
is used to process bond transactions, inter-
bank borrowing, foreign exchange purchase
and sale and derivatives trading,

Efforts Needed to Carry Forward the Effective
Implementation of the New Enterprise Account-
g System

The implementation of new enterprise account-
ing system covers various areas such as institu-
tional arrangements, technical preparation,
personnel qualifications, coordination between
supervisory and taxation policies, and should
be improved step by step so as to enhance the

effectiveness.

Improve the quality of accounting infor-
mation disclosure. The new accounting
system has more demanding requirements of
information  disclosure.  Though  supervisory
authorities have also proposed arrangements
for information disclosure of listed companies,
the continuous supervision mechanism and fol-
low-up system of information disclosure
should be improved, and the information col-
lection, analysis, correction and punishment
systems should also be further improved so as
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to enhance the quality of information disclo-
sure in line with concerning requirements of

the new accounting system,

Prudently use the fair value. In most ca-
ses, fair value cannot be acquired directly,
but has to be estimated and validated through
valuation techniques. The selection of models
and parameter hypothesis is sometimes subjec-
tive, and sometimes inconsistent among differ-
ent institutions. At the same time, fair value
is susceptible to economic cycles and market
changes. The reliability of fair value needs to
be improved because China's financial market
still lags behind that of developed countries.
Therefore , financial institutions should use fair
value prudently, and establish a stable and
more reliable model of their own to valuate
relevant financial instruments and ensure the
accuracy and reliability of fair value calcula-

tion,

Promote the upgrading of internal sys-
tems and improve staff’s professional-
ism. The implementation of new accounting
system touches upon the re-programming of
management functions, risk management poli-
cies and procedures, and the establishment
and improvement of financial instrument valu-
ation techniques, all exerting relatively high
pressure on the upgrading of existing systems.
In addition, the new accounting system is
more rules-based, and requires higher profes-
sionalism. As such, it is critical for the imple-
mentation of new accounting system to estab-
lish a corresponding internal management sys-

tem and improve staff’s professionalism.,

Strengthen the coordination between

supervisory policies and taxation poli-
cies. The new accounting system enhances
the effectiveness of risk supervision and tax
management, but it also requires concerning
supervisory and taxation policies to be adjusted
accordingly. For example, banks’ capital ade-
quacy ratio, securities companies’ net capital ,
insurance companies’ solvency and other su-
pervisory indicators are calculated according to
adjusted accounting data, therefore, the chan-
ges in the new accounting svstem about cate-
gorization , confirmation and calculation meth-
ods of financial assets and liabilities make it
necessary to change relevant supervisory poli-
cies on accounting data in order to prevent
volatility of supervisory indicators. In addi-
tion, the new system also relates to the calcu-
lation of enterprise income tax and business
tax. Clarification might be needed in relevant
tax laws.

Credit Environment

In 2007 , China's credit environment improved
noticeably, characterized by a more sound le-
gal framework , a greater role of the credit in-
formation system and stronger awareness of
credit in society, hence conducive to the im-
provement of financial eco-system and the

healthy development of economy,
The Credit Environment Improved Noticeably

The relevant legal framework was im-
proved. The passage and enforcement of
Property Law further improved the system of
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security interests, expanded the scope of prop-
erties that can be used as security, providing
an institutional foundation for small and medi-
um-sized enterprises to overcome the difficulty
of getting loans and financial institutions to
make innovations. On October 1, 2007 when
the Property Law came into force, PBC
launched its registration system of pledge re-
ceivables registration designed on basis of
modern chattel guarantee registration system,
creating favorable conditions for commercial
banks and other financial institutions to con-
duct financing business with pledge receiva-
bles. At the same time, the Enterprise Bank-
ruptey Law that entered into force on June 1,
2007 makes it clear that secured creditors have
priority claim. The provision, while protec-
ting the rights of creditors, also protects the fi-

nancing right of borrowers.

The credit information system playved
an important role. PBC organized commer-
cial banks to establish a credit information da-
tabase for enterprises and individoals, which
has become an important infrastructure of eco-
nomic and financial system, and has been pla-
ying an increasingly important role in preven-
ting credit risks, expanding credit scope, im-
proving social credit environment and maintai-
ning economic and financial stability. As of
the end of 2007, credit records were created
for more than 13 million enterprises and nearly
600 million natural persons. The credit infor-
mation database provided 30 million and 140
million credit reports of enterprises and indi-
viduals respectively in cumulative terms to
government agencies, financial institutions,

enterprises and individuals,

Social credit awareness gradually im-
proved. The building of credit information
system can help commercial banks to access
clients’ credit information more comprehen-
sively and improve their management of lend-
ing business. Some commercial banks have
included inguiry into the database an indispen-
sable step in the electronic loan management
process, to achieve quantitative management
of credit risks concerning individuals and small
and medium-sized enterprises as well as auto-
matic online collection of default loans. A
survey of information supervisors in 500 finan-
cial institutions showed that in the first half of
2007, commercial banks rejected 2. 2% of
loan applications from enterprises and 2. 5%
loan applications from individuals after making
inquiries into the database. Credit risks were
prevented effectively. At the same time, en-
terprises and individuals paid greater attention
to their credit records. As of the end of 2007,
nearly 1. 03 million people took the initiative
to check their personal credit reports. After
checking credit records, some enterprises and
individuals repaid bank loans and were more

aware of social credit.
Further Improve Social Credit Envtronment

The building of credit environment in China
has made substantive progress, but strenuous
efforts should be made in legal framework, in-
stitutional building and public education to fur-
ther improve social credit environment,

Strengthen the legal framework. Credit
information activities may involve state se-
crets, business secrets and private secrets of

individual citizens. Therefore, well-defined
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laws and rules are needed to regulate such ac-
tivities. But at present, there are no state-level
laws on credit information activities, but only
rules issued by central government depart-
ments and by-laws issued by local govern-
ments. This situation is not conducive to the
sustained and healthy development of credit
information activities. In the next step, urgent
efforts should be made to promulgate laws and
regulations governing information collection,
storage, compilation, processing and usage,
to strengthen protection of rights and interests
of information subjects and to prevent illicit
collection and misuse of credit information,

Speed up the building of a credit infor-
mation system by pooling resources.
The improvement of credit environment is a
systematic project, and involves various as-
pects of economic life. So it is difficult for
any individual government department to pro-
mote it. Moreover, it is quite common that
enterprises operate and individuals move
across provinces, so regional credit informa-
tion database cannot fully cover their credit
status, and cannot display its due role in pre-
venting credit risks and improving social cred-
it. Therefore, coordination and cooperation
among different government authorities are
needed to establish a nationwide and central-
ized credit information system, maximally
save social resources and improve credit envi-

ronment.

Establish and improve a punishment
mechanism on discredit. The nationwide
and centralized credit information system for
enterprises and individuals should be used to

promote the use of enterprises and individuals’
credit reports in bank loan application, com-
mercial transactions and job hunting, to urge
enterprises and individuals to pay attention to
their credit records in various economic activi-
ties, to build an efficient punishment mecha-
nism on discredit so as to lay down a micro-
cconomic foundation for the improvement of
social credit environment. At the same time,
credit education should be strengthened to im-
prove public's awareness of credit, create be-
nign environment for the building of social
credit system and cultivate modern credit cul-

ture.

Anti-money Laundering

In 2007, the anti-money laundering work
made groundbreaking progress, which was
demonstrated in the promulgation of a series
of anti-money laundering laws and regula-
tions , China's membership of the FATF,
the discovery and hand-over of a large vol-
ume of clues to suspicious transactions , and
good results in anti-money laundering inves-
tigation and assisted investigation of related

crimes.

Anti-money Laundering Made Breakthrough
Frogress

The legal framework governing anti-
money laundering was improved. The
year 2007 marked the first year since the
promulgation of the Anii-money Laundering
Law. In order to make the Law more oper-
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able, PBC, after revising and releasing the
Provisions on Anti-money Laundering through
Financial Institutions and the Administrative
Rules  for ithe
Insiitutions of Large-Value and Suspicious

Reporting by Financial
Transactions in November 2006, promulgated
the Administrative Measures jfor Financial
Institutions” Report of Transactions Suspected
of Financing for Terrovist Purposes, worked
with concerning supervisory authorities to
jointly issue the Measures on the Administra-
tion of Client Identity Identification and Mate-
rials and Transaction Recording of Financial
Institutions, and released the Derailed Rules
for Anti-money Laundering Investigations ( for
Trial Implementation ), the Administrative
Measures for the On-site Inspections for Anti-
money Laundering ( for Trial Implementation)
and the Off-site Anti-money Laundering Super-
vision Measures ( for Trial Implementation )
in 2007. These documents specify the anti-

Box 10 China’s FATF Membership

FATF is an international organization spe-
cialized in containing money-laundering ac-
tivities. It has 34 members ( including 32
countries and regions and 2 international or-
ganizations) and over 20 ohservers ( inclu-
ding 8 FATF-like regional anti-money laun-
dering agencies and over 10 other interna-
tional organizations and institutions ). FATF
is mainly responsible for promuolgating
standards on AML/CTF, promoting and su-
pervising AML/CTF policy measures in

place in individual countries on the national

money laundering obligations of financial in-
stitntions, clarify PBC's supervisory obliga-
tions for anti-money laundering and related
operational procedure , and further improve the
legal framework governing anti-money launde-

ring.

International cooperation in anti-money
laundering and counter terrorist finan-
cing was actively pursued. In June 2007,
the third meeting of the 18" plenum reviewed
and passed the assessment report of the AML/
CTF measures in place in China, and agreed
to admit China as a full member, In addition,
China actively engaged itself in the work of
the Euro-Asia Group ( EAG) on AML and
CTF, and deepened the cooperation and intel-
ligence exchange with EAG members. At the
same time, China sought to resume its mem-
bership of the Asia-Pacific Group ( APG) on
AML and CTF.

and international levels, and cooperating
with other international organizations fto
combat money laundering and terrorist fi-
nancing activities. The 40 recommendations
on AML and 9 special recommendations on
CTF revised by FATF in June 2003, having
been recognized by the UN Security Coun-
cil, the IMF, the WB and other internation-
al organizations and national governments,
have become guiding documents on AMLS
CTF, and the core standards in these two

Arcas.
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In the precondition of safeguarding China's
sovereignty, China actively applied for
FATF membership. In 2004, China ex-
pressed its willingness to join FATF, and
became FATF observer in January 2005.
On June 28, 2007, on the third meeting of
the 18" plenum, China was accepted as a
full member. A new chapter of China's in-
ternational cooperation in anti-money laun-
dering was opened.

China’s FATF membership is very impor-
tant for China to deepen international coop-
eration in AML/CTF, effectively combat
money laundering, corruption and other
criminal activities and maintain financial
stability. First, the membership can help
China to erect its image as a responsible big
country in AML/CTF, to participate in the
promulgation of and voting on international

The anti-money laundering coordina-
tion mechanism was continuously im-
proved. In accordance with the Anti-money
Laundering Law and relevant regulations on
the work division of joint ministerial confer-
ence on anti-money laundering, PBC revised
the System of the Joint Ministerial Conference
on Anti-money Laundering, adjusted and in-
creased the membership of joint ministerial
conference, clarified the responsibilities of
concerning departments in anti-money launde-
ring, and improved the coordination mecha-
nism. PBC also connected its network with
the identity information inguiry system run by
MPS, and handed over a large number of

clues to suspicious transactions to MPS.

standards and rules in this area, and to safe-
guard national interests in a more construc-
tive manner. Second, the membership can
promole international cooperation in AML/
CTF, improving the efficiency in cracking
down on illicit fund transfer across borders
and chasing flight capital. Third, it signals
that China's AML/CTF system has been
basically in line with international criteria,
thus beneficial for Chinese financial institu-
tions to “go out” and to get equal treatment
as their counterparts in other FATF member
countries in global market. Fourth, it is
conducive to improving China’s AML/CTF
system, and promoting financial institations
to strengthen risk control, operate in a
sound manner, and improve the profession-
alism in preventing and combating money-
laundering and terrorist financing activities.

Anti-money laundering investigation
and assisted case investigation achieved
good results. The China Anti-money Laun-
dering Monitoring and Analysis Center ex-
panded the scope of fund to be monitored. On
the basis of fund monitoring network covering
banking sector, securities and futures sector as
well as insurance sector were connected to the
Center in October 2007 and began to report
large-value and suspicious transactions. With
the deepening of anti-money laundering regu-
lation and fund monitoring, anti-money laun-
dering investigation and assisted investigation
achieved good results, In the process of fund
monitoring, PBC reported 554 cases o inves-

tigative authority based on discovered clues to
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suspicious transactions, worth RMB 229 5
billion yuan.

Promoting Anti-money Laundering Work
China made rapid progress in anti-money laun-
dering and achieved good results in some im-
portant areas, but in comparision with interna-
tional standards, there is still room for im-

provement in the working mechanism, super-
visory capacity and international cooperation.

The anti-money laundering working
mechanism needs to be improved. The
Anti-money Laundering Law only has general
provisions on the administrative system, the
responsibilities of supervisory authority, obli-
gations of financial institutions, and criminal
investigation into anti-money laundering.
When the Law is enforced, it is necessary to
improve the anti-money laundering working
mechanism, establish a standardized and ef-
fective investigative system, adjust and regu-
late the relationship between PBC and public
security authority, financial regulators and
other related authorities, so as to create syner-
gy to improve work efficiency and intensify
the efforts to crack down on money laundering

crimes,

The supervisory capacity of anti-money
laundering should be improved. PBC
needs to standardize its anti-money laundering
inspection methods, and the system of off-site
inspection indicators and off-site supervisory
system should be improved. The anti-money

laundering work of banking financial institu-

tions focus on modul compliances, and only a
small number of suspicious transactions are re-
ported based on subjective judgment further.
Therefore , the analysis and monitoring capaci-
ty of banking financial institutions should be
strengthened and the value of their monitoring
intelligence should be increased. At the same
time, the anti-money laundering inspection of
securities, futures and insurance sector should
be improved. Efforts should be made to ex-
pand the scope of anti-money laundering regu-
lation, and study and launch the AML/CTF in
such sectors as lawyers, real estate and lottery.

The international cooperation in anti-
money laundering should be broad-
ened. When expanding business and establis-
hing branch offices in overseas market, Chi-
nese financial institutions should establish an
AML/CTF system in line with the relevant
regulations of host countries. Moreover, with
more and more foreign financial institutions
setting up branches in China, it is necessary to
closely watch and supervise their legal compli-
ance. In addition, international cooperation
should be strengthened. Efforts should be
made to improve the AML/CTF framework
according to FATF reguirements, so as o
reach the criteria in the FATF 40 + 9 recom-
mendations; to strengthen exchange with for-
eign anti-money laundering authorities, to
broaden cooperation with foreign FIU, and to
establish and improve a mechanism that pre-
vents and combats cross-border transfer of il-
licit fund.

{ By Zhang Tiantian and Liu Liying)








