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FIRST MUTUAL EVALUATION OF CHINA

Fourth follow-up report

on the implementation of recommendation of the FATF/EAG mutual evaluation

1.
The purpose of this document is to present to the EAG Plenary meeting the fourth follow-up report of China, which describes the measures taken by China to correct the deficiencies, revealed in the course of the mutual evaluation. The MER was initially adopted by the FATF Plenary on 29 June 2007 and by the EAG Plenary on December 13, 2007. The EAG Plenary meeting heard the first, second and third follow-up reports in December 2007, July 2008 and December 2008 accordingly and asked China to prepare the next follow-up report by December 2009. 

2.
Among the Core and Key Recommendations China was rated partially compliant (PC) or non-compliant (NC) on 25 Recommendations – five of which are core Recommendations and four are key recommendations, indicated in bold text in the chart below. These ratings were based on an assessment of the measures that China had implemented up to mid-January 2007 (i.e. two months following the on-site visit). 

	R.1 (Criminalisation of money laundering)
	PC
	R.21 (Special attention for higher risk countries)
	NC

	R.2 (Criminalisation of money laundering)
	PC
	R.22 (Foreign branches and subsidiaries)
	NC

	R.5 (Customer due diligence)
	PC
	R.23 (Regulation, supervision and monitoring)
	PC

	R.6 (Politically exposed persons)
	NC
	R.24 (DNFBP – Regulation, supervision and monitoring)
	NC

	R.7 (Correspondent banking)
	PC
	R.33 (Legal persons – Beneficial owners)
	NC

	R.9 (Third parties and introducers)
	PC
	R.34 (Legal arrangements – Beneficial owners)
	PC

	R.11 (Unusual transactions)
	PC
	R.35 (Conventions)
	PC

	R.12 (DNFBP)
	NC
	SR.I (Implementation of United Nations instruments)
	PC

	R.13 (Suspicious transaction reporting)
	PC
	SR.II (Criminalisation of terrorist financing)
	PC

	R.15 (Internal controls, compliance & audit)
	PC
	SR.III (Freezing and confiscating terrorist assets)
	NC

	R.16 (DNFBP)
	NC
	SR.IV (Suspicious transaction reporting)
	NC

	R.17 (Sanctions)
	PC
	SR.IX (Cross-border declaration and disclosure)
	PC

	R.18 (Shell banks)
	PC
	
	


3.
According to the results of the discussion of the third follow-up report of China in December 2008, the EAG Plenary meeting recognized that progress was made on implementing the core and key FATF Recommendations and had decided to remove China from the enhanced follow-up process (EAG/FR (2008) 3).

II. OVERVIEW OF PROGRESS OF CHINA 

4.
This section of the report highlights the significant steps that were taken by China since December 2008 in order to remedy the deficiencies revealed in the course of the mutual evaluation. A more detailed account of the measures is presented in Annex 2. 
Core recommendations (5, SR. II)
Recommendation 5 (customer due diligence)

5. The PBC issued a Notice on 30 December 2008 interpreting “beneficial owner” as “including but not limited to the following 2 kinds of individuals: 1) controllers; 2) those who are not exposed by the customer, but actually in charge of transactions or eventually enjoy the financial interest (except principals)”. The Notice requires FIs to conduct CDD on these individuals by appropriate means that fit certain circumstances, including inquiry, requiring verification documents, or resorting to other agencies` investigation.
6. Meanwhile it is unclear whether this Notice issued by the PBC is obligatory for the FIs: i.e. whether it constitutes guidance or “other enforceable means”. In any instance, it seems that this document does not reach the level of “regulation” as it is required by the FATF Recommendations. 
Special Recommendation II (Criminalize terrorist financing)
7.
The Supreme People` s Court issued a Judicial Interpretation on Nov. 10, 2009, in which some deficiencies on SR.II have been remedied:
Article 5 The “financially support” in the article 120bis of Penal Code means collecting or providing funds, properties; providing premises, or any other kinds of support for terrorist organization or individual that commits terrorist activities.

The “individual that commits terrorist activities” in the article 120bis of Penal Code means individual who plans to commit, prepare to commit or has already committed terrorist activities. 
The article indicates clearly that: 
- the sole collection of funds in a terrorist financing context shall violate article 120bis of Penal Code and shall be criminalized. 
- the “financially support” includes not only funds, but also property, premises and any other kinds of support. 
8. According to the mutual evaluation report there is no definition or list of what should be considered “terrorist activities” in China. Meanwhile SR. II states that it should be an offence to finance terrorism without a specific link to a terrorist act. In this regard, it is not clear whether the term “terrorist activities” is broader than “terrorist acts”. However, despite the absence of a definition China states that current judicial practice is broad enough to cover all possible instances. Therefore, it is recommended that China elaborate in more detail on its judicial practice to demonstrate that prosecution of TF can be carried out without a specific link to a terrorist act.
Other recommendations (Р. 6)

Recommendation 6 (Politically exposed persons)
9. The PBC Notice of 30 December 2008 requires FIs to strengthen identification of foreign PEPs to make sure CDD on them is fulfilled properly. These measures shall be applied to customers, customers` controllers and beneficial owners, who currently or previously carried out an important public function, including heads of state, heads of governments, senior politicians, senior administrative, judicial, or military officials, senior management of state-owned companies, key members of political parties, and their family members and other associates.
10. China had implemented several criteria of the FATF Recommendation 6. However there are some deficiencies remaining, particularly FIs should be required to obtain senior management approval for establishing business relationships with a PEP as well as take reasonable measures to establish the source of wealth and the source of funds. It is unclear whether current legislation covers these instances.
Effectiveness and statistics
11. Based on the statistics provided by China, the work of the Chinese FIU is effective especially in the area of combating money laundering. There are also statistics on prosecutions and convictions, which demonstrate the exceptional effectiveness of the ML offence. In the supervisory area, effective work is done on the part of supervisory practices and sanctions for some institutions supervised by the People’s Bank of China: credit institutions, insurance and securities companies. 
12. At the same time, there is a concern about the lack of AML / CFT on-sites and sanctions of notaries, lawyers, accountants/auditors, companies service providers, post. Supervisory bodies are recommended to take urgent measures to strengthen the oversight work in the AML / CFT sphere for these entities.
III. CONCLUSION AND NEXT STEPS
13. Since December 2008, China has achieved progress in implementing the financial recommendations. It should be also noted that PBC had issued some guidance for the FIs in order to help them properly implement the FATF Recommendations. In 2009 the PBC had conducted a range of workshops for the FIs on CDD as well as on STRs.

14. However, there are still deficiencies that are of concern. In particular, it seems that China needs to pay more attention to the FATF special recommendations III and IX and bring their implementation into line with the standard. In addition, the work on DNFBP should be strengthened by China.
15. It seems reasonable to request China to present the next follow-up report to the 13th Plenary meeting in December 2010
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China: Forth follow-up report
1. The first mutual evaluation report (MER) of China was adopted by the FATF in June 2007. China immediately adopted an action plan to remedy the deficiencies identified in the MER. The MER and first follow-up report was discussed at the EAG Plenary in December 2007. The second and third follow-up report to the EAG Plenary was discussed in July 2008 and December 2008. 

AML/CFT legislation that has been amended and adopted in 2009
2. Penal Code amendment (Amendment 7) was passed by the National People’s Congress (NPC) on 28 February 2009, extending corporate criminal liability to article 312 (the all-crimes money laundering offence) by providing that “Where a unit commits any of the crimes mentioned in the preceding paragraph, it shall be fined, and the persons who are directly in charge and the other persons who are directly responsible for the crime shall be punished according to the provisions in the preceding paragraph”.
3. The Supreme People` s Court enacted a Judicial Interpretation (Judicial Interpretation No. 15 of 2009) on Nov. 10, 2009. The Judicial Interpretation has remedied some deficiencies that identified in MER on criminalisation of ML and TF (R.1 and SR.II). The Judicial Interpretation mainly clarifies the following issues:

· Clarify how to establish the presumption of “knowledge” of the defendant(s) during the trail of article 191 and 312.

· Extend 6 kinds of means of disguising or concealing the source or nature of any crime-related income or the proceeds to article 191 of Penal Code according to recent judicial experience.

· Clarify that article 191, 312 and 349 of Penal Code are all provisions on ML offence. Article 312 are all-crimes ML offence, others are ML offence on specific predicate crime(s).

· Clarity that the conviction of ML offence does not based on conviction of predicate crime.

· Clearly give the definition of “zizhu”(financially support) in article 120bis(TF offence), and thereafter cover the sole collection of fund in the purpose of supporting terrorism. 

Brief summary of the major development in AML/CFT sphere

4. Legislative framework on criminalising ML/FT: In a very short time, China has established an integrated legislative framework on criminalizing ML/TF. The NPC amended Penal Code in 2001, 2006 and 2009 separately. At present, money laundering is criminalised in three separate articles of the Penal Code. Article 312 criminalises money laundering on the basis of an all-crimes approach. Article 349 criminalises laundering the proceeds of drug offences. Article 191 criminalises laundering the proceeds of the following specified categories of predicate offences: drug-related offences, smuggling, organised crime, terrorism, embezzlement and bribery, financial fraud or disrupting the financial management order. Terrorist financing is criminalized in article 120bis of Penal Code.

5. Preventative measures in the Financial Sector: Since its mutual evaluation China has significantly improved the legislative framework of preventative measures in the financial sector. China has adopted new regulations that extend the reporting obligation to the insurance and securities sectors. It has also enacted more specific customer due diligence (CDD) requirements in all sectors. Currently, the legislative framework for preventative measures in the financial sector consists of the following law and regulations:
· the Anti-Money Laundering Law (AML Law) (in force as of 31 October 2006);
· The Rules for Anti-Money Laundering by Financial Institutions (AML Rules) (in force on 1January 2007).

· The Administrative Rules for the Reporting of Large-Value and Suspicious Transaction by Financial Institutions (LVT/STR Rules) (in force as of 1 March 2007).
· The Administrative Rules for the Reporting of Suspicious Transactions related to the Financing of Terrorism by Financial Institutions (FT/STR Rules) (in force as of 21 June 2007); and
· The Administrative Rules for Financial Institutions on Customer Identification and Record Keeping of Customer Identity and Transaction Information (CDD Rules) (in force as of 1 August 2007).
6. To make sure these Rules are implemented effectively, The People` s Bank of China carries out on-site and off-site inspections, Financial Institutions (FIs) found incompliant are punished in line with legislation. Meanwhile, efforts are underway to incorporate the risk-based approach into the AML work of the PBC and other supervisors as well to improve the supervision system and assure the effective and full-scale of these Rules.
Effectiveness of AML/CFT system

7. The effectiveness of China’s AML/CFT system is improving quickly. It can be showed through the steadily increasing of the statistics on ML and other crimes that uncovered by the PBC and the convictions of ML offence (see attached annex). 
	EAG-V
	
	EAG/FR (2009) 3 Annex 2


People’s republic of CHINA
I.  ACTIONS TAKEN REGARDING THE CORE RECOMMENDATIONS (Rec. 1, Rec.5, Rec.13, SRII, SRIV)

	Rec.
	Summary of factors underlying rating
	Description of Actions taken or being taken to remedy deficiencies since the adoption of the MER (December 07/December 2008)

	Please indicate any action taken since the adoption of the 3rd follow-up report (period from December 2008 to December 2009), especially in terms of effectiveness



	1. ML offence
	1. The money laundering provisions are not effectively implemented, as witnessed by the low number of convictions for money laundering

	Numbers of cases finished under article 191, 312 and 349 of the Penal Code of China have kept increasing since 2005, among which 2 cases finished with 5 persons convicted of money laundering offence (article 191). There is 1 more case with 2 persons convicted of money laundering offence (article 191) in 2008 so far. In addition, as far as the PBC is informed, there are 2 money laundering cases with conviction of "covering up or concealing by any other means the illegally obtained proceeds and the gains derived therefrom" offence (article 312).
	In 2008, China has totally finalized 10,330 ML cases and 17,665 individuals were convicted. The number shows that ML provisions are effectively implemented in China.

	
	2. Self-laundering is not criminalized, although no fundamental principle in Chinese law is prohibitive

	
	With regard to self-laundering issue, there are still different views among legislative bodies and government agencies involved in AML/CFT, on how applying money laundering offences to perpetrator of the predicate offence would affect the current penal regime and conception of judicial professions. As for the issue of “acquiring, possessing and using of illegally obtained proceeds”, there is also a belief that current provisions could cover what these typical common law terminologies indicate. Nevertheless, the PBC would continue to work closely with all relevant parties reviewing the necessity, feasibility, and timing of possible amendment of the Penal Code.

	
	3. The relevant offences, taken together or separately, do not fully cover the sole and knowing acquisition and use

	Based on the consultation that had been made with the Legal Committee of the Standing Committee of the National People` s Congress and the Supreme People` s Court, the People` s Bank of China had drafted legislative proposal to be submitted to the Legal Committee of the Standing Committee of the National People` s Congress. The legislative proposal suggested that: 1) Amend Penal Code to: apply money laundering offences to perpetrator of the predicate offence and units as well; criminalize knowingly acquiring, possessing and using of illegally obtained proceeds and the gains derived therefrom; 2) Define “terrorist activities” and “terrorist organization” by issuing legislative interpretation. A meeting among high-level officials of the PBC and other relevant parties is expected to take place on May 20 to get final consensus on issues concerned, and the formal legislative proposal will then be submitted to the legislative body in line with legislative procedure.
	 In May 2009, a workshop focusing on “ML activities of perpetrator of the predicate offence” and “knowingly acquiring, possessing and using of illegally obtained proceeds” was held in Beijing, with involvement of experts from the Legal Committee of the Standing Committee of the National People` s Congress, the Supreme People` s Court, the Supreme People` s Procuratorate, the Ministry of Public Security, the Ministry of Foreign Affairs, the Ministry of Justice, the Ministry of Supervision, the PBC, the Legal Affairs Office of the State Council, the General Administration of Customs, the National Bureau of Corruption Prevention, and academic agencies. Experts discussed on the nomological and practical impact of the possible amendment, especially applying money-laundering offences to perpetrator of the predicate offence. All parties agreed to continue discussion and consultation in these regards.



	
	4. One designated category of predicate offence (“terrorism, including terrorist financing”) is not adequately covered for the reasons set out in section 2.2 of ME report


	The PBC suggested the Supreme People` s Court issue judicial interpretation on the terminology of “financially support”. The Supreme People` s Court is considering issuing Judicial Interpretations on issues that include but are not limited to: judicial treatment of knowingly acquiring, possessing and using of proceeds of criminal activities, understanding of terminology including “covering up or concealing by any other means”, “the nature or source of the illegally obtained proceeds and the gains derived therefrom”, “financially support”, “terrorist activities” and “terrorist organization”. In addition, a workshop was be held in May 26, 2008 jointly by the PBC and the ADB with experts from Legal Committee of the Standing Committee of the National People` s Congress, the Supreme People` s Court, Legislative Affairs Office of the State Council and so on participating. The issue of criminalisation of ML/FT was discussed at the workshop.


	The Supreme People` s Court issued a Judicial Interpretation on Nov. 10, 2009, in which some deficiencies on R.1, SR.II have been remedied.  Article 5 of the Judicial Interpretation has remedied most deficiencies on criminalisation of TF.

Article 5 The “financially support” in the article 120bis of Penal Code means collecting or providing funds, properties; providing premises, or any other kinds of support for terrorist organization or individual that commits terrorist activities.

The “individual that commits terrorist activities” in the article 120bis of Penal Code means individual who plans to commit, prepare to commit or has already committed terrorist activities. 

The article indicate clearly that:

A: the sole collection of funds in a terrorist financing context shall violate article 120bis of Penal Code and shall be criminalized. 

B: The “financially support” include not only fund, but also property, premises and any other kinds of support. 

Thus, the predicate offence of terrorism, including terrorist financing is wholly covered.

	5. Customer due diligence 
	1. No legal obligation to identify and verify the beneficial owner


	Since the Rules for Financial Institutions on Customer Identification and Record Keeping of Customer Identification and Transaction Information has just come into effect for several months, FIs find many practical problems in understanding and implementation. Receiving reports of these problems, the supervisor issues guidance or other guiding documents accordingly. 34 such guidance or other guiding documents had been issued by the PBC by May 2008.
	The PBC issued a Notice on 30 December 2008 interpreting “beneficial owner ” as “including but not limited to the following 2 kinds of individuals: 1) controllers; 2) those who are not exposed by the customer, but actually in charge of transactions or eventually enjoy the financial interest (except principals)”. The Notice requires FIs to conduct CDD on these individuals by appropriate means that fit certain circumstances, including inquiry, requiring verification document, or resorting to other agencies` investigation.

	
	2. Only the banking sector (which includes foreign exchange and MVT services) is subject to specific requirements relating to the identification of legal persons (e.g. requirements to verify their legal status by obtaining proof of incorporation, names of directors, etcetera)

	The PBC establishes a systematic indicators series for off-site inspections, including those reflect the implementation of the CDD provisions by the FIs, such as identification of new customers, occasional customers transact above certain threshold, on-going identification of existing customers and customers identified through correspondent banks or third parties.                                    In the first quarter of 2008, financial institutions conducted CDD measures on 167,420,000 new customers, including 141,290,000 customers in banking sector, 11,900,000 customers in securities sector and 14,230,000 customers in insurance sector. Banks also conducted CDD measures on  50,190,000 customers carrying out occasional transactions.

	The Notice also requires FIs to strengthen CDD record keeping to insure the accuracy and validity of the customer information. For customers with whom business relationship was established before 1st August 2007, FIs shall verify identity documents or re-identify customers, and update customer information accordingly.



	
	3. No specific and comprehensive legal requirement to conduct ongoing due diligence (e.g. financial institutions are not obligated to develop a risk profile of the customer or determine the source of his/her funds; no obligation in the insurance sector to monitor transactions or business relationships even in limited cases, or to keep documents, data or information collected under the CDD process up-to-date and relevant by undertaking reviews of existing records)


	The Rules for Financial Institutions on Customer Identification and Record Keeping of Customer Identification and Transaction Information has been put much emphasis by the FIs. All FIs have further consolidated their internal control systems and operational procedures, and set up systems in terms of customer identification and customer risk rating in line with FATF R.5 and the Rules.                                                                                                            All financial institutions are required by PBC to finish establishing its customer risk evaluation criteria before August 1, 2008. Financial institutions have been performing on-going CDD measures on existing customers. Financial institutions carried out CDD measures to 13,086,986  exsiting customer in the second part of 2007 and  8,630,466  existing customers in the first quarter of 2008. 
	According to the Notice, FIs are also required to formulate their plans of customer risk rating in line with the following time table: 1) Risk rating of customers with whom business relationship was established between 1 August and 1st January 2009 shall be finished by the end of 2009; 2) Risk rating of customers with whom business relationship was established before 1 August and no new relationship established after that shall be finished by the end of 2011; 3) Risk rating of customers with whom business relationship was established after 1 January 2009 shall be finished within 10 working days after establishment of business relationship.

In addition, the CSRC had fully implemented the Real Name System to all 120 million active accounts in securities market by the end of 2008, and a Notice was issued to futures institutions specifying that opening account on behalf of others be prohibited.



	
	4. No enhanced due diligence requirements or guidelines for high risk categories of customers


	What R.5 requires has been effectively incorporated into the operational procedure of FIs: 1) 100% new customers and occasional customers who transact above certain threshold are identified; 2) identification of existing customers who began business with FIs before the Rules came into effect is strengthened; 3) FIs are reconstructing their computer system to update the customer identification system and incorporate the customer identification system into the whole internal system as a key part of it; 4) FIs also revise relevant business forms to incorporate additional element of customer identity and identification, such as customer` s declaration of whether he/she` s acting on behalf of others.                                                                                                                                                                Financial institutions have been performing enhanced CDD measures on high-risk categories of customers or in some suspicious situations. In the second part of 2007, financial institutions carried out enhanced CDD measures for 13,086,986 times, including 9,909,725 times when customers asking for changing the essential elements of identity information, 65,307 times when financial institutions’ stuff find unusual transaction or suspicious behaviors, 5,155 times when customers were suspicious of being related to some violations, 884,145 times before a piece of suspicious report was filed. In the first quarter of 2008, financial institutions carried out enhanced CDD measures for 8,630,466 times, including 7,229,452 times whencustomers asking for changing the essential elements of identity information, 41,332 times when financial institutions’stuff find unusual transaction or suspicious behaviors, 47,009 times when customers were suspicious of being related to some violations, 413,144 times before a piece of suspicious report was filed. 


	

	
	5. No requirement to consider filing an STR when CDD requirements cannot be complied with
	To examine FIs` implementation of customer identification requirements, the PBC carries out on-site inspections: 1) spot check FIs` identification of new customers and casual customer, examine whether the identity documents are verified, the copies of these documents are kept, and relevant information is recorded; 2) spot check the customer identity record kept and relevant working diaries, spot check on-going customer identification of FIs; 3) examine FIs` risk rating criterion, and examine FIs` monitoring on high risk customer; 4) examine FIs` procedures, internal control measures and working papers when conducting certain business, such as on line banking, large value cash transaction and so on.
	

	
	6. Concerns relating to the continuing acceptance of first generation ID cards which are prone to forgery and the duplication of numbers on about five million manually issued first generation ID cards

	As for the verification of the identity documents, banking institutions have access to an identity card database of the Ministry of Public Security since June 2007, through which every bank counter staff can verify whether one certain identity card is false or not when serving customers. As reported by the Xinhua News Agency, there were about 0.9 billion persons who hold a identity card of the first generation, while 0.68 billion cards of the second generation had been issued by the end of 2007 to replace cards of the first generation. It` s surmisable that scope and frequency of people` s using the first generation cards has decreased considerably so far. Nevertheless, FIs could not reject card of the first generation without authorization of national legislation or policy.

By the identity document provided by customers who asked for establishing business relations or specified occasional transation, financial institutions verified 66,595 anonymous customers and 650,792 customers using  others's identify documents, found 1,245,857 case related to false identity documents in the second half of 2007,  and  verified  480,139 anonymous customers and  459,348 customers using  others's identify documents, found  357418  case related to false identity documents in the first quarter of 2008. 对西联等要强化CDD，把

	The Ministry of Public Security had finished batch replacement of the first generation ID cards by the end of 2008, which allows more reliable source of information for FIs to fulfill CDD.

	
	7. There is no explicit obligation on financial institutions to determine whether the customer is acting on behalf of (i.e. representing) another person

	It` s shown in the inspections that the Rules are well implemented by FIs at large. FIs adjust their internal operational procedure and relevant internal control system, and no severe violation of customer identification requirements has been found. The current major problem in customer identification is some FIs find difficulties in identifying beneficial owners due to absence of effective means to do so. These FIs have been asked by the PBC to make corrections within a certain term. Financial institutions verified 650,792 customers using other identify documents in the second half of 2007, and 459,348 customers in the first quarter of 2008.

	

	
	8. While the AML Law requires a threshold and rules for handling occasional transactions, such threshold itself has not been determined

	For 2008, the PBC is further strengthening inspections on FIs` customer identification, those found by off-site inspection to pose high risk, and those who had relevant violation in the past will be examined with particular attention. Banks also  conducted CDD measures on  8654,4846  customers carrying out occasional transactions, where the amount of trasaction reach or exceed 10,000 RMB or 1,000 US dollar,  in the second half of 2007 and 50,190,000 customers in the first quarter of 2008. 

	

	
	9. Effectiveness of implementation cannot be assessed due to the recent enactment of the law


	Effectiveness is very obvious.                                                                           1.Identify new customers. or customers carrying out specified occasional transaction.
In the second half of 2007, financial institutions verified 66,595 anonymous customers and 650,792 customers using others' identify documents, found 1,245,857 case related to false identity documents, identified criminal suspects for 46,340 times. 
In the first quarter of 2008, financial institutions verified 480,139 anonymous customers and  459,348 customers using  others's identify documents, found  357418  case related to false identity documents,. identified criminal suspects for 311 times.    

2. ongoing CDD. In the second part of 2007, financial institutions found criminal or violation suspects for 1,103,636 times, verified 166,457 clues to violations and produced  183,585 pieces of suspicious reports.In the first quarter of 2008, financial institutions found criminal or violation suspects for 297 times, verified 45,505 clues to violations and produced 305,687 pieces of suspicious reports.


	The PBC conducts comprehensive onsite and off-site inspections on implementation of R.5 by FIs in line with the new Rules. No hostile violation and remarkable risk has been found so far.



	13. Suspicious transaction reporting 
	1. No RMB reporting obligation for the securities and insurance sectors


	The current suspicious criterions vary from the “unusual” transaction defined previously. The current criterions require FIs adjust their internal reporting procedure to enhance analysis and monitoring. Most FIs implement 2 different internal reporting procedures to be adapted to the new Rules: 1) Counter stuff report directly to the compliance department of suspicious elements he/she has found when doing business with customers in person; 2) A computer system that could automatically filtrate suspicious transaction conducted by terrorists or terrorist organizations and defined unusual transactions, and filtrated transactions would be analyzed by AML/CFT stuff, those considered suspicious will be reported to the FIU.


	In order to enhance effectiveness of monitoring and analysis of suspicious transactions,the PBC has taken the following measures on improving STR filing since September 2008:

－Help FIs to better understand differences and links between FATF Rec. 11 and Rec. 13, and put more emphasis on identifying and reporting suspicious transactions.
－Help FIs to improve their STR related procedures. The PBC issued 3 guidance urging FIs to establish and improve STR related procedures and properly identify and analyze suspicious transactions. Transactions picked automatically by IT system shall be further analyzed before determining whether they are suspicious or not. Those transactions that are not considered suspicious after review on a reasonable basis, or could not be suspected to be related to criminal activities shall not be filed as STRs.
一Rectify supervision criteria following RBA. The PBC inspectors focus on the effectiveness and rationality of FIs` STR related procedure. Staff of FIs shall be encouraged to make judgments on suspicious transactions on the basis of proper CDD in line with legislations. The PBC supervisors are required to fairly evaluate FIs` compliance level with AML/CFT requirements. If a certain transaction with specified “indicator” was not reported, but the FI could show evidence that this decision was justified by its analysis, auditing, or judgment, which is not based on obvious reasonless belief or major mistakes, the PBC would not consider it as incompliance.

	
	2. No explicit obligation to report suspicions of terrorist financing

	FIs also rearrange their internal departments to adapt to the adjustment of reporting procedures. Commonly, FIs task the operation department to detect suspicious transaction, the compliance department to file in STRs, and the technical department to maintain and manage the computer system.
By now all FIs could file large-value and suspicious report electronically, while the CAMLMAC has started its new receiving IT system, which could examine preliminarily the quality and accuracy of reports filed through technical means. FIs who file reports with errors or elements absence will receive feedback message sent automatically by the CAMLMAC system.


	

	
	3. No obligation to report attempted transactions

	The PBC could get additional information on FIs` reporting through off-site inspections, including numbers of reports filed, whether this number matches the overall business of this certain FI, FIs` analysis and monitoring of customers with high risk or in the sanction list, and so on. In case of numbers of STRs filed by some FIs fluctuate unusually or do not match the overall business, the PBC will talk with high officials of these FIs or carry out on-site inspections to further examine to assure the effectiveness of large-value and suspicious transactions reporting.                            


	

	
	4. The rules do not define the basis upon which suspicion should be founded (i.e. to include, at least, the required list of predicate offences)
	Specifically, the PBC will conduct on-site inspections through the following methods: 1) analyze FIs` internal reporting operational procedure to see whether there` s any risk point, this analysis will be followed by a spot examination to be validated; 2) analyze all transaction data within a certain duration through computer to find any unusual data, which will be compared to transactions that have been report to determine whether any suspicious transactions are missed or reported wrongly; 3) analyze transactions of high risk customers by comparing with transactions reported by FIs.                                                                     Financial instituations began and will contitue to integrate the procedure of CDD and transaction monitoring in the internal control system which shows the suspcious will be the basis for determination on suspicious reports. For example,during the procedure of the CDD, financial institutions identified criminal suspects for 1,149,976 times, produced 183,585 pieces of suspicious reports in he second part of 2007, and identified criminal suspects for 1,149,976 times, 480,436 times, produced 305,687 pieces of suspicious reports.

	一The CAMLMAC issued a couple of notices and questionnaires with a view of refining filing procedure of LVT/STR. FIs with flaws are required to make corrections. Another notice on proper analysis and review requirements would be issued shortly.

Additionally, the CAMLMAC also improved its system in 2008 to allow all FIs reporting under refined technical criteria, through which a LVT/STR filing evaluation system could be developed.
In light of that it takes time to finish transition to a reporting system purely based on subjective judgment, the PBC also makes effort to explore the merit of current reporting system as far as possible. Analysis and the following investigation of the PBC both concentrates on those transactions reported by FIs in line with Article 15 of the LVT/STR Rules based on subjective judgment, which directs limited resources into the most valuable intelligence as priority. Nevertheless, the transactions reported in line with Article 11,12 and 13 can also help by providing a pool of transactions and customers associated. This allows a broader understanding of the transactions involved, and helps a lot in administrative and judicial investigations. For instance, around 220 thousand STRs filed in line with Article 15 in the 1st quarter of 2009 eventually led to 2356 cases.

	
	5. Significant concerns about the overall effectiveness of the system, and the

lack of subjective assessment by reporting institutions

	Since 2007 is the first year that LVT/STR Rules was introduced, around 10% financial institutions have been found in the inspection to fail to file potential STRs, which however only consist 0.19% of the total STRs, thus the overall risk is still low.                                                               The effectiveness is becoming more and more significant in that almost every financial institutions has set up operational regulations in their internal control framework and electronic monitoring system. For example, only 29% of the 6,316 financial institution which carried out internal audit in 2007 found substantial frangibility in their suspicious reporting system after self-evaluation, which shows Chinese financial institutions has made significant improvement despite of its initial stage of implementing new regulations and rules.

	

	SR.II Criminalise terrorist financing 
	1. The sole collection of funds in a terrorist financing context is not criminalised (i.e. where the funds have not been handed over to the terrorist or terrorist organisation), also affecting the utility of article 120bis PC as a predicate offence


	The People` s Bank of China suggests the Supreme People` s Court issue Judicial Interpretation on the terminology of “financially support”. The Supreme People` s Court is now considering issuing Judicial Interpretations on "financially support".


	Article 5 of the above mentioned Judicial Interpretation has remedied most deficiencies on criminalization of TF. It indicates clearly that the sole collection of funds in a terrorist financing context shall violate article 120bis of Penal Code and shall be criminalized. 



	
	2. There is no definition or list of what should be considered to be “terrorist activities”


	The PBC has drafted of legislative proposal to be submitted to the Legal Work Committee of the Standing Committee of the National People` s Congress. The legislative proposal suggests define “terrorist activities” and “terrorist organization” by issuing legislative interpretation. A meeting among high level officials of the People` s Bank of China and other relevant parties is expected to take place in the very near future to get final consensus on issues concerned, and the formal legislative proposal will then be submitted to the legislative body in line with legislative procedure.


	Defining “terrorism” and “terrorist activities” is within the authority of the legislative body. Given its technically and politically tricky nature, this issue is still in discussion of the legislators. Despite the absence of definitions, the connotation of these terms are clear enough for China to fulfill its resolution to combat terrorist activities and financing of them, and enable effective fight against these activities in current judicial practice.

	
	3. The assessment team is not satisfied that terrorist financing offence extends to a sufficiently broad and clear definition of “funds” as that term is defined in the TF Convention
	The People` s Bank of China suggests the Supreme People` s Court issue Judicial Interpretation on the terminology of “financially support”. The Supreme People` s Court is now considering issuing Judicial Interpretations on "financially support".
	According to the Judicial Interpretation, not only providing funds, properties, premises, but also providing all kinds of support for terrorist organizations or individuals is included in the Article 120bis of Penal Code. It absolutely meets the needs of the TF convention.

	SR.IV Suspicious transaction reporting 
	1. No explicit obligation to report suspicions of terrorist financing


	Please see the description in R. 13.
	Please see description under R.13.

	
	2. Concerns raised in relation to Recommendation 13 apply equally to SR IV
	
	


II. ACTIONS TAKEN REGARDING THE KEY RECOMMENDATIONS (Rec. 23, Rec.35, SRI, SRIII) 

	Rec.
	Summary of factors underlying rating
	Description of Actions taken or being taken to remedy deficiencies since the adoption of the MER (December 07/December 2008)

	Please indicate any action taken since the adoption of the 3rd follow-up report (period from December 2008 to December 2009), especially in terms of effectiveness



	23. Regulation, supervision and monitoring 
	1. No supervisory program yet implemented for the securities and insurance sectors following extension of law to these sectors


	In the year of 2007, on-site inspections were conducted on 96 futures and securities institutions and 528 insurance institutions by the PBC. It could be expected that even more will be examined on-site in 2008.


	A. Improving off-site supervision

At the beginning of 2009, the PBC headquarter issued a Notice to its branches requiring: 1) Urge FIs and their senior management to attach importance to off-site supervision requirements with a view of improving quality of off-site information submitted; 2) On the basis of consultation with FIs, review current off-site forms, and explore more scientific and effective indicators and framework of indicators to improve the off-site forms; 3) Provide suggestions on improving the overall mechanism of off-site forms collection.

Besides off-site forms, the PBC also collects other information as part of the off-site analysis, including: FIs` documents and files related to AML/CFT, information acquired through participation of meetings of FIs, outcome of FIs` internal auditing or inspections, on-site inspections in the past by the PBC, investigations, FIs` reports of corrections following inspections, news reports, relevant information released by other government agencies, information acquired within the PBC, reports from the public, and so on. 

The PBC verifies all information acquired from off-site forms and other sources through inquiry by phone, letter, visit or meeting with senior management. FIs` risks would then be evaluated comprehensively based on all these information and their self-evaluation reports, which may leads to reminding of risk, administrative sanctions, and on-site inspections where appropriate.

Off-site analysis is only one of the factors that help determining which FIs to be on-site inspected, among which there are others like FIs` STRs filing work, record of incompliance, and risks posed by certain businesses.

B. Cooperation between the PBC and OFRs

On 28 April 2008, the PBC presided over a meeting with the CBRC, the CSRC and the CIRC, on which the PBC informed the regulators of outcome of the on-site inspection and off-site supervision conducted by the PBC and other relevant supervisory information, followed by a discussion of all parties in these regards. Consensus has been reached on: 1) Establishing a regular information sharing mechanism, according to which the PBC holds annual meetings at the beginning of the year informing the AML/CFT work in financial sector of the last year; 2) Holding periodic or aperiodic meetings between the PBC with one regulator or all OFRs as necessary to exchange regulatory information and coordinate their AML/CFT instructions to FIs, ; 3)Initiating review on AML/CFT regulations and operative aspects of the provisions with a view of addressing current problems in AML/CFT of financial sector. Beside, information sharing between the PBC and OFRs could also be achieved through distribution of AML/CFT annual reports and JMCMC documents.

At present, the CSRC is in consultation with the PBC on specific problems in AML/CFT of securities and futures sector. At the local level, such regular cooperation mechanism is also being established between branches of the PBC and OFRs.

C. AML/CFT measures taken by OFRs
In line with the AML Law, the CSRC has incorporated AML/CFT into its general supervisory work, and establish a comprehensive framework for doing so: 1) Enforcement Bureau as the internal coordinator of relevant departments of the CSRC; 2) CSRC `s local branches responsible for local AML/CFT following instructions of the headquarter; 3) Self-regulatory bodies as the assistant to CSRC; 4) Specialized department set up under institutions` headquarters responsible for AML/CFT compliance. The CSRC is currently working on an implementation procedure on respective responsibilities of CSRC` s branches, securities & futures institutions and self-regulatory bodies in AML/CFT, which is expected to be issued by the end of 2009 after adequate consultations with all parties involved.

In October and November 2008, the CSRC organized a couple of meetings with the PBC, other departments of the CSRC, CSRC` s branches, and self-regulatory bodies , to review AML/CFT work in securities & futures sector. In 2009, the CSRC is distributing questionnaires to institutions to evaluate the AML/CFT measures in the whole sector, on the basis of which general AML/CFT guidelines for the sector would be drafted to provide specific guidance to institutions.

The CSRC also assists self-regulatory bodies in providing their own guidance. AML/CFT Guidance for Members of China Securities Association and AML/CFT Guidance for Members of China Futures Association had been issued in April and May 2008 respectively.

In 2008, the CIRC conducted an AML/CFT self-inspection through the insurance sector and problems identified were required to be corrected. AML/CFT has also been incorporated in CIRC` s general supervision and on-site inspections. At the local level, CIRC` s branches in some provinces assist PBC` s branches in carrying out AML/CFT on-site inspections.

	35. Conventions 
	1. Criminalization of ML, the seizure/confiscation regime and preventative measures are not fully in line with the Vienna, Palermo and TF Conventions

	Please see the description of R.1.
	The Judicial Interpretation issued on Nov. 10 has remedied some deficiencies identified by MER on criminalisaton of ML and TF. 


	
	2. Criminalization of FT and ability to provide mutual legal assistance not fully in line with the TF Convention


	Please see the description of SR.II.
	

	SR.I Implement UN instruments 
	1. Criminalisation of TF, preventative measures and ability to provide mutual legal assistance not fully in line with the TF Convention


	Please see the description of SR.II.
	The Judicial Interpretation issued on Nov. 10 has remedied some deficiencies identified by MER on criminalization of and TF.

	
	2. Implementation of UNSCR 1267 and 1373 is inadequate

	Please see the description of SR.III.
	

	SR.III Freeze and confiscate terrorist assets 
	1. The direct criminal procedure (seizure) approach is insufficient to adequately and effectively respond to the freezing designations in the context of the relevant UN resolutions


	The Ministry of Foreign Affairs has completed collection of comments from relevant authorities on how to improve the implementation of the UN Resolutions. In order to improve implementation of UNSCRs in China, Chinese government departments have also collected information on practice of other countries as well as academic research paper, and are approaching the key problem in place. Meetings have taken place among the PBC, the legislative bodies, the judicial authorities and other ministries to discuss the legal basis, lists delivering mechanism, responsibilities of different parties and due procedure. A meeting among high level officials of the PBC and other relevant parties is expected to take place on May 20 to further discuss this issue.

In addition, a workshop will be held in May 26, 2008 jointly by the PBC and the ADB with experts from Legal Committee of the Standing Committee of the National People` s Congress, the Supreme People` s Court, Legislative Affairs Office of the State Council and so on participating. The implementation mechanism of UNSCRs in China will be discussed during the workshop.
	The PBC, along with Ministry of Foreign Affairs, Ministry with Public Securities and other relevant authorities, are studying the current procedure in China. 

Most authorities have acknowledged the current criminal procedure is insufficient, but it still need time to discuss how to establish a new procedure.



	
	2. The present regime does not address the non-regulated sector in a meaningful way


	
	

	
	3. No procedure is in place to ensure an adequate and qualitative screening of foreign freezing requests


	
	

	
	4. Guidance for and monitoring of all implicated sectors is not effectively organized
	
	

	
	5. There is no clear determination of the scope of the freezing obligations in

respect of what assets need to be targeted and their link with the terrorist individuals and entities


	
	

	
	6. No de-listing or (partial) unfreezing procedure is provided

	
	

	
	7. No adequate regulation on bona fide third party protection is provided

	
	


III. ACTIONS TAKEN REGARDING THE OTHER RECOMMENDATIONS RATED PC OR NC (Rec.2, Rec.6, Rec. 7, Rec.9, Rec.11, Rec.12, Rec.15, Rec.16, Rec.17, Rec. 18, Rec.21, Rec.22, Rec.24, Rec.33, Rec. 34, SRIX)

	Rec.
	Summary of factors underlying rating
	Description of Actions taken or being taken to remedy deficiencies since the adoption of the MER (December 07/December 2008)

	Please indicate any action taken since the adoption of the 3rd follow-up report (period from December 2008 to December 2009), especially in terms of effectiveness



	2. ML offence – mental element and corporate liability 
	1. The money laundering provisions are not effectively implemented, as witnessed by the low number of convictions for money laundering


	As shown by relevant statistics, numbers of cases finished under article 191, 312 and 349 of the Penal Code of China have kept increasing since 2005, among which 2 cases finished with 5 persons convicted of money laundering offence(article 191). There is 1 more case with 2 persons convicted of money laundering offence(article 191) in 2008 so far. In addition, as far as the PBC is informed, there are 2 money laundering cases with conviction of "covering up or concealing by any other means the illegally obtained proceeds and the gains derived therefrom" offence (article 312).


	In 2008, China has totally finalized 10,330 ML cases and 17,665 individuals were convicted. The number shows that ML provisions are effectively implemented in China.

	
	2. No corporate criminal liability is provided for the offences covered by article 312 and 349 PC

	Based on the consultation that has been made with the Legal Work Committee of the Standing Committee of the National People` s Congress and the Supreme People` s Court, the People` s Bank of China has drafted legislative proposal to be submitted to the Legal Committee of the Standing Committee of the National People` s Congress. The legislative proposal suggests amendment to the Penal Code to apply Article 312 to units, and delete “harbors, transfers or covers up, for such offenders, narcotic drugs or their pecuniary and other gains from such criminal activities” of Article 349, for all money laundering activities could be criminalized by Article 191 and 312. A meeting among high level officials of the People` s Bank of China and other relevant parties is expected to take place on May 20 to reach final consensus on a couple of issues concerned, and the formal legislative proposal will then be submitted to the legislative body in line with legislative procedure.
	Penal Code amendment (Amendment 7) was passed by the legislative body on 28 February 2009, extending corporate criminal liability to article 312 (the all-crimes money laundering offence) by providing that “Where a unit commits any of the crimes mentioned in the preceding paragraph, it shall be fined, and the persons who are directly in charge and the other persons who are directly responsible for the crime shall be punished according to the provisions in the preceding paragraph”.

	6. Politically exposed persons 
	1. No AML requirements in relation to foreign PEPs


	The PBC issued a guidance to clarify the definition of “PEP” in the Rules for Financial Institutions on Customer Identification and Record Keeping of Customer Identification and Transaction Information is same with what FATF defines PEP in R. 6.
FIs have also incorporated identification of foreign PEPs in their internal control systems. Currently, FIs identify foreign PEPs mainly based on relevant list provided by some commercial database.
Identifying foreign PEPs has been incorporated in the on-site and off-site inspections, of the PBC. No violation of the PEP related requirements has been found in the on-site inspection so far, neither any PEP shows up as a customer of financial institutions.


	The Notice on 30 December 2008 requires FIs to strengthen identification of foreign PEPs to make sure CDD on them are fulfilled properly. These measures shall be applied to customers, customers` controllers and beneficial owners, who currently or previously carry on an important public function, including heads of state, heads of governments, senior politicians, senior administrative, judicial, or military officials, senior management of state-owned companies, key members of political parties, and their family members and other associates.



	7. Correspondent banking
	1. There is no requirement for banks to gather sufficient information about a respondent institution to understand fully the nature of the respondent’s business and to determine from publicly available information the reputation of the institution and the adequacy and quality of supervision and controls, in particular with regard to AML/CFT


	The requirement relating to R. 7 has been incorporated in the training programs organized by the PBC to guide the FIs` implementation. FIs coordinate their business relationship with correspondents and business partners to update the contracts in regard of customer identification between them.

The requirements relating to R. 7 have been covered by the on-site and off-site inspections. No violation has been found so far.
	The CDD Rules require financial institutions to gather sufficient information to understand the nature of a respondent correspondent bank’s business, the adequacy of its AML/CFT measures and quality of its supervision, and to document each institution’s CDD and record keeping responsibilities (article 6).

(No update in 2009)

	
	2. It is no requirement to document the respective AML/CFT responsibilities within correspondent relationships
	
	

	9. Third parties and introducers 
	1. No requirement to obtain core customer identification data from the thirdparty


	The requirement relating to R. 9 has been incorporated in the training programs organized by the PBC to guide the FIs` implementation. The PBC also put effort on guiding and coordinating roles of FIs of different sectors in customer identification.

The requirements relating to R. 9 have been covered by the on-site and off-site inspections. The inspections show that FIs, in line with the new Rules, are updating the cooperation contracts with their partners to further specify the arrangements related to mutual assistance in identifying customer` s identity. The effect of these new arrangements is to be evaluated.
	The CDD Rules provide that a third party may be relied upon only if it has implemented CDD and record keeping requirements, provided that there are no technical or legal obstacles to the third party providing the financial institution with the CDD information collected (article 25). The requirement in this regard has been incorporated in the training programs organized by the PBC to guide the FIs’ implementation. (No update in 2009)



	
	2. No requirement to ascertain the status of the third-party with respect to regulation and supervision for AML purposes


	
	

	
	3. No conditions introduced in relation to reliance on third-parties emanating from countries with inadequate AML regimes
	
	

	11. Unusual transactions 
	1. There is no legal obligation for insurance companies and securities companies to pay special attention to all complex, unusual large transactions, or unusual patterns of transactions, that have no apparent or visible economic or lawful purpose except when the transactions are done in foreign currencies


	Please see the description in R. 13.
	The Administrative Rules for the Reporting of Large-Value and Suspicious Transactions by Financial Institutions (LVT/STR Rules), which came into force on 1 March 2007, extend the obligation to pay special attention to unusual transactions to the insurance and securities sectors. In addition to reporting any transaction that meets one or more of the specified criteria (i.e. unusual transactions), financial institutions are also required to report any other transactions that is abnormal in terms of amount, frequency, flow, nature, etcetera and is considered to be suspicious after analysis (i.e. a suspicious transaction) (article 14). Financial institutions are required to analyse any suspicious transaction (which includes any unusual transactions, which are also referred to as “suspicious”) (article 15).

(No update in 2009)

	12. DNFBP – R.5, 6, 8-11 
	1. Only very limited customer identification and record keeping requirements apply to dealers in precious metals and stones, lawyers, notaries, real estate agents and company service providers. However, none of these substantially meet Recommendations 5 and 10

	The JMCMC decided in December 2007 to implement AML/CFT measures in law firms, real estate sector, and precious metal transaction sector. A work plan has been worked out in this regard, one or two sectors of DNFBPs would be involved in each year from then on. Initial progress has been made in law firms, real estate sector. 

Real Estate: The PBC has done some research and survey in this sector. Discussion between the PBC and the Ministry of Housing and Urban-Rural Development and will take place to determine how to draft an AML/CFT regulation in this sector. 

Law Firms: A proposal of initiating AML/CFT work in law firms has been prepared by the PBC. The PBC and the Ministry of Justice are discussing practical measures to be implemented.
	The PBC issued AML/CFT guidance for bankcard and money clearing organizations in April, and for payment and clearing organization in September. The guidance require those organizations which conduct web payment, electronic currency emitting and clearing; bankcard clearing shall undertake AML/CFT obligations, such as Internal Control, CDD, STR, Record keeping and so on. 

The state council issued Regulations on Lottery Management in may 2009, established AML regulatory system on lottery industry.

	
	2. The customer identification and record keeping obligations that apply to trust service providers (i.e. trust investment companies) are deficient in the same ways as listed in section 3.2 and 3.5 of this report


	
	

	
	3. None of the DNFBP sectors legally authorised to operate in China are subject to obligations that relate to Recommendations 6, 8, 9 and 11

	
	

	15. Internal controls, compliance & audit 
	1. The internal control environment is not set up to address terrorist financing risk


	Supervisors strengthen their effort to guide FIs to establish internal control systems.
AML/CFT internal control has become one of the condition for considering application to establish new FIs or branches. Applicants are required to submit comprehensive plan on AML/CFT internal control system. Particularly, supervisors pay even more attention on guiding futures and securities institutions and insurance institutions that were involved in AML/CFT regime just recently on this issue. Relevant guidance has been issued by the PBC and other supervisors as well.
	The PBC issued a Notice on 30 December 2008 requiring FIs to designate particular personnel within senior management to be in charge of AML/CFT compliance, in order to ensure adequate information and other resources acquired by all staff involved in the AML/CFT compliance process. FIs are also required to communicate AML/CFT legislation, regulatory policy and internal control arrangements to their staff by means such as awareness raising program, training projects and so on. According to the onsite and off-site supervision, most FIs put quite a lot effort in training their staff, including middle-level, front-desk and new employees.

The CSRC and its branches, in cooperation with self-regulatory organizations, encourage better understanding of AML/CFT legislation, policy, and operative guidelines within the securities & futures sector, which also train its own employees in this regard. In October 2008, the CSRC and China Securities Association organized a seminar for compliance officers of fund companies. The CSRC would organize similar seminars in 2009 for securities companies and futures companies respectively, and seminar for the latter was held in May.

In order to take AML/CFT into account when approving the entry of any new financial institution, the CIRC also issued a Notice requiring insurance sector to improve internal control system, provide training to staff, and fulfill AML/CFT obligations.



	
	2. There is no explicit requirement to communicate such policies and procedures to the employees of the financial institution


	The PBC also put much effort on off-site inspection on FIs` internal control systems. FIs are required to file in reports describing their measures to establish and update internal control system, any change of AML/CFT staff, internal auditing of AML/CFT work, AML/CFT training and awareness-raising programs, based on which the PBC could monitor in a on-going manner the internal control systems operating in FIs. The PBC also requires FIs to submit their internal control provisions including those concerning customer identification and suspicious transaction reporting, for the PBC to keep record and conduct relevant analysis to make sure FIs` internal control systems are comprehensive and effective. Furthermore, the PBC assists FIs to incorporate AML work in their whole risk-management compliance framework based on the FATF guidance on Risk-Based Approach.


	

	
	3. There are no screening provisions in place to ensure high standards when hiring employees (with the exception of those that relate to senior management)


	The requirement relating to R.15 has been covered by the on-site and off-site inspections, which shows that almost all FIs (not including branches that are not legal persons) have updated or established AML/CFT internal control system in line with the new Rules. 
	

	
	4. There is no explicit requirement in the AML Law or the related rules for financial institutions to maintain an adequately resourced and independent audit function to test compliance with internal AML/CFT controls


	In 2007, 3122 violations of internal control systems have been found by on-site inspections in the banking sector, while there are problems in this regard with almost all inspected securities institutions and insurance institutions. The PBC has required these FIs to make respective corrections within a certain time limit following the PBC` s suggestion that varies one from another.
	

	
	5. There are no specific legal provisions that require financial institutions to ensure that compliance officers and other appropriate staff have timely access to relevant information


	In 2007,6,316 financial institutions carried out internal audit on AML/CFT issues, including 4,880 banking institutions,513 securities institutions, 850 insurance institutions. 


	

	
	6. There is no requirement to provide relevant employees with CFT training

	
	

	
	7. There is no explicit requirement to designate an AML/CFT officer at the

management level (although in all of the financial institutions the assessors spoke with during the on-site visit had their compliance officer at senior management level)


	
	

	16. DNFBP – R.13-15 & 21 
	1. Reporting obligations have not been extended to any of the DNFBP sectors


	The JMCMC decided in December 2007 to implement AML/CFT measures in law firms, real estate sector, and precious metal transaction sector. A work plan has been worked out in this regard, one or two sectors of DNFBPs would be involved in each year from then on. Initial progress has been made in law firms, real estate sector. 

Real Estate: The PBC has done some research and survey in this sector. Discussion between the PBC and the Ministry of Housing and Urban-Rural Developmentand will take place to determine how to draft an AML/CFT regulation in this sector. 

Law Firms: A proposal of initiating AML/CFT work in law firms has been prepared by the PBC. The PBC and the Ministry of Justice are discussing practical measures to be implemented.
	See description under R.12.

	
	2. None of the DNFBP sectors is required to pay special attention to business relationships and transactions involving persons from or in countries that do not (or insufficiently) apply the FATF Recommendations


	
	

	
	3. Dealers in precious metals and stones, lawyers, notaries, real estate agents and company service providers are not required to establish internal AML/CFT control programs


	
	

	
	4. The obligations for trust investment companies to establish internal control programs are deficient in the same respects as described in section 3.8 of this report


	
	

	17. Sanctions 
	1. The level of the sanctions provided in the AML Law appears relatively low for major deficiencies

	2007 is the first year that the AML Law is implemented, in which 350 FIs were sanctioned by the PBC in line with the AML Law for their violations of AML provisions, including 341 banking institutions, 4 futures and securities institutions and 5 insurance institutions. The main violations found are loopholes in customer identification and STRs missing. These shortcomings are mostly technical, and no remarkable systematic deficiency has been found. FIs with violations have make corrections as required by the PBC.
	In 2009(first three quarters), the PBC has inspected 806 financial institutions, the financial sanctions totally amount to RMB 7.84 million. 

	
	2. The sanctions regime focuses excessively on minor deficiencies and does not appear effectively to target structural weaknesses


	
	The PBC focus on the structural weaknesses of the FIs in its’ off-site supervision and on-site inspection. The PBC usually requests meeting with high management of FIs when discovering those weaknesses, and asks FIs  to remedy them in a certain period.

	18. Shell banks
	1. There are no specific legal requirements that prohibit the establishment of connections with a foreign shell bank
	The off-site inspections show that no domestic FI has been found to establish a correspondent relationship with banks posing high risk, such as shell banks.
	No update in 2009.

	
	2. There are no legal provisions that require financial institutions to satisfy themselves that respondent financial institutions in a foreign country do not permit their accounts to be used by shell banks
	
	

	21. Special attention for higher risk countries 
	1. There is no requirement to give special attention to business relationships

and transactions with persons (natural or legal) from or in countries that do not, or insufficiently, apply the FATF Recommendations


	The requirements relating to R. 21 have been covered by the on-site and off-site inspections, and no violation has been found so far.

In October 2007, the PBC issued a notice to deliver FATF` s statement to FIs, asking them to properly address risks posed by some certain country.

Additionally, the discussion underway on implementation of UNSCRs also includes consideration of integrating measures related to various sanction lists.
	The CDD Rules require financial institutions to pay special attention to higher risk customers, including those from countries/regions with weak AML/CFT regimes (articles 18 and 19). (No update in 2009)


	
	2. China does not have a mechanism to implement countermeasures against countries that do not sufficiently apply the FATF standards


	
	

	22. Foreign branches & subsidiaries 
	1. There is no requirement for foreign branches and subsidiaries of Chinesefunded

financial institutions to apply the higher standard where the AML/CFT requirements of China and the host country differ


	There` s no report has been received from foreign branches of financial institutions that they could not be compliant with AML requirements of home country so far.
	No update in 2009.

	
	2. There is no explicit requirement to inform the home country supervisor when a foreign branch or subsidiary is unable to observe appropriate AML/CFT measures


	
	

	24. DNFBP - regulation, supervision and monitoring 
	1. Dealers in precious metals and stones, lawyers, notaries, real estate agents and company service providers are not monitored or supervised for compliance with AML/CFT requirements, since no such requirements yet apply to them


	The JMCMC decided in December 2007 to implement AML/CFT measures in law firms, real estate sector, and precious metal transaction sector. A work plan has been worked out in this regard, one or two sectors of DNFBPs would be involved in each year from then on. Initial progress has been made in law firms, real estate sector. 

Real Estate: The PBC has done some research and survey in this sector. Discussion between the PBC and the Ministry of Housing and Urban-Rural Developmentand will take place to determine how to draft an AML/CFT regulation in this sector. 

Law Firms: A proposal of initiating AML/CFT work in law firms has been prepared by the PBC. The PBC and the Ministry of Justice are discussing practical measures to be implemented.
	See descriptions under R. 12 and R. 23.

	
	2. The sanctions regime that is applicable to trust service providers (i.e. trust investment companies) is deficient in the same ways as listed in section 3.10 of this report


	
	

	33. Legal persons – beneficial owners 
	1. There are no measures in place to ensure that there is adequate, accurate and timely information on the beneficial ownership and control of legal persons that can be obtained or accessed in a timely fashion by the competent authorities


	
	Please see description under R.5.

	
	2. There are no measures to ensure that unregistered stocks (bearer shares) cannot be misused for money laundering


	There are no bearer shares in China, neither any regulation in this regard.


	

	34. Legal arrangements – beneficial owners
	1. No requirement to for trust investment companies to establish beneficial ownership of legal persons that are beneficiaries of trusts


	
	Please see description under R.5.

	
	2. No means of obtaining timely information on beneficial ownership of trusts that may be administered by private individuals under the Trust law


	
	

	SR.IX Cross Border Declaration & Disclosure 
	1. System focuses exclusively on cash. Bearer negotiable instruments are not Included


	In regard of declaration and information exchange system of cross-border transportation of cash and bearer negotiable instruments (BNIs), the PBC, the General Administration of Customs (GAC) and the State Administration of Foreign Exchange (SAFE) initiated regulation drafting at the end of 2007. A draft Administrative Rules on management of AML Information of Cross-Border Transportation of Cash and Bearer Negotiable Instruments (informal name) has been finished based on discussions during the first 3 months of 2008. The draft is now soliciting comments among relevant authorities, which would be collected by the PBC to be incorporated in the draft. The final draft needs to be approved by the PBC Governor and Head of the GAC after soliciting comments from public. The Rules are expected to be issued jointly by the PBC and the GAC and take effect in the second half of 2008.


	The discussion between PBC and custom agency is still ongoing. 

	
	2. Reports on cash declarations/seizures are not being provided to the FIU and are not being used to identify and target money launderers and terrorist financiers


	There are still some different opinions among different parties, mainly concerning: 1) The definition of BNIs is a definition in a Common Law system, thus it needs to be coordinated with some other definition in Chinese legislations such as the Securities Law, Negotiable Instruments Law, and Regulations on the Foreign Exchange System; 2) Some RMB instrument (including bankers` acceptance、traders` acceptance, bill of exchange, promissory note and check), as well as RMB cash more than 20000 yuan, are prohibited from cross-border transportation by current Chinese legislation, any violation is subject to confiscation or fines. It is necessary for the new Rules to be well coordinated with other legislation in these relevant aspects; 3) The FATF sets in its SR. IX USD 15,000 or EUR 15,000 as declaration threshold. However, EUR has never been used to set any threshold in Chinese legislations, while there is some different opinions concerning the threshold set in USD given the continuous depreciation of the USD. 


	


	EAG-V
	
	EAG/FR (2009) 3 Annex 4


	2009 

	cases

opened

by FIU
	Requests received from law enforcement 
	FIU requests sent to financial institutions in order to receive additional information 
	Financial institutions responses on additional requests 
	Revealed connections to ML/FT as a result of information received from financial institutions 
	Revealed connection to ML/FT using other methods (financial investigations of the FIU, law enforcement information) 
	Files submitted to law enforcement/
prosecutors

	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT

	
	
	139

(CAMLMAC )


	
	
	
	
	
	
	
	
	128

(CAMLMAC)


Notice: all statistics subject to the first three quarters of 2009. The statistics of the whole PBC system is not available since they are summarized manually year by year.

	2009

	investigations of the law enforcement
	Judicial proceedings
	property seizing and confiscation

	cases initiated by the law enforcement according to its own materials 
	cases initiated by the law enforcement according to the FIU materials 
	number of cases sent to court 
	number of convictions 
	ML
	FT

	ML
	FT
	ML


	FT


	ML
	FT
	ML
	FT
	
	

	
	
	
	
	cases
	persons
	cases
	persons
	cases
	persons
	cases
	persons
	cases
	amounts
	cases
	amounts

	
	
	899
	
	11818
	38855
	
	
	10389
	17734
	
	
	
	
	
	


Notice: all statistics subject to year 2008 

	2009

	information on requests and other actions
	mutual assistance requests
	extradition requests
	Other formal assistance related to law enforcement 
	spontaneous FIU requests sent to foreign entities 
	formal requests for assistance made or received by supervisors 

	
	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT
	ML
	FT

	sent 
	3
	
	
	0
	

	received
	58
	
	
	16
	


Notice: all statistics subject to the first three quarters of 2009.

	2009

	Property frozen pursuant to or under the UN Resolutions relating to terrorist financing 

	number of persons or entities 
	the amounts of property frozen 

	
	

	2009

	Reports filed on cross border transportation of currency and bearer negotiable instruments (customs authorities)

	ML
	FT

	
	


	2009

	supervisory entities
	Sanctions 

	
	examinations
	warnings (regulations)
	Fines
	management suspension (disqualification) 
	prohibition on carrying out of separate activities 
	temporary suspension of activities / license 
	license withdrawal 

	
	on-site
	off-site
	
	natural person
	legal person
	
	
	
	

	commercial banks (please specify the supervisory body) 
	552
	
	
	140,000
	4,618,000
	
	
	
	

	insurance companies (please specify the supervisory body) 
	193
	
	
	60,000
	2,178,000
	
	
	
	

	currency exchange (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	Securities companies (please specify the supervisory body) 
	61
	
	
	30,000
	810,000
	
	
	
	

	notaries (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	lawyers (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	accountants/auditors (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	companies service providers (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	Post (please specify the supervisory body) 
	
	
	
	
	
	
	
	
	

	Others (please specify

and if necessary add

further rows)
	
	
	
	
	
	
	
	
	


Notice: all statistics subject to the first three quarters of 2009. The fine amount  is summurized by RMB yuan.

