ANNEX – ANNUAL SECTORAL REPORT

Chapter 3: Services


	Chapter 3 (g) : Financial Services

	Section
	Improvements Implemented Since Last IAP
	Current Entry Requirements
	Further Improvements Planned

	Operational Requirements


	Banking

· The CBRC once again substantially lowered the minimum operating capital requirements for foreign banks in China to conduct Renminbi business;

· Meanwhile, the foreign bank branches located in China’s central, western and north-eastern areas begin to enjoy a more preferential policy when applying for conducting Renminbi business. The CBRC continues to support foreign banks to set up new institutions and to operate in these areas.
Insurance

The Revised Rules on Administration of Representative Offices of Foreign Insurance Institutions came into effect on September 1, 2006

Security
· The Company Law which was revised in October 2005 and entered into force from January 1st 2006, lowers the minimum requirements for setting up a securities company, adds provisions encouraging the self-disciplining securities companies, strengthens the protection of the interests and rights of investors;. 

· The Securities Law revised in October 2005 and entered into force from January 1st 2006, makes it legitimate for integrated operations of financial institutions, permits margin trading, strengthens and improves the supervisions over securities companies;

· The 6th Amendment of  Criminal Law, which entered into force from June 2006, complements the provisions on combating financial crimes;

· Measures on the Administration (Pilot Programme) on Margin Trading for Securities Companies and Guidelines (Pilot Programme) for Internal Control of Securities Companies Engaging in Margin Trading, which both came into effect from August 2006,  set forth the regulations on margin trading.

· Code of Corporate Governance for Securities Investment Fund Company (on Trial Basis) which entered into force from June 2006,  stipulates the provisions on fund management companies’ shareholders, directors, supervisors, management, related party transaction and encourage restrain mechanism, etc.

· Measures on the Administration of Risk Control Indicators for Securities Companies, which shall enter into force from November 2006, sets up the net capital-based system of risk control indicators for securities firms and puts forward the supervisory measures in case of failing indicators.
· Measures on the Administration of Securities Issuance and Underwriting, which came into effect from September 2006, sets forth the provisions on the underwriting of securities, including the provision on “green shoe”.
For more information, please refer to http://www.csrc.gov.cn

	Banking

For detail information, please refer to www.cbrc.gov.cn
Insurance

Insurer in China must meet the minimum requirements for registered capital, solvency margin, qualified managers and controllers, adequate reinsurance protection arrangement and investment restriction of the insurance fund. Further information could be found in the Insurance Law and the Regulations of Insurance Companies which are available on the website: http://www.circ.gov.cn/
Security

Related Laws and regulations are as follows: 

Company Law of the People's Republic of China 1998(revised 2005)

Securities Law of the People's Republic of China 1993 (revised 2005)

Interim Regulations of Stock Issuing and Trading (1993)

Provisional Measures on Prohibition of Fraud in Securities Market (1993)

Interim Regulations on Administration of Futures Trading (1999)
 Provisional Measures on Administration of Online Securities Trading (2000)
Rules for Assessment of Securities Company's Net Capital (2000)
Measures on Administration of Clients' Trading Settlement (2001)

Contents and Format of Annual Report of Securities Company (2002)

Measures on Administration of Securities Company (2002)

Notice on Adjustment of Securities Trading Commission (2002)

China Securities Depository & Clearing Co. Ltd.’s Rules on Administration of Securities Account (2002)

Measures on Administration of Futures Exchange (2002)

Measures on Administration of Futures Brokerage Company (2002)
Provisional Measures on Assessing Operations of Lead Underwriters (2002)

Notice of China Securities Regulatory Commission (“CSRC”) on Issuing Contents and Format of Annual Report of Securities Company (Revised Version) and Submitting Supplementary Statements (2002)

Guideline Opinions on Internal Control of Securities Investment Fund Company (2003) 

Provisional Measures on Administering Bonds Issued by Securities Companies (2003)

Securities Investment Funds Law (2003)

Guideline Opinions on Internal Control of Securities Companies (2003)

Provisional Measures on Sponsor System for Securities Issuing and Listing (2003)

CSRC Provisional Rules on Implementing Procedures for Administrative Licensing (2004)

Provisional Measures on Clients' Assets Management Business of Securities Companies（2004）
Provisional Code of Corporate Governance for Securities Companies （2004）
Code of Corporate Governance for Futures Brokerage Companies (2004)

Measures on Administering Operations of Securities Investment Funds(2004)

Measures on Administering Sales and Marketing of Securities Investment Funds（2004）
Measures on Administering Information Disclosure of Securities Investment Funds（2004）
Measures on the Administration of Securities Issuance and Underwriting (2006)

Measures on the Administration of Risk Control Indicators for Securities Companies( 2006)

Notice on Issuing the Calculating Standard for Net Capital of Securities Companies (2006)

Measures on the Administration (Pilot Programme) on the Business of  Margin Trading for Securities Companies (2006)

Guidelines (Pilot Programme) for Internal Control of Securities Companies Engaging in Margin Trading (2006)

Code of Corporate Governance for Securities Investment Fund Company (on Trial Basis) (2006)

Regulation of State Council Regarding B Shares (1995) 

Provisional Measures on Administration of Sino-foreign Joint-venture Investment Bank (1995)

Interim Regulations on Administration of Qualification of Domestic and Foreign Securities Institutions Engaged in Foreign-capital Shares Business (1996)

Measures on Administration of Representative Offices of Foreign Securities Institutions (1999) 

Rules on Establishment of Securities Company with Foreign Shareholding （2002） 
For more information, please refer to http://www.csrc.gov.cn.
	Banking

China will further open up the banking sector pursuant to its WTO commitments.

Insurance

In accordance with China’s commitments on insurance for accession to the WTO, China will further open its insurance market. The process will be strictly in line with China’s schedule of market access. The contents of the China’s commitment on market access of insurance are available on the website: www.mofcom.gov.cn
Security
The following regulations are under drafting: 

· Measures on the Custody of Customers’ Capital for Trading and Settlement;

· Measures on Administration of Securities Credit Rating;
· Regulations on the Supervision of Securities Company;
The following regulations are under revision: 

· Provisional Regulation on the Administration of Futures Trading;

· Measures on the Administration of Futures Brokerage Companies.



	Licensing and 

Qualification Requirements of Service Providers


	Banking

New regulations (from July, 2005 to July, 2006):

· Provisional Rules for Money Brokers

· Provisional Rules for Private Banking Services by Commercial Banks

· Administrative Rules for Securitization of Credit Assets by Financial Institutions

· Rules on Implementation of Administrative Licensing Items for Foreign-funded Financial Institutions

· Administrative Rules for Electronic Banking Services

· Provisional Rules for Commercial Banks to Provide Overseas Wealth Management Services for Clients

Insurance

None

Security

None
	Banking

The current regulatory rules regarding the management of foreign-funded financial institutions include:

· Regulations of the People’s Republic of China Governing Foreign-funded Financial Institutions (2002),

· Rules for Implementing the Regulations of the People’s Republic of China Governing Foreign-funded Financial Institutions (2004)

· Rules for Governing Representative Officers of Foreign Financial Institutions(2002)

· Other rules and regulations listed in the left column.

For detail information, please refer to www.cbrc.gov.cn
Insurance

Investors who intend to set up an insurance company in China must fulfill standard prudential requirements, including fit and proper management, minimum capital requirement, adequate system of internal controls and feasible business plan. For detailed information on licensing and qualification requirement of service providers, please refer to the Insurance Law and Regulations of Insurance Companies on the website: http://www.circ.gov.cn/
Security

Laws and regulations issued regarding licensing and registration of individual service providers:

Provisional Measures on Administration of Qualification of Senior Management Officers of Securities Management Agencies (1998)

Measures on Administration of Qualification of Professionals Working in the Areas of Futures (2002)

Measures on Administration of Qualification of Senior Management of Futures Brokerage Company (revised, 2002)
Administration Measures on Qualification of Professionals in the Securities Sector (2003)

Measures on Administration of Qualification of Senior Management of Securities  Company  (2004)
Measures on Administration of Qualification of Senior Management of Securities Investment Fund Industry (2004)
Laws and regulations issued regarding licensing and registration of firms service providers:

Measures on Administration of Primary Self-Runners of PRC Treasury Bonds (1993) 

Provisional Measures on Administration of Investment Consultation in the Areas of Securities and Futures (1998)

Provisional Measures on Administration of Online Securities Trading (2000)

Measures on Administration of Clients’ Securities Settlement Funds (2002)
Rules on Establishment of Securities Company with Foreign Shareholding (2002)

Regulations on Administrative Licensing for Certified Public Accountants Engaged in Securities Business (2002).

Provisional Measures on Administration of Domestic Securities Investments of Qualified Foreign Institutional Investors (2002)

CSRC Announcement on Annulling the First Batch of 32 Administrative Approval Items (2002)

CSRC Announcement on Annulling the Second Batch of Administrative Approval Items and Revising the Administration Measures on Some Administrative Approval Items (2003)

CSRC Announcement on Annulling the Third Batch of 42 Administrative Approval Items (2004)

Provisional Measures on Clients' Assets Management Business of Securities Companies (2004) 

Requirements for applicants taking the professional qualification exams in securities sector:
1.At least 18 years old;
2. High school education or above;
3. Eligible for full civil liabilities.
Requirements for professionals applying for qualification certificates after passing the exams above: 
1. Employed by securities institutions;
2. No criminal records in the past three years prior to application;
3. No records of offense stipulated in Article 126 of Securities Law of China;
4.Not barred by CSRC from accessing market before; 
5.Fit and proper with good professional ethics;
6. Comply with relevant national laws, regulations and other requirements stipulated by CSRC.
Requirements for applicants taking the professional qualification exams in the futures sector:
1. At least 18 years old and eligible for full civil liabilities.
2. High school education or above;
3. Fit and proper with good professional ethics;
4. No criminal records in the past three years prior to application.

Requirements for professionals applying for qualification certificates: 
1. At least 18 years old and eligible for full civil liabilities.
2. Fit and proper with good professional ethics;
3. With university educational background recognized by the government. An applicant with educational background lower than college and higher than high school should provide either of the following documents obtained from his employer: acknowledgement of one-year-above working experience in futures-related business or two-year-above financial service acknowledged by China Futures Association (CFA); 

3. No criminal records;

4. Having passed the professional qualification examinations;

5. Abiding by relevant laws and regulations and be subject to supervision and administration of CSRC and self-disciplining of CFA. 

Basic registration requirements for securities companies applying for sponsor entity status: 

1. With a comprehensive business license and  a statement or commitment of willingness to fulfill relevant responsibilities of a sponsor;

2. A securities company is prohibited to enter the Sponsors List, if :

 i. it has less than two registered sponsoring representatives in its company;

ii. its has material defects in corporate governance structure; it does not have very sound risk control or it has not effectively executed risk control schemes;

iii. it has been deleted from CSRC's Sponsors List during the past 24 months for breaking laws or regulations;

iv. it falls into other ranges prohibited by CSRC.

Basic registration requirements for securities professionals applying for sponsor representative status:

1. Any individual applying to be registered as a sponsor representative should meet the securities professional qualification requirements and obtain relevant certificate. He/she should apply via the securities company where he/she works and submit the required documents and statements to CSRC. In addition, he/she must:

i. have  the necessary working experience in investment banks;

ii. have passed the sponsor representative capability examinations ;

iii. have obtained recommendation letter endorsed by the Chairman or General Manager of the sponsor entity which he/she works with;

iv. not be liable for outstanding debts of large sum; 

v. have not been deleted from CSRC's Sponsor Representatives List due to criminal during the past 36 months, neither have received any administrative penalty from CSRC.

For more information, please refer to www.csrc.gov.cn

	Banking

· Further open-up China’s banking sector pursuant to its WTO commitments in banking sector.

· Revise the Regulations of the People’s Republic of China on Administration of Foreign-funded Financial institutions and its Implementing Rules, so as to be in accordance with China’s WTO commitment that its banking sector will be fully opened at the end of 2006.

Insurance

None

Security

The following regulations are under drafting:
· Measures on Regulation of Qualification of Directors, Supervisors, and Senior Management of Securities Companies;

· Rules on Establishment, Change and Termination of Securities Companies; 
· Rules on Establishment, Change and Termination of Branches of Securities Companies.
The CSRC is considering to revise the following regulations:

· Measures on Administration of Representative Offices of Foreign Securities Institutions in China;

· Measures on Administration of Qualification for Professionals of Futures;

· Measures on Administration of Qualification of Senior Management of Futures Brokerage Companies.

	Foreign Entry


	Banking

· Effective on December 1, 2005, the cities of Shantou and Ningbo are opened for foreign banks to conduct local currency business, and give additional cities, namely Harbin, Changchun, Lanzhou,  Yinchuan and Nanning, are opened one year ahead of the WTO schedule, Therefore, by December 1, 2005, foreign banks may apply for conducting local business in 25 cities in China.

Insurance

According to China’s commitments for its accession to the WTO and related laws and regulations, China has further opened its insurance market in following aspects:

No requirement for cession of the primary risks for non-life, personal accident and health insurance business with appointed Chinese Reinsurance Company.

Security

· Notice on Certain Issues on implementing the Measures on Administration of Domestic Securities Investments of Qualified Foreign Institutional Investors (QFII), which came into force from September 2006, sets forth the requirements for  QFII applicants on assets size, documentations, permitted scope of securities investment, percentage limits on holding domestic securities, etc.
· Measures on Administration of Domestic Securities Investments of Qualified Foreign Institutional Investors, which came into force from September 2006, mainly stipulates the QFII applicants’ qualification requirements, approval procedures, custody and settlement, investment operation, fund management , and supervision.

	Banking

Refer to the requirements of the above mentioned rules and regulations.

For detail information, please refer to www.cbrc.gov.cn
Insurance

According to Regulations of the People’s Republic of China on Administration of Foreign-funded Insurance Companies entered into force on Feb 1, 2002, the basic requirements of market entry for foreign insurers are as follows:

1) being engaged in the insurance business over 30 years;

2) has a representative office for 2 consecutive years in China;

3) has total assets of more than 5 billion USD at the end of the year prior to submitting the application;

4) the country or region where such applicant is located should have a competent insurance supervisory and regulatory authority, and the applicants has been effectively supervised and regulated by such authority;

5) satisfies the solvency standards of the country or region where the applicants is located;

6) obtains the consent on the application of the competent authority where the applicants company is located; and 

7) other prudent criteria prescribed by CIRC.

Detailed information can be found in the Regulations of the People’s Republic of China on Administration of Foreign-funded Insurance Companies and the Detailed Rules for implementation of Regulations of the People’s Republic of China on Administration of Foreign-funded Insurance Companies’

Security

Requirements of establishing representative office of securities company and fund management company in China:

1. The country or region where the applicant resides shall have sound securities laws and regulations;

2. Eligible for conduct securities business according to the laws of the country/region where the applicant resides;

3. Operate legally, have good reputation, and have profit records in the past three years.

Requirements of establishing Sino-foreign JV investment bank:

1. Have been engaged in investment banking for more than 20 years;

2. Have established representative office(s) in China;

3. Net capital is no less than USD 200 million at the end of the year prior to application;

4. The country or region where the applicant resides shall have sound securities laws and regulations. 

5. Have good reputation, prudential operation, and no serious sanctions in the past three years before application.

Requirements of foreign shareholders of securities companies with foreign shareholding:

1. The country or region where foreign institution resides shall have sound securities laws and regulations, and the securities regulatory authorities should have signed bilateral MOUs with the CSRC;

2. Eligible for conducting securities business, having been engaged in financial business for more than ten years, and in the past three years no heavy sanctions imposed by home securities regulators or judicial organizations;

3. In the past three years, risk management system accorded with laws in home jurisdictions and the requirements of home securities regulator;

4. Sound internal control system;

5. Good reputation and good operational performance in international securities markets.

Requirements of foreign shareholders of fund management companies with foreign shareholding:

1. Have a legal identity, and in recent three years no sanction imposed by home securities regulators or judicial organizations;

2. The country or region where foreign institution resides shall have sound securities laws and regulations, and the securities regulatory authorities should have signed MOUs with CSRC;

3. Paid-in capital should be convertible currency and equivalent to no less than RMB 300 million.

Requirements of the representative office of foreign Securities institution applying for becoming special members of stock exchanges in China: 

1. Have a legal identity and no less than one year’s operation record;

2. Accept the articles of association and business rules of the Stock Exchange and subject to the supervision of the Stock Exchange; 

3. The applicant’s parent company should have experience in international securities business, good reputation and good performance;

4. The applicant and their parent company have not been punished for committing a major illegal act over the past year by home securities regulatory authority.

Requirements of overseas securities institutions to be engaged in brokerage business of B share stocks:

1. Eligible for conduct securities brokerage business according to laws of the country/region where the overseas securities institution resides;

2. Effectively regulated by home securities regulatory authority;

3. At least RMB 50 million of net capital or guaranteed by eligible institutions based on overseas laws and recognized by CSRC;

4. At least two years of experience in international securities business;

5. In the past two years, all financial indicators meet the risk control requirement set by home securities regulatory authority;

6. Extensive business network;

7. Executive directors and other senior management officers have more than five years’ experience in securities business and good reputation;

8. No sanction records for serious violation imposed by home securities regulatory authorities in the past two years;

9. Comply with laws and regulations of PRC;

10. At least two professionals familiar with Chinese securities market, policies and laws.
The applicants of QFII should meet the requirements set by CSRC on assets size and other indicators as follows: 

1. For fund management institutions: having operated fund business for over 5 years with the most recent accounting year’s  managing assets of no less than US$ 5 billion; 

2. For insurance companies: having operated insurance business for over 5 years with managing securities assets of no less than US$5 billion in the most recent accounting year; 

3. For securities companies: having operated securities business for over 30 years with paid-in capital of no less than US$1 billion and managing securities assets of no less than US$ 10 billion in the most recent accounting year; 

4. For commercial banks: ranking among the top 100 of the world in the total assets for the most recent accounting year and having managing securities assets of no less than US$10 billion.;

5. Other institutional investors (including pension funds, charity funds, donation funds, trust & investment companies, government investment management companies): having operated for over 5 years with managing securities assets of no less than US$5 billion in the most recent accounting year.

For more information, please refer to http://www.csrc.gov.cn.

	Banking

None

Insurance

In line with its commitments for its accession to the WTO, China will further open its insurance market to foreign investors. The detail information is available on the website:

www.mofcom.gov.cn
Security

None

	Discriminatory Treatment/

MFN


	Banking

None

Insurance

None

Security

No further stipulation except for those mentioned above.
 
	Banking

At present, some differences remain between domestic and foreign banks in terms of the RMB business scope, clients and service areas.

Insurance

None

Security

No further stipulation except for those mentioned above.
	Banking

China will fulfill its WTO commitment before the end of 2006;

· to remove geographic and client restrictions on foreign-funded banks conducting RMB business, including RMB business towards local citizens within the territory of China; to remove all the non-prudential restrictions on foreign-funded banks.
· To encourage foreign banks to establish locally incorporated subsidiaries or transform their existing branches into such subsidiaries in line with prudential supervision principles and common international practice on the voluntary basis and commercial principle. China will allow foreign banks to engage in all RMB and foreign currency businesses and will implement the same regulatory and supervisory criteria towards foreign banks as the domestic counterparts.

· to create a more advantageous operational environment for foreign bank branches which are not incorporated locally. These branches can continue to conduct current foreign exchange businesses to all kinds of clients and local currency business corporate client. In addition, foreign bank branches in China will be allowed to take deposit of no less than RMB 1 million yuan from the Chinese citizens within the territory of China in order to enlarge their local currency funding source since they have comparatively small networks. Meanwhile, their present operation costs and business scopes will remain unchanged, and in fact they may also take the advantage of the simplified business scope categories and reduced working capital requirements. Foreign bank branches can transform themselves into local subsidiaries at any time based on their own business development strategies.

Insurance

None

Security

None



