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


	Insurance:

Has completed the revision of The Insurance Law (issued 1995), which has been in effect since January 1, 2003.The Regulation on Insurance Company (2000) was amended cccording to WTO principle and the commitment made by China in WTO entry negotiation，which came into effect on June 15, 2004.
Security:

The 11th Session of the Standing Committee of the 10th National People's Congress approved amendments to the Company Law and the Securities Law on August 28, 2004. The Amendments to the above-mentioned laws cancel or change the clauses inconsistent with the Law on Administrative Licensing, which took effect on July 1, 2004. The Amendment to the Company Law annuls the Clause 2 of Article 131 ("Where shares are issued at a premium, the issue price shall be approved by the securities regulator of the State Council."). Article 28 of the Securities Law is changed as the following: "Where shares are issued at a premium, the issue price shall be determined through consultation between the issuer and the securities underwriter(s)."l
Provisional Measures on Sponsor System for Securities Issuing and Listing was published on December 29, 2003, and came into effect on February 1, 2004. The Measures requires that application to public offering / listing of stocks and convertible bonds be sponsored by the qualified securities companies. It is also required that the sponsor should shoulder a series of liabilities to ensure standard operation and sufficient information disclosure of the issuers during the coaching period. l
CSRC Provisional Rules on Implementing Procedures for Administrative Licensing was published on July 1, 2004. The Rules simplifies and standardizes the licensing procedures in CSRC.
Provisional Measures on Clients' Assets Management Business of Securities Companies took effect on February 1, 2004. The Measures is designed to regulate behaviors of the securities companies engaged in clients' assets management activities. Accordingly, both the Notice on Standardizing Entrusted Investment Management Business of Securities Companies and the Notice on Issues Concerning Collective Investment Scheme Management Business of Securities Companies were annulled. 
Provisional Code of Corporate Governance for Securities Companies entered into force on January 15, 2004. The Code is aimed to push forward the establishment of modern enterprise system within the securities companies. 
Securities Investment Funds Law took effect on June 1, 2004. The Law sets forth detailed requirements regarding fund managers, custodians, and fund raising, trading and information disclosure of securities investment funds.

CSRC implemented Measures on Administering Operations of Securities Investment Funds ，Measures on Administering Sales of Securities Investment Funds and Measures on Administering Information Disclosure of Securities Investment Funds on July 1, 2004. These Measures have outlined detailed regulatory measures on administering operation, sale and information disclosure of securities investment funds. 
CSRC has implemented Guideline Opinions on Internal Control of Securities Companies (December, 2003). The Guideline Opinions provides guidance for securities companies to strengthen their internal control, ensure compliance and efficient operation, and enhance capabilities of preventing and defusing risks. l
Measures on Strengthening Internal Control of Retail Outlets of Securities Companies was issued on December 25, 2004. The regulation outlined measures to improve compliance of brokers, enhance their risk-prevention and protect lawful rights of investors. 
 Code of Corporate Governance for Futures Brokerage Companies took effect in March, 2004. The Code is designed to improve corporate governance of futures companies and establish modern corporate structure within the companies. 
Measures on Administering Sales and Marketing of Securities Investment Funds (2004) annuls the Guide on Improving Internal Compliance System and the Code of Conduct in Commercial Banks Selling Securities Investment Funds(2001).
Regulations of CSRC and Ministry of Finance on Verifying Qualifications of Accounting Firms and Certified Public Accountants Engaged in Securities Business(1993) has been replaced by Regulations on Administrative Licensing for Certified Public Accountants Engaged in Securities Business (2002). Meanwhile, Measures on Administration of Underwriting of Stocks by Securities Management Agencies (1996) and Measures on Administration of Proprietary Business of Securities Management Agencies (1996) were repealed. For more information, please refer to http://www.csrc.gov.cn;http://www.sse.com.cn;http://www.szse.cn.



	Insurance:

Insurer in China must meet the minimum capital and solvency margin requirements, management and controllers to be fit and qualified persons, adequate reinsurance protection arrangement and the investment restriction of the insurance fund.Further information may be found in The Insurance Law and The Regulations of Insurance Companies at http://www.circ.gov.cn/.
Security:

Laws and regulations issued that apply to domestic service providers:
Company Law of PRC (1993)Securities Law of PRC (1998)Interim Regulations of Stock Issuing and Trading (1993)Provisional Measures on Prohibition of Fraud in Securities Market (1993)Provisional Measures on Administration of Securities Investment Funds (1997)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)Trial Measures on Open End Securities Investment Fund (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）Laws and regulations issued that apply to foreign service providers:Regulation of State Council Regarding B Share (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） Rules on Establishment of Fund Management Company with Foreign Shareholding （2002）For more information, please refer to www.csrc.gov.cn and www.pbc.gov.cn.

 


	Insurance:

According to the commitment made by China in WTO entry negotiation, China will further open the insurance market to foreign investors in strict accordance with the timetable of the commitment.

Detail information may be found on the web-site of the MOC, P.R.C. regarding the commitment made by China in WTO entry negotiation at http://www.mofcom.gov.cn
Security:

lThe following regulations are under consideration or drafting: I. Measures on Administering Securities Credit Rating;II. Measures on Punishing Illegal Behaviors in the Securities Industry;III. Provisional Measures on Administering Securities Registration and Clearing;IV. Measure on Administering Fund Management Companies;V. Measures on Administering Senior Management of Securities Investment Funds;VI. Measures on Administering Custodian Banks for Securities Investment Funds;VII. Code of Corporate Governance for Securities Investment Funds. l
 Notice on Pushing Forward Innovation Activities in the Securities Industry was issued by CSRC on August 8, 2004. Reviewing measures for product innovations by pilot securities companies is under consideration. l
 CSRC and Ministry of Finance are considering drafting new qualification requirements for accounting firms engaging in securities business. 




	Licensing and 

Qualification Requirements of Service Providers


	Insurance:

N.A.

Security:

lProvisional Measures on Sponsor System for Securities Issuing and Listing, which was promulgated in December 2003, sets forth basic qualifications for sponsor entities and sponsor representatives.CSRC has implemented Announcement on Annulling the Third Batch of 42 Administrative Approval Items (June 22, 2004). The Announcement annuls 42 unnecessary administrative approval items such as licensing lead underwriter business of securities management agencies. For more information, please refer to http://www.csrc.gov.cn/CSRCSite/eng/eindex.htm.



	Insurance:

Investors intend to set up an insurance company in China must fulfill standard prudential requirements, including fit and proper management and ownership, minimum size capital requirement, adequate system of internal controls and feasible business plan. For detail information on licensing and qualification requirements of service providers, please refer to The Insurance Law and The Regulations of Insurance Companies on our web-site at 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 Fund (1999)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)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)Rules on Establishment of Fund Management 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.senior high school education or above;3.eligible for full civil liabilities.
Requirements for professionals applying for qualification certificates after passing the exams above: 1. have been employed by securities institutions;2. no criminal sanctions records in the past three years prior to application;3. no record of offense stipulated in Article 126 of Securities Law of China;4.have not barred by CSRC from accessing market; 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 futures sector:1.at least 18 years old and eligible for full civil liabilities.2.senior high school education or above;3. fit and proper with good professional ethics;4. no records for material breach of laws 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 acknowledged by the government (including junior college). 
An applicant with educational background lower than junior college yet higher than senior high school should provide either of the following documents obtained from his employer: 1.acknowledgement of one-year-above work experience in futures-2.related business or two-year-above financial service acknowledged by China Futures Association (CFA); 3. no record of breach of laws and regulations;4. staff in a futures company;5. has passed the professional qualification exams and the scores have not outrun the expiring dates. 6. commitment to abide 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. must have a comprehensive business license and submit 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 sponsor 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 breach of 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 have met the securities professional qualifications and obtained relevant certificate. He/she should apply via the securities company where he/she works, submitting the required documents and statements to CSRC. In addition, he/she must:i. have had 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 liable for outstanding debts of large sum; v. have not been deleted from CSRC's Sponsor Representatives List due to breach of laws or regulations during the past 36 months; Neither have received any administrative penalty from CSRC;vi. meet other conditions specified by CSRC. 



	
Security:

CSRC is now revising the Provisional Regulations on Administration of Futures Trading. The differentiated licensing system will be adopted for brokerage, proprietary trading, consulting businesses and professional training etc.
Drafting of the following regulations is under consideration for:I. Administration Measures on Entrusted Assets Managed by Securities Companies;II. Administration Measures on Regulating Securities Brokerage Business;III. Rules on Establishment, Change and Termination of Securities Companies; IV. Rules on Establishment, Change and Termination of Branches of Securities Companies.l
CSRC is considering to revise the following regulations:I. Administration Measures on Senior Management of Securities Companies; II. Administration Measures on China-based Representative Offices of Foreign Securities Institutions.





	Foreign Entry


	Insurance:

After China entered the WTO, strictly following the commitment made by China in WTO entry negotiation and the relevant insurance laws, China further opened insurance market to foreign insurers, including:
1) Foreign non-life insurance companies were permitted to set up branches or wholly owned subsidaries in China.
2) Foreign brokers for insurance of large scale commercial risks, or for reinsurance or for international marine, aviation, transportation and reinsurance were permitted to set up joint ventures with ownership of no more than 50% in China.
3) Foreign insurers were permitted to provide services in 15 appointed cities

Security:

lAccording to Rules on Establishment of Securities Company with Foreign Shareholding and Rules on Establishment of Fund Management Company with Foreign Shareholding implemented in July 2002, 3 securities joint ventures and 14 investment fund management joint ventures had been licensed by the end of July 2004.China has implemented Provisional Measures on Administration of Domestic Securities Investments of Qualified Foreign Institutional Investors (QFII) and corresponding detailed implementing rules. The regulation sets forth the details for QFII’s qualifications, criteria, approval procedures, registration and settlement, investment operations, fund management, etc. By the end of July 2004, 18 foreign financial institutions have been granted the QFII status. For more information, please refer to http://www.csrc.gov.cn..


	Insurance:

According to The Regulation on Foreign Insurance Company in China put in practice in Feb 2, 2002, the basic requirement of  market entry for foreign insurers is as below: 

1)has 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.
Detail information may be found in The Regulation on Foreign Insurance Company in China 。

Secutity:

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 engaging in 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 engaged in investment banking for more than 20 years;2. have established representative office 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 engaging in securities business, having 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 accords 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;6. other prudential terms specified by CSRC.Requirements of foreign shareholders of fund management companies with foreign shareholding:1. have a legal identity, and in recent three years no sanctions 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;4. other prudential terms specified by CSRC.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 submit 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 engaging in brokerage business of B share stocks:1. eligible for engaging in 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.Requirements of overseas institutions applying for QFII:
1. Financial and credit status should meet the requirements set by CSRC on the size of assets and other indicators; and their risk control indicators should meet the requirements set by laws and their home jurisdictions; 2. Employees should meet the requirements on professional qualifications set by their home jurisdictions;3. Sound management and internal control system; business operation in accordance with relevant regulations and should not have received any substantial penalties by their home jurisdictions over the past three years prior to application;4. The home country/regions should have sound legal and regulatory system, and their securities regulators have signed Memorandum of Understanding with CSRC and have maintained an efficient regulatory and co-operative relationship;5. Other criteria as stipulated by CSRC based on prudent regulatory principles.China-based branches of foreign-invested commercial banks with more than three years of continual operations are eligible to apply for the QFII custodian licenses. Their paid-in capital can be based on their overseas headquarters' capital; in addition, they should meet the following requirements: 1. Have a specific fund custody department;2. Paid-in capital no less than RMB 8 billion;3. Have sufficient professionals who are familiar with custody business;4. Can manage the entire assets of the fund safely;5. Can ensure safe, efficient clearing and delivery of the funds;6. Qualified to conduct foreign exchange and RMB business;7. No material breach of foreign exchange regulations in the past three years prior to application.For more information, please refer to www.csrc.gov.cn and www.pbc.gov.cn.



	Insurance:

China will further open the insurance market to foreign investors according to the commitment and the opening timetable made by China in WTO entry negotiation.
Detail information may be found on the web-site of the MOC, P.R.C. regarding the commitment made by China in WTO entry negotiation at http://www.mofcom.gov.cn
Security:

Short and mid-term Objectives (2002-2010):According to Rules on Establishment of Securities Company with Foreign Shareholding, China shall actively promote the establishment of securities companies with foreign shareholding.According to Rules on Establishment of Fund Management Company with Foreign Shareholding, China will continue to deepen its opening up of securities market and license more fund management joint ventures. By the end of 2004, foreign shareholding in such joint ventures will be allowed to reach a maximum of 49%.Long-term Objectives (2010-2020):Sino-foreign securities joint ventures are accorded to the status of national treatment.China allows foreign securities companies to establish solely foreign-owned securities companies.China opens its securities market further to the outside world.




	Discriminatory Treatment/

MFN


	Insurance:
N.A

Security:

N.A.


	
N.A.


	
N.A.




