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Executive Summary

1. This report provides a summary of the antimoney laundering/combating the
financing of terrorism (AML/CFT) measures in place irthe People’s Republic of China
(China) as at the date of the onsite visit (July-27, 2018). It analyses the level of
compliance with the Financial Action Task Force (FATF) 4Recommendations and the
level of effectiveness of China's AML/CFT system, and provides recommendations on
how the system could be strengthened.

Key Findings

a) China has undertaken a number of initiatives since 2002 that have
contributed positively to its understanding of ML/TF risk, although some
important gaps remain. Its framework for domestic AML/CFT ceperation
and coordination is well established.

b) China’s de-centralised FIU arrangement consisting of CAMLMAC, AMLB and
36 PBC provincial branches hashigh potential to produce financial
intelligence that supports the operational needs of competent authorities
but its current functioning results in incomplete access by all parts of the
FIU to all data, a fragmented analysis and disseminations, and limiise
development of a holistic view. Therefore, major improvements are needed.

c) LEAs have access to and use a wide range of financial intelligence
throughout the lifetime of an investigation, but financial intelligence is not
driving ML investigations. When using financial intelligence, LEAs identify
predicate criminal behaviours and actively investigate these. Predicate
crime investigation outcomes reflect that China has capable LEAs that are
skilled in the investigation of complex financial crime and assdated
predicate crime. Effective, proportionate, and dissuasive sanctions are
available and are applied for ML.

d) China has an institutional framework in place to investigate and prosecute
TF activities, in line with its understanding of TF risks and in linevith its
strategy to prevent TF and disrupt TF channels. Since the implementation

1 The following territories were not included as part of this assessment: Hong Kong Special
Administrative Region (Hong Kong, China), Macau Special Administrative Region (Macau
China) and Chinese Taipei.
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of a new counterterrorism law in 2015 and related interpretations, the
number of TF prosecutions and convictions haincreased.

e) The implementation of TF and PF targeted financial sanctions is negatively
affected by three fundamental deficiencies, related t@) scope of coverage
of the requirements and a lack of a prohibition covering all persons and
entities; (ii) the types of as®ts and funds of designated entities that can in
practice be frozen, and the type of transactions that can be prohibitednd
(iii) a lack of implementation without delay for non-domestic designations.
That said,the CTLand relevant PBC Noticeare a goodstarting point for
future updates to the legal system in line with revised FATF standards, and
to improve effective implementation. While not covered by the FATF
standards, authorities have taken measures in relation to other aspects of
UNSCRSs related to PRK.

f)  While Fls have a satisfactory understanding of their AML/CFT obligations,
they have not developed a sufficient understanding of risks. Measures
implemented to mitigate risk are generally not commensurate with
different risk situations.

g) China’'s AML/CFT supervisory system is almost exclusively focused on the
financial sector, as there are no effective preventive or supervisory
measures in respect of the DNFBP sector. The PBC has an inadequate
understanding of risks overall. Although their understanding of risk
impacting the financial sector is adequate, its understanding of institution
specific risk seems to be largely based on the FIs’ own risk assessment
rather than that of the authorities.

h) China handles MLA and extradition requests in accordance witthe
procedures and standards for approval stipulated by domestic laws,
bilateral treaties and multilateral conventions, but due to a complicated
decisionrmaking structure for providing MLA or executing extradition

$QWRQH\ ODXQGHULW B DQRSU E R WQIW @ DK BHREDWY @ KMHEREO)SF )R I$3* DQG ($*



EXECUTIVE SUMMARY

throughout China. Around 60 people each year from China have participated as
foreign terrorist fighters in Syria and Iraq .

4, With total assets of approximately RMR52 trillion, banks dominate financial
sector activity in China. Based on nature of their products/services and volume of
activity, they are considered to be highly vulnerable to abuse with respect to ML/TF.
China has witnessed a rapid increase in the activity of online lending ents,
primarily via mobile phone platforms

5. The lack of coverage of designated nefinancial businesses and professions
(DNFBPs) by the AML/CFT framework is a significant vulnerability. The absence of
coverage of domestic politically exposed persons (PEPs) Bnother significant
vulnerability, which is particularly noteworthy in the context of a country where
corruption is a major predicateoffenceand stateowned-enterprises play a dominant
role in the economy.

6. A large amount of illicit proceed flows out ofChina annually. As noted in the
NRA, etween 2014 and 2016, illicit proceeds totding RMBS8 64 billion were
repatriated to China from over 90countries. China indicates that illicit proceeds also
flow out of the country through underground banking operatbns. There are several
instances in which criminals have fled the country, including suspects in corruption
cases. The abuse of legal persons has also been identifiechasethod of laundering
illicit proceeds. Such abuse is facilitated, in part, by inefféve arrangements in place
for registering and retaining beneficial ownership (BO) information.

Overall Level of Effectiveness and Technical Compliance

7. China has a good legal framework with respect to the criminalization of ML
and TF, national coordination arrangements, the powers and responsibilities of law
enforcement authorities and arrangements for international cooperation. There is

scope for strenghening the legal framework with respect to a number of preventive

measures and the coverage and supervision of DNFBPs.

8. An incomplete understanding of risk impacts negatively on the effectiveness
of several aspects of China’'s AML/CFT arrangements. These include the

See for example The Soufan Group Foreign Fiters Update Final 2015
(www.soufangroup.com/foreigrfighters), but also see paragraph 230 of this report for other

estimates (up to 300 persons).

$QWRQH\ ODXQGHULWH DORUERWQWEDQFLQJ RHBVX UHBY DQ & K$EQD
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implementation of preventive measures by Fls, the supervision of these institutions
and the investigation and prosecution of ML. Weaknesses in institutional
arrangements and related practices impact negatively on the effectiveness with
respect tothe use of financial intelligence.

0. There are significant weaknesses in both technical compliance and
effectiveness with respect to the transparency of legal persons and legal
arrangements and the framework and practices related to targeted financial
sandions.

Assessment of Risks, Coordination and Policy Setting (ChaptdO21; R.1, R.2, R.33)

10.  Overall authorities in China demonstrated a strong understanding of the
contents of the NRA which was finalized just prior to the oite visit. However, given

the focus of the NRA and the activity of LEAs, on predicate offences and the lack of
attention to how the proceeds of crime are actually laundered, beyond those directly
implicated in the crime, China’s overall understanding of ML risks, while achieved to

a large extent, is hampered by such a focus. The assessment of risks of legal entities
focuses on existing control measures. The TF assessment contained within the NRA
is based mainly on qualitative analysisThe analysis collates information from
departments involved in countering terrorism, primarily MSS, MPS and the PBC,
identifying sources and channels of terrorist financing, and identifying the TF threats
faced by China.

11.  China has demonstrated strong coperation and ceordination at the politi cal
and policy-setting levels. China’s main mechanism for national co-ordination and co-
operation is the AMLIMC established in 2002 and comprising of 23 government
departments. The AMLIMC is responsible for guiding the AML/CFT work throughout
the country, formulating AML/CFT policiesand strategies and coordinating various
departments in conducting AML/CFT activities.

Financial Intelligence, Money Laundering and Confiscation (Chapter ®s 68; R.3, R.4,
R.29 32)

12.  Provincial and local investigative agencige conduct the majority of ML and
predicate offenceinvestigations in China. China’s FIU arrangement set up within the
PBC mirrors this deentralised approach with the following three largely
independently functioning components: CAMLMAC and AMLB at the ¢eai level and

$QWRQH\ ODXQGHULW B DQRSU E R WQIW @ DK BHREDWY @ KMHEREO)SF )R I$3* DQG ($*
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AML units within each of the 36 PBC provincial branche®/hile the decentralized FIU
in China has the potential to produce financial intelligence that supports the
operational needs of competent authorities, the FIU’s ability to properly analyse and
spontaneously share accurate and timely financial intelligence presents limitations.
The analysis and dissemination by the various FIU components prevents the
development of a holistic view. Other factors also limit the FIU’s ability to properly
analyse and share financial intelligence that is relevant for use by law enforcement.
First, the STR reporting requirements only extend to Fls and their level of
implementation is insufficient. Second, other sources of information, such as
information on crossborder currency declarations and beneficial ownership

$QWRQH\ ODXQGHULWH DORUERWQWEDQFLQJ RHBVX UHBY DQ & K$EQD
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EXECUTIVE SUMMARY. 1

Preventive Measures (Chapter 90.4; R.923)

19. FlIs have a satisfactory understanding of their AML/CFT obligations. They
generally have an insufficient understanding of ML/TF risks and apply mitigation

measures that arenot commensurate with these risks. Online lending institutions

have not developed an understanding of ML/TF risks or AML/CFT obligations.

20. FlIs apply CDD measures ineffectively, withotable weaknesses in customer
identification and verification measuresincluding for BQ and ongoing due diligence.
Considering prevailing risks, Fls do not effectively apply measures for PEPs, TFS, and
measures related to countries with high risk. Fls are relatively more successful in
implementing measures related to record keping, correspondent banking
relationships, new technologies, and wire transfers.

21. Inconsistent practices of reporting suspicious transactions by Fls raise the
risk of tipping-off. Types of proceeds reported in STRs seem inconsistent with the risk
environment and are concentrated in the banking sector. The number of STRs
reported appears to be modest, considering the size of the financial sector in China.
Internal controls of financial groups are often inappropriate for mitigating risks,
especially when regilations of host countries prevent access to information.

22. Overall, banks implement preventive measures better than the other Fls, with
limited to no implementation of these measures by online lending institutions.
DNFBPs generally do not apply such measwse The reporting of suspicious
transactions by DNFBPs is virtually norexistent.

Supervision (Chapter 6 10.3; R.2628, R.3435)

23.  There are some shortcomings in the fit and proper framework in most of the
regulated FI subsectors (see TC analysis)otablythe period of scrutiny for criminal
records does not have to go beyond three years. Entry requirements in tlomline
lending sector are basicA relatively small number of appointments of individuals are
revoked each year, which, given the size of the finaiat sector and corruption as a
major threat, seems quite low. In the DNFBP sector, the real estate, DPS, and CSP
sectors are not subject to entry or ongoing criminal background checks.

24. The PBC demonstrates a moderate level of understanding of risk in the
financial sector. Its processes are highly dependent on the correct implementation of
the prescribed risk assessment methodology by Fls and their ability to understand

$QWRQH\ ODXQGHULWH DORUERWQWEDQFLQJ RHBVX UHBY DQ & K$EQD
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ML/TF risk (FIs are assessed in Chapter 5 as having a low level of understanding of
risk). The quality of control measures is verified using about 20 criteria. Internal
control information of uneven content and quality is also received from the sector Fl
regulators on their own observations on the effectiveness of internal controls applied
to ML/TF risks. Theonline lending sector is not subject to this process. The PBC’s level

of understanding of risk in the DNFBP sector is low, as little work has been done in
this sector.

25.  The AML/CFT supervisory system in China is heavily oriented to thenfincial
sector. The PBC’s overall ability to require remedial measures to control systems
seems generally consistent with the overall risk profile of the financial sector, with an
emphasis on banking which presents the highest levels of risk. The level of
inspections in the banking sector is not commensurate with the level of risk. Sector
supervisors are generally supportive but do not play a major role. There are
inconsistencies in the approach used by sector supervisors. Low or no levels of
supervision apply in the DNFBP sectors, with sector supervisors or SROs not playing
an effective role in supervision.

26.  AML/CFT financial penalties applied by the PBC average about RMB 41 million
a year (approx. USD 6 02 million a year) based on 2017 statistics; theses arot
effective, dissuasive, nor proportionate given the size of the banks and other Fls in
the financial sector, and the lack of initial responses to remedial measures. No
AML/CFT remedial actions or sanctions have been applied to arpnline lending
institutions or to DNFBPs.

27.  The PBC has had a moderate impact on Fls compliance and risk management
processes. The sector supervisors play a supportive role, but their impact is lower as
they are mostly limited to the assessment of risk controls. There is ndiscernible
impact on the online lending sector asspecific AML/CFT requirements are not
applicable. In the DNFBP sectors, the PBC and sector regulators have had a low to
non-existent impact up to the time of the onsite. The overall impact of the PBC and
sector supervisors’ activities on the sectors’ understanding of risk and obligations is
moderate in the financial sector and low in the DNFBP sector.

Transparency of Legal Persons and Arrangements (Chaptel@.5; R.2425)

28.  Basic or legal information is collected and publicly available on the internet
for all types of legal entities, although the information is not always accurate, and it

$QWRQH\ ODXQGHULW B DQRSU E R WQIW @ DK BHREDWY @ KMHEREO)SF )R I$3* DQG ($*



EXECUTIVE SUMMARY.3

seems relatively easy to circumvent the registration rules (for example through straw
persons). BO information of legal entities (domestic or foreign) is not (publicly)
available in China. Authorities make use of available basic information, CDD
information collected by Fls, and law enforcement powers. Each of these sources
poses shortcomingsand significant challenges, and the combination of measures at
the current stage falls short of an effective system for obtaining accurate, adequate
and current BO information in a timely manner. That said, authorities have already
initiated plans and meaures that may improve effectiveness in the future, including
through a BO register at PBC.

29.  There is no granular understanding of the ML/TF risks of each type of legal
person, and the risk classification that has been produced for the purposes of the NRA
focuses on control measures related to technical compliancEhe TrustLaw provides

for the existence of domestic civil trusts. No measures have been taken to mitigate the
misuse of domestic trusts, although the current risks of civil trusts are low due ta
lack of regulation that would foster the use of these arrangements. Foreign legal
arrangements (i.e foreign trusts) operate in China, such as the legal or beneficial
owner of a Chinese legal company. Authorities have been able to detect foreign trusts
that operate in China.

International Cooperation (Chapter 8 10.2; R.3640)

30. China has a legal and procedural framework for providing and seeking mutual
legal assistancewhich it uses in practice (including for extradition). The complicated
procedure of ensiring a request is consistent with Chinese legislation, results in a
very lengthy process, although thicanbe expedited in urgent cases-eedback from
other jurisdictions on China’s international co-operation was mixed.

31. Judicial and law enforcement authdties seek international co-operation and
legal assistance in a wide range of cases, mostly related to predicate offences, but very
seldom to ML or TF. They use different channels in the efforts to return funds to the
country. While China requests detentin of terrorists and freezing/confiscation of
terrorist financiers’ assets overseas, there is room for enhancing MLA and other
international cooperation tools.

32. CAMLMACexchanges information with foreign FIUs. In doing this, it sends
requests abroad to a moh lesser extent than it receives from foreign FIUs, which is
not commensurate with the volumes of STRanalysed and work undertaken on

$QWRQH\ ODXQGHULWH DORUERWQWEDQFLQJ RHBVX UHBY DQ & K$EQD
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domestic LEAs inquiries. Supervisory authorities cooperate in a wide range of
information exchange and other forms of coperation with foreign counterparts.

Priority Actions

The prioritised recommended actions for China, based on these findings, are

a) China should expand the information sources relied upon to formulate its
NRA to include broader perspectives of the ML/TF tteats, vulnerabilities,
and risks it faces such as academic and international organizations’
publications on the subject as well as feedback from foreign jurisdictions.
This will allow a more balanced understanding of the ML and TF risks faced
by China bgond those directly linked to proceeds generating predicate
offences

b) China should review the functioning of its FIU to ensure that all information
received,analysed and disseminated by all three FIU components is readily
available and accessible both athe central and provincial levels. This
review should include the creation of a database to unify ancentralise all
components of the current (standalone) databases at central and
provincial levels. In addition, to ensure the operational independence tfie
FIU, China should remove the signature of the presideraf the PBC
provincial branch as a condition for dissemination of information to
competent authorities.

c) Reconsideration of the policy, which focuses on pursuit of those involved in
predicate crime to combat ML, to include a broader focus to “follow the
money” beyond those who are active participants in the predicate crime.

d) Authorities should create comprehensive legal frameworks for the
implementation of TF and PFrelated TFS that includes a genet
prohibition, extends to all assets of designated entities, and is implemented
without delay, with regard to designations by the UNSC. In the interinthe
PBC should update its existind\otice to address delays in freezing. The
exiting legal framework for TF and the contemplated law on PF could be
instrumental in this regard.

e) Shortcomings in the AML/CFT legal framework related to the coverage of
online lending institutions, DNFBPs, domestic PEPs, TFS, and the criteria for
reporting suspicious transactiors should be addressed. Corresponding
guidance should be provided as needed.

f) China’s attention should focus on: (i) the robustness and usefulness of risk
assessments of FIs, to ensure that these reflect actual threats and
corresponding vulnerabilities exposng these institutions to risk; (ii) the
effectiveness of ongoing due diligence, notably the monitoring of
transactions; and (iii) the consolidated supervision of financial groups, to
ensure a robust management of ML/TF risks by these groups.

g) The PBC shou introduce an effective system of assessing individual
entities' risks and supervising and monitoring DNFBPs (apart from trust

$QWRQH\ ODXQGHULW B DQRSU E R WQIW @ DK BHREDWY @ KMHEREO)SF )R I$3* DQG ($*
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Effectiveness and Technical Compliance Ratings
Effectiveness Ratingdligh, Substantial, Moderate, Low)
10.1 -Risk, 10.2 10.3- 10.4 - preventive 10.5 - Legal 10.6 - Financial

policy and International Supervision measures persons and intelligence
coordination cooperation arrangements

Substantial Moderate Moderate Low Low Moderate
10.7 - ML 10.8 - Confiscation  10.9-TF 10.10- TF 10.11 - PF financial
investigation & investigation & preventive sanctions

prosecution prosecution measures &
financial sanctions

Moderate Substantial Substantial Low Low

Technical Complianc®atings (C compliant, LC largely compliant, PC partially compliant, NC non-
compliant)

R.1 - assessing risk R.2 - national R.5 -terrorist R.6 - targeted
& applying cooperation financing financial
risk-based and offence sanctions—
approach coordination terrorism &

terrorist
financing
LC C LC PC

R.7-targeted R.8 -non-profit
financial organisations
sanctions-
proliferation

NC

LC LC

PC

C PC
LC PC

PC PC

$QWRQH\ ODXQGHULWBH DQREUE R WOQIWE DAKH BHRED WX ¥ KMEREO)ISF)RIS3* DQG ($*
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MUTUAL EVALUATION REORT

Preface

This report summarizes the AML/CFT measures in place as at the date of the onsite
visit. It analyses China’s level of compliance with the FATF 40 Recommendations and
the level of effectiveness of the AML/CFT system and recommends how the system

could be stengthened.

This evaluation was based onhe 2012 FATF Recommendatiorand was prepared
using the 2013 MethodologyThe evaluation was based on information provided by
the country and information obtained by the evaluation team during its onsite visit to
the country from July 9 to 27, 2018. The team visited Beijing, Shanghai and Shenzhen
during the onsite visit.

The evaluation was conducted by an assessment teded by staff of the International
Monetary Fund (IMF)consisting of:

X lan Carrington, Senior Fiancial Sector Expert, IMFteam leader)

x Richard Berkhout, Seior Counsel, IMF (legal expert)

X Arz El Murr, Financial SectoExpert, IMF (financial expert)

x Lia Umans, Policy AnalystFATF Secretariat (FIU expert)

X Vladimir Nechaev, Executive Secretary, EAGternational co-operation and
law enforcement exper)

x Craig Hamilton, Detective Inspector, New Zealand Pod/APG (law
enforcement expert)

X Joao Melo, Senior Public Prosecutor, Prosecutor General's Office Portugal
(legal expert)

X Alastair Bland, Consultan{NPO expert)

X Nicolas ChoulesBurbidge, Consultan (financial expert)

The report was reviewed by Mr. Richard Walker (Guernsey), Ms. Paola Arena (Italy),
Ms. ShereenBillings (United Kingdom), and Ms. Anne Wallwork (United States).

China previously underwenta FATF Mutual Evaluation in 2007, conducted according
to the 2004 FATF MethodologyThe mutual evaluation concludedhat China was
compliant with 8 Recommendations; largely compliant with 11; partially compliant
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with 13; and non-compliant with 8. With respect to Core and Key Recommendations,
China was rated partially compliant or norcompliant with 9 of the 16 Core and Key
Recommendations. China was placed under the enhanced follap process
immediately after the adoption of its 2007 Mutual Evaluation Reprt (MER). In light
of the progress made, China was placed under regular follewp in October 2008 and
was removed from this status in 2012. The 2007 MER and folloup reports are
publicly available atwww.fatf-gafi.org/countries/#China..
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CHAPTER 1. ML/TF RISKS AND CONTEXT

33.  The People's Republic of China (China) wastablished in 1949. The country
covers an area of approximately ® million square kilometres and comprises 34
provinces, autonomous regions, and municipalities and special administrative
regions (SARs). Beijing is China's capital city, and other majoties by population size
include Shanghai, Tianjin, Shenzhen, Chengdu, and Guangzhou. China shares land
borders, which stretch for 22800 kilometres, with 14 countries. At the end of 2017,
China had a population of approximately B7 billion.

34. China continles to make progress with its policy of gradual economic
opening-up which started in 1978. China implements a socialist market economy.
While the state controls much of the economy, private enterprise continues to play an
ever-increasing role.

35.  The NationalPeople's Congress (NPC) is the legislative branch and the highest
agencyof state power. It elects all supervisory, executive, judicial, and prosecutorial
arms of state and has authority over local people's congresses across the country. The
NPC has the pwer to enact and amendhe Constitutionandlaws. The State Council is
the leading body of the executive branch and reports to the NPC. It is led by the
premier and has authority over all other executive state agencies. It has the authority
to develop administrative legislation and regulations in accordance with the
provisions of the Constitution Departmental regulations can be issued by ministries
and commissions of the State Council, the PBC, the National Audit Office, and
institutions under the State @uncil which perform administrative functions.

36. The Supervisory branch is accountable to the People's Congress, and
independently exercises supervisory power in accordance witthe Constitution

37.  The judicial branch is comprised of the People's Courts andhé People's

Procuratorates, which exercise their powers independently from each other in
accordance with the Constitution and are both subject to the supervision of the
People's Congress.

38.  The Constitution of Chinas the highest law in the country. Otherdws in
hierarchical order are laws, administrative regulations, local regulations, and rules.
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National and local administrative regulations are administered by the ministries
under the State Council and local executive agencies respectively.

Figure 1.1. System of Government in China

ML/TF Risks and Scopingof Higher -Risk Issues
Overviewof ML/TF Risks
ML/TF Threats

39.
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other jurisdictions.4 The NRA indicates that illicit proceeds flow out of the country
through underground banking operationsand that between 2014 and 2016, illicit
proceeds totaling RMB8 64 billion were repatriated to China from over 90 countries.
China indicates that the proceeds recovered during this twgear period, are
estimated to have flownout of China over a period oR0 years. The NRA highlights
that there are several instances in which criminals have fled the country, including
suspects in corruption cases. The abuse of legal persons has also been identified, in
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currently undertaking comprehensive actions to clean up the sector. However, the
sector is notsubject to ongoingAML/CFT supervisionby the PBCThe NRA highlights
that at the end of 2016, transaction volumes of RMBtrillion and loans outstanding

of RMB816.2 hillion in this sector had grown by 110% and 101% respectively, over
the previous year. It also indicates that notbank payment sector has experienced
rapid growth with transaction volumes escalating from RMBL7.6 trillion to
approximately RMB 100 trillion from 2013 to 2016.While mobile payments must be
linked to a commercial bank account and, as of eatline 2018, channdéd through a
central clearing house, the nofface-to-face feature of mobile payments, as well as the
use of bearer prepaid cards represents a notable level of ML/TF vulnerability.
Private sector entities have reportedly also been engaged in business with entities
from higher risk areas, such as those countries targeted as high risk by FATF or those
countries with entities that are subjet¢ to UN-based targeted financial sanctions
(TFS).

43. China does not have effective arrangements in place for registering and
retaining beneficial ownership (BO) information. The lack of coverage of designated
non-financial businesses and professions (DNFBPBY the AML/CFT framework is a
significant vulnerability, especially considering the sustained growth in the real
estate and precious metals sector and opportunities for legal professionals to exploit
weaknesses that can facilitate the abuse of legal persm The absence of coverage of
domestic politically exposed persons (PEPs) is another significant vulnerability,
which is particularly noteworthy in the context of a country where corruption is a
major predicate offence and stateowned-enterprises play a @minant role in the
economy.

UndergroundBanking

44. China has a large underground financial sector with broad international
connections. It consists of unlicensed operatives who provide financial services
including, payments, settlements, remittances andturrency exchange. The NRA
indicates that this sector, which is considered to facilitate the movement of significant
amount of illicit proceeds, provides a wide range of services, including remittances,
overseas cash withdrawals with bank cards, foreign &€khange, and poinof-service
(POS) machine casilthough competent authorities believe that underground banks
do not have a direct link to the formal financial system, theyecognise that
underground banks may illegally utilise the settlement network of financial
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institutions (FIs) to conduct activities. The competent authorities consider that the
trend for using underground banking in TF is on the rise and both law enforcement
agencies (LEAs) and financial sector supervisors are concerned about this
development.

45, The NRA indicates that in 2015, LEAs cracked down at least 170 major cases
and in 2016, national public security agencies also resolved 380 major cases of
underground banking, arrested 800 suspects, and closed 500 locations where the
activity took place.lIt also indicated that in 2017, a total number of 468 major
underground banks and ML cases have been resolved with 892 criminal suspects
arrested and 1100 operating centres destroyed. Notwithstanding these initiatives,
the authorities still consider underground banking to be a thriving activity.

FintechProducts

46.  China has witnessed a rapid growth in the use of Fintech products, particularly
in the non-bank payment sector (see below section oRinancial sector and DNFBPs
According to the NRA, therewere approximately 164 billion internet payment
transactions conducted in this sector in 2016, representing an almost 100% increase
from the previous year. Many institutions that operate in this sector are increasingly
offering products that facilitate cross-border transactions. The authorities' concerns
about the ML/TF vulnerability of these products relate to the ease with which
accounts can be opened and the nefiace-to-face nature of the delivery channel. While
limits are set for individual transactions, the authorities are concerned that criminals
could use multiple accounts for ML/TF purposes.

47. Since 2017, the PBC has started to work with sector regulators and other
government agencies to develop measures to address risk associated with the rapidly
developing internet financial activity. Current initiatives are expected to lead to the
development of a Fintech regulatory framework including guidance to be issued to
the industry. ¥

7 IMF People’s Republic of China Staff Report for 2018 Article IV Consultation, pp. 78-80.
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— ¢ —" Risk Assessment and Scoping of Higher Risk Issues

— e —">7le Assessment

48.  China completed its first NRA in 2017. It draws primarily upon an analysis of
680 000 published court judgements from 2013 to 2015 to inform itself of threats to
the country's economy and social order. The NRA alamalyses inherent risks andthe
mitigating controls in place related to financial sector products and the activities of
some DNFBPs. The NR#&nalyses the various proceedsggenerating crimes in China
both on a national and regional basis. It identifies illegal fundraising, corruption,
telecommunications andinternet deception fraud, and drug trafficking as the four
major proceedsgenerating crimes accounting for more than 7% of the estimated
criminal proceeds generated in China.

49. The NRA identifies theETIM as the main TF threat to Chma with limited
threats posed by local “violent terrorist gangs.” The NRA analysis is based on
gquantitative data and qualitative data (including cases), and information obtained
through interviews with counter terrorism departments.

Scoping of HigheRisklssues

50. Assessors focused on how cases involving proceeds from the main predicate
offences are investigated and prosecuted and proceeds are confiscated. They
assessed the use of financial intelligence with respect to both ML and TF cases.

51. Considering ther dominance of financial sector activity and the nature of their
products and services, the team assessed banks' understanding of ML/TF risk, the
risk management systems in place, and the challenges, if any, that the strong presence
of state-owned banks present for effective supervision.

52.  Considering the significance of crosdorder transfers and the volume of
criminal proceeds that flow from China to several international destinations,
attention was paid to the activity of the norbank money or value tranger services
sector. Due to the rapid growth of their activities, assessors paid attention to the
online lending and payment sectors. The assessorattention also focused on the
supervision of the above categories of Fls, as well as the fagbwing Fintech sector.

53.  Due to the deficiencies in théransparency of beneficial ownership ofand the
documented abuse of legal persons, assessors focused on China's ability to trace funds
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and ownership information through corporate structures and, in general, the
effectiveness of arrangements in place to prevent abuse of these structures.

54.  Considering the substantial volume of illicit proceeds flowing out of China and
the incidence of suspects fleeing the country, assessors examined the measures in
place with respectto international cooperation generally, as well as the effectiveness
of border protection and customs agencies.

55. The team assessed law enforcement's and prosecution's understanding of the
TF risk and TF investigations and prosecutions, including the use dihancial
intelligence, both domestically and in cooperation with foreign counterparts.
Assessors also focused on the private sector's and supervisors’ understanding of the
obligations related to TFS.

Areas of Lesser Risind Attention

56. Group financing conpanies and asset management companies whose
activities are focused primarily on managing portfolios of nonperforming loans of
domestic Fls have a lower level of ML/TF risk as they are limited with respect to the
volume of their transactions and interactian with third parties. The assessment team
devoted lesser attention to these areas.

Materiality

57. China's GDP grew by 8% in 2017 with nominal GDP reaching
RMB82 1 trillion. The average annual GDP growth rate over the fivgear period from
2013 to 2017 was7.1%, and the unemployed rate has averaged 5.1% over the period.
China is transitioning from high-speed to highquality growth, and the authorities
have set a GDP growth target of 6.5% for 20EDomestic credit to the private sector,
which averaged 15% oer the 5-year period, fell to 12.8% in 20179

58. China has a large and complex financial sector. 18 main commercial banks
(including 5 large commercial banks, 10 joinstock commercial banks and
3 policy/development banks) account for 69% of the total assebf the banking
sector. Banks dominated financial sector activity with total assets of
RMB252 trillion at the end of 2017. China's banking sector has witnessed rapid

8 IMF, China Article IsV Reprt, p. 59.
9 IMF, China Selected Indicators, China Article IV Report 2018, p. 3.
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growth over several years. This trend has moderated over the past year and growth
in banking sector assets 08% in 2017 was half the rate of growth for the previous
year, and banking sector assets fell as a percentage of GDP for the first time since
2011.10 Assets of insurance and capital market institutions totalled RMB 16 and 13
trillion resp ectively.

Structural Elements

59. China has a stable political system and wetleveloped institutional
infrastructure. The Anti-Money Laundering Joint Ministerial Conference (AMLIMC),
comprised of 23 different government departments, has been meeting regularbnce
2002 to direct and ccordinate the implementation of the AML/CFT framework, with
the State Council approving the outcomes of its work.

Background and Other Contextual Factors

60. There are strong and mature institutions across the public sector and
mechanisms are in place for the national c@rdination of AML/CFT initiatives.
Regulatory objectives and strategies are transmitted through a multiplicity of
secondary legal instruments with a degree of duplication in several instances, which
has the potentid to negatively impact the system’s effectiveness. The country’s vast
size requires a fragmentation of the institutional arrangements which presents
coordination challenges, some of which were observed by the assessment team.

61. Corruption is considered to k& a significant predicate offence and the
authorities have prioritise d anti-corruption initiatives. There is, however, no strong
indication in terms of the operation of government agencies, that corruption has
negatively impacted the overall effectivenessf the AML/CFT system.

AML/CFTStrategy

62. China’s national AML/CFT strategy is set out in the Opinion on Strengthening
the Supervisory Framework and Mechanism for AMbney Laundering, Countering the
Financing of Terrorism and Antifax Evasion (Stat€ouncil GAD Letter No. [2017] 84)
issued by the General Office of the State Council. The strategy emphasizes the role of
the AMLIMC as the national coordination body and the PBC as the leading AML/CFT

10
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authority. Its objectives include strengthening the legl and regulatory framework,
the capacity of AML/CFT institutions and cooperation among the agencies. The
strategy also seeks to strengthen international cooperation.

Legal and Institutional Framework

Policy Ceordination Bodies

63. The AMLIMC is the highe®AML/CFT coordination body in China. It is led by
the Governor of the PBC, and its membership includes the main AML/CFT
government agencies.

64. The t''Ztie fee '~ (PBQ)fs the central bank and the principle
AML/CFT authority in China with responsibility for co-ordinating all national
initiatives. It houses the AnttMoney Laundering Bureau (AMLB) and the China Anti
Money Laundering Monitoring and AnalysisCentre (CAMLMAC). The PBC, in
collaboration with sector supervisors, is the main AML/CFT supervisoof Fls.

65. The PBC hosts theFinancial Intelligence Unit (FIU) which consiss of
CAMLMAC, the AMLB and thes3?BC branches, each of which executes aspects of the
function of China’s FIU (see 10.6 for more details). The report refers to the three
componentstogether as Sc<efie [ fe%tete—

66. CAMLMAGs the central component of China’s FIU. It receives STRs and LVTRs,
and all of the information contained in key STRs directly reported to the 36 PBC
branches at provincial level. It undertakes analysis, maketisseminations to central
LEAs or forwards information to the AMLB or provincial branches for administrative
investigations.

67. The AMLBIs responsible for supervision, administrative investigations, policy
oversight, and the overall ceordination of the PBC

$QWRQH\ ODXQGHULW B DQRUERWQWEDQFLQJ RHB VX UBY DQ G K$QD



30 GCHAPTER 1. ML/TF RISKS AND CONTEXT

70. The SPP
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79.  TheChina Securities Regulatory Commission (CSR@je prudential regulator
for securities institutions and supports the PBC on AML/CFT supervision.

80.  The State Administration for Foreign Exchangé&AFE is administratively part
of the PBC and is in charge of supervising foreign exchange transactions.

81l. The Ministry of Justice (MDJ)coordinates mutual legal assistance (MLA)
pursuant to relevant treaties and conventions. It is also responsible for licensing and
supervising lawyersand notaries.

82.  The Ministry of Finance (MOF)s responsible for licensing and supervising
accounting firms, and certified public accountants. It is also responsible for allocating
budget to competent authorities, including to the PBC and its branches.

83.  The Ministry of Foreign Affairs (MFAdevelops mlicies on international co
operation and facilitates China’s co-operation with other governments and leads on
the implementation of UNSCR4dt facilitates China’s accession to international and
regional AML/CFT organgations.

84. The Ministry of Housing and Urban-Rural Development (MOHURDIs
responsible for the supervision of the real estate sector.

85. The Shanghai Gold Exchange (SGE) a nonprofit self-regulatory body
established by the PBC. It supervises largeeale gold trading conducted by its
members who consist of personsauthorised to trade in gold in China. The members
include major gold producers, processors, and retailers, but does not cover the
downstream network of 11500 institutional customers.

Financial Sectorand DNFBPs

Financial institutions

86. Banks dominate financial sector activity in China. As of December 31, 2017,
assets ofcommercial banks (arge commercial banks, joint stock commercial banks
and urbancommercial bankg and the assets of rural banks and other dmsit-taking
institutions tot alled RMB252 trillion.

87.  The activity of foreign branches and majorityowned subsidiaries is significant
when compared to China’s financial sector. Most foreign branches and majority-
owned subsidiaries are owned by the top five banks. As of the end of 2Qlthese
banks had 1270 overseas branches, accounting for 1.85% of the total number of
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branches (68800). The branches’ assets, account for 12% of the total assets
(RMB92.82trillion) of the top five banks

88. There are licensed capital market entities in Gha with assets totaling
RMB13.5trillion. Securities and funds management firms dominate the sector’s
activity. Assets held by insurance entities totided RMB 16.8rillion.

Table 1.1. Overview of the Financial Sector (as of 31 December 2017)

Type of Institution No. of Assets Sector AML/CFT Supervisor Undertakes the Following
Entities Billions Supervisor Activities Defined as Financia

RMB Activities in the FATF Glossa
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Type of Institution No. of Assets Sector AML/CFT Supervisor Undertakes the Following

Entities Billions Supervisor Activities Defined as Financi
RMB Activities in the FATF Glossal

Trust Company 68 658 CBIRC PBC in collaboration with CE 9

Financial Leasing 69 250 CBIRC PBC in collaboration with CE 3

Company

Finance Company of 247 5539 CBIRC PBC in collaboration with CE 2

Enterprise Group

Automotive Finance 25 745 CBIRC PBC in collaboration with CE 2

Corporation

Consumer Finance 22 282 CBIRC PBC in collaboration with CE 2

Corporation

Money Brokerage 5 15 CBIRC PBC ircollaboration with CBI 13

Corporation

Others
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89.  Online lending is one of the 7 categoriesof China’s internet finance sector. It
refers to direct lending between individuals through internet platforms (also referred

to as "P2Ponline lending™). These platforms provide intermediary services, including
information exchange, matching, and credit rating assessment, for investors and
financiers, as well as credit loans directly from microlending companies to users. Most
P2P credit loans ae processed through internet platforms, while P2P collateral loans
require offline review. Currently, personal loan amounts do not usually exceed RMB
200 000. Corporate loans cannot exceed RMB 1 million. Accumulated loan amounts
across allonline lending platforms cannot exceed RMB 1 million for natural persons
and RMB 5 million for legal persons. However, these ceilings can revolve. Online
lending institutions are to be registered by local governmentand supervised for AML
measures by the PB@Online lending platforms may apply for telecommunications
business licenses.

90. There was a decrease in the number afline lending platforms in 2016, with

2 448 platforms operating by the end of the year. Guangzhou, Beijing, and Shanghai
ranked top three in terms of te highest amount ofonline lending platform
distribution, which amounted to 51.7% of the national total, while the loan balance
from thesethree regions amounted to 78.9% of the national total.

Table 1.2. Statistics of online lending institutions (P2P and online lending companies)

Number of platforms 3216 2805 2057
Loan balance of 690.9 1224.7 871.6
(billion & RMB)

91. Specific AML regulations have yet to target the internet finance sector.
Supervision ofonline lending and related practices has not yet taken off. The NRA
considers that the residual vulnerability of the internet finance sector is high.

12 Includes internet payment, online lending, equity crowdfunding, internet fund sales, internet

insurance, internet trust and internet consumer finance.
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DNFBPs

The following DNFBPs operate in China but have not be designated @ndhe AML
Law:

X Real Estate Agents: At the end of 2017, there were approximately 13@00
real estate agencies in China, employing over one million agents. The sector is
estimated to generate income in excess of RMB billion annually.

x Dealers in Precious Metals include SGE’s 253 members and its network of
institutional customers. No data have been provided on the number of persons
who trade with SGE members or the number of unorganized/unregulated
DPMs outside the SGE framework.

X Lawyers in China must be part of a law firm. It is estimatedhere were
325500 lawyers in China at the end of 2016 and 2800 law firms.

X Notaries: At the end of 2016, there were 1375 notaries in China and 301
notary institutions. Notaries dealt with 13990 000 cases during 2016.

X Accountants: At the end of 2016, there were 105200 certified public
accountants in China and 408 accounting firms.

x Company Service Providers: No data have been provided on the number of
such providers.

92. It is illegal to operate casinos in China.

93. When assessing the effectiveness of prentive measures and AML/CFT
supervision, the assessment team gave the highest importance to banks, followed by
payments institutions. The securities and futures, insurance, internet finance, real
estate agents, company service providers, and DPM were catered to be at a
medium level of importance. Less importance was given to other DNFBPs sectors.

Prevertive Measures

94.  China’s preventive measures regime is set-out in the AML Lawand a vast
number of secondary legal instruments, including regulations, notes, administrative
measures, opinions, rules, and guidelines. In the process of conducting the
assessment, the team reviewed more than 30 AML/CFT regulations in addition to
many other secondary legal instruments relevant to the assessment. This fragmented
framework results in several instances of overlap and duplication across the legal
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framework and, in some cases, makes it difficult to understand the source and nature
of specific obligations.

Legal Persons anfrrangements

LegalPersons

95.  There are three types of legal persons in China: (i) special public legal persons;
(i) non-profit; and (iii) for -profit legal persons:

i. Special legal persons include state agency legal persons (2BID), basic self
governing mass organizations (66M00), rural collective economic
organizations (7700), and urban and rural cooperative economic
organizations (2017 000). These legal persons are created by state
organisations. The latter can undertake commercial activities, and although
the ownership of these entities is cobictive, the control is not. These types of
legal persons are for the most part not covered in this report.

ii.  Non-profit legal persons include public institutions (970000), social groups
(352 000), foundations (6 300), social service organizations (397000), and
overseas NGOs (393). These entities are covered under 10.10 (NPOs)

iii. For-profit legal persons consist of limited liability companies (LLC,
23798 000), joint-stock limited companies (JSLC, 14@00), stateowned
enterprises (357000), listed companies (3 400), and foreign investment
enterprises (539 000). These foreign investment enterprises include wholly
owned foreign enterprises, Chinesdoreign equity joint ventures, and
Chineseforeign contractual joint ventures. Other forprofit legal persons
include enterprises owned by the whole people, enterprises owned
collectively, private enterprises, and associated enterprises. In addition to
these, there are also legal entities that do not qualify as legal persons under
Chinese law, but that are nonetheles®levant for this report. These other for
profit quasi-legal persons include other norcorporate persons that do not
meet the requirements of legal persons, partnerships (55600), sole
proprietorships (2 586 000), enterprises of foreign jurisdictions that are
involved in business operations within China, residentand representation
offices of foreign enterprises. LLCs and JSLCs are also referred to as
“companies,” based on the terms used in theCompany Law.
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96. Notably, the Civil Law defines for-profit legal persons to “...include limited
liability companies, joint stock limited companies, and other enterprise legal persons”
without indicating what these other for-profit legal persons are. This provides legal
flexibility as China continues its reforms, but als@reates some uncertainty as to the
types of legal entities that exist.

Legal Arrangements

97. In addition to foreign trusts, which are notrecognised or regulated in China
but can undertake business in China (e.g., owninghinese companies)the Trust
Lawrecognises three types of trust: (i)civil trusts; (ii) charitable trusts; and
(iii) business trusts. In the previous FATF/EAG assessment report of China, all of
these trusts were considered to meet the definition of legal arrangements under the
old R.34; however, under the current standard only civil trusts meet the definitiorof
legal arrangement.

x Civil trusts: There are three types of civil trusts: wealth, educational, and
testamentary. Educational civil trusts aim to provide funds for education;
testamentary civil trusts aim to ensure that the will of a deceased is executed
(as far as the distribution of asset of the deceased is concerned); and wealth
civil trusts allow a person's wealth to be managed by another person. Unlike
business trusts and charitable trusts, civil trusts are not regulated by the
CBIRC and the only legal provisions governing civil trus@re those found in
the Trust Act. While the legal framework explicitly requires business and
charitable trusts to be managed by trust companies)o professional trustees
are required for civil trusts. As was indicated in the previous assessment
report, it remains possible for civil trusts to be established and administered
outside the regulated sector. According to authorities and (academic)
literature, civil trusts are said to be rarely used in China, which is in line with
the observations of the assessnr team.

X Business trusts: The assessment team considers that business trusts despite
their name do not meet the FATF definition of legal arrangements, but that
these are financial investment products offered by trust companies that are
financial institutio ns (as covered under 10.3/10.4 in this report)

13
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100. China does not have one central authority dealing with MLA requests. It has
established a mult-channel method of carrying out international ceoperation.
Government agencies which are involved in this process include the MOJ, the MPS, the
MFA, and the SPP.

14 The function has been transferred from the SPP to the NSC.
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CHAPTER 2. NATIONAL AML/CFT POLICIES AND CO-ORDINATION

Key Findings and Recommended Actions

Key Findings

a)

b)

d)

Since 2002, China haslemonstrated an ongoing practice of developing
AML/CFT policies and risk mitigation activities based on risk assessments,
as evidenced by the number of threat, vulnerability, and risk studies
conducted in China since that time, and the subsequent issuancdé
opinions, measures, regulations, and laws resulting from such studies. With
the publication of its first NRA in June 2018, China has formalized the
process for identifying and assessing its ML and TF risks.

China’s framework for AML/CFT cooperation and coordination is well
established. The AMLIMC, comprised of 23 different government
departments, has been meeting regularly since 2002. The State Council’s
approval of outcomes of the AMLIMC’'s work is an indication of the
importance the authorities attach o AML/CFT. The PBC is the lead
department responsible for formulating and updating the AML/CFT
strategy which is published by the State Council and to which implicated
departments are held accountable through the national audit process.

While China demongrated that it has a good understanding of ML/TF risks
and that its understanding of risk was not based solely on the NRA but
rather on its long history and practice of undertaking threat, vulnerability
and risk assessments, its understanding has gaps. thllole among them are
DNFBPs (expanded upon further in the following Key Finding) and legal
persons and arrangements. In addition, China’s understanding of ML/TF
risks is hampered, to some extent, by an overreliance on known threats
derived from the analyss of predicate offences thereby missing information
on the methods and trends of ML activity that would only be derived from
ML crimes that were not prosecuted.

While there is a reasonably good understanding of risks at the sectoral level
for DNFBPs, thee is a lack of risk assessments of individual DNFBPs due to
the absence of supervisory arrangements. China is aware that the lack of
guidance for DNFBPs represents a vulnerability along with the failure of
DNFBPs to implement effective CFT systems. China’s understanding of
ML/TF risks faced by DNFBPs would be significantly enhanced once
AML/CFT obligations are fully and properly imposed on all entities in the
DNFBP sectors.
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Recommended Actions

a) China should expand the information sources relied upon to formiate its
NRA to include broader perspectives of the ML/TF threats, vulnerabilities,
and risks it faces such as academic and international organizations’
publications on the subject as well as feedback from foreign jurisdictions.
This will allow a more babnced understanding of the ML and TF risks faced
by China beyond those directly linked to proceeds generating predicate
offences.

101. The relevant Immediate Outcome considered and assessed in this chapter is
10.1. The Recommendations relevant for the assessnief effectiveness under this
section are Rs.1, 2, 33, and 34.

Immediate Outcome 1 (Risk, Policy and Coordination)
‘— o —"Uiiderstanding of its ML/TF Risks

102. China has demonstrated a pattern of studying threats, vulnerabilities and risks
on a variety of subjects related to ML since the inception of AMLIMC in 2002. With the
completion and subsequent publication of its first NRA in June 2018, China has
formalized the process for identifying and assessing its ML and TF risks. The NRA is a
culmination of a two-year effort that involved input from 23 government
departments as well as different Fls and DNFBPs.

103. While considering a range of credible information sourcesChina’s NRA
primarily draws upon an analysis of 680000 published court judgements of predicate
offences, between 2013 and 2015, to inform itself of the threats to the country’s
economy and social order. The NRA places, however, a focus on predicatenuiés
and lacks sufficient attention to how the proceeds of crime are actually laundered
beyond those directly implicated in the predicate offence. While authorities in China
demonstrated a strong understanding of the contents of the NRA and proceeds
generaing crimes, the overall understanding of China’s ML risks was demonstrated

to be much lower.

104. The NRA alsanalyses inherent vulnerabilities and the mitigating controls in
place related to financial sector products and the activities of some DNFBPs. TheANR
examines vulnerabilities in China's AML/CFT regime through an analysis of the
preventive measures, such as the system of laws and regulations, supervision, and the
effectiveness and/or weakness of criminal penalties, law enforcement mechanisms
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and capabi
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107. While China has addressedisk for some DNFBPs in the NRA, the PBC has not
conducted any risk assessment of individual DNFBPs (aside from trust companies)
thereby missing information related to risks posed by the clients of DNFBPs and their
products that would havebeenavailable were the sectors appropriately supervised

for AML/CFT. The CSP and DPS sectors are not discussed in the NRA and are unrated.
During the onsite visit, the DNFBP sector supervisors (the MOHURD, the MOF, and the
MOJ) demonstrated a low level of understanding oML/TF risk within their
supervised sectors. The authorities stated that the sector supervisors are actively
involved in the ML/TF risk assessment process, but no specific or detailed
information was provided to demonstrate this.

108. While an important step in understanding its ML/TF risks, China’s NRA
contains some gaps in its analysis of ML/TF vulnerabilities. One such example was
identified in the context of Fls conducting customer due diligence (CDD) measures.
The NRA states that “...there is no authoritative channel to inquire about the BO
information of legal persons and legal arrangements. Most banks do not carry out
checks of ownership, in the absence of regulatory requirements...” The NRA does not
address company service providers (CSPs)

109. Another example ofgaps in the NRA relates to the assessment methodology:
the risk mitigation factors considered are, in some instances (e.g., in the vulnerability
assessment of the real estate sector) not the controls specified in tAML Law rather
the NRA considers vaus sector controls either unrelated to, or only indirectly
related to, AML/CFT controls.

110. Chinese authorities indicated that the NRA was a confirmation of a pre
existing understanding of ML/TF risk formulated over the past several years from the
various industry risk assessments conducted and the Annual National Threat
Assessment exerciselhe rating of 10.1 is positively affected by China’s overall level

of understanding of risks, supported by the longstanding practice of threat,
vulnerability, and risk studies conducted in China, and the subsequent-codinated
actions to combat predicate offenses ML and TF.

National Policies toAddresddentified ML/TF Risks

111. As mentioned earlier, China has demonstrated a pattern of studying threats,
vulnerabilities and risks on a variety of subjects related to ML since the inception of
AMLJIMC in 2002. These studies, as is the case with the NRA, resulted in action plans
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often involving the issuance of opinions, measures, regulations and laws to serve as
mitigating factors to address the risks identified. Through the oversight of the State
Council, and the national audit process, implicated departments are held accountable
to delivering on these action plans

112. In 2013, China established the National Leading Group for Countgy
Terrorism (the Leading Group) TheLeading Goup plays a leading role in intelligence
warning, prevention, emergency response, aftercare, and publicity in every aspect of
countering terrorism, including terrorism financing. The Leading Group is servety
State Councilors, which consists of a leading group office and a countering terrorism
operations office. The members of théeading Group include fixed members and ad
hoc members. The fixed members include the MFA, MPS, MSS, and the PBC, while ad
hocmembers may include the Ministry of Transport, Ministry of Civil Affairs, Ministry
of Health, etc. depending on thtopics to be discussed/addressed. TheeadingGroup
sets policies and drafts action plans, the latest of which was shared with the
assessmeh team but for security reasons are not published publicly. After the
establishment of the Leading Group, various provinces, autonomous regions, and
cities also established local leading groups accordingly.

Exemptions, Enhanced arsimplifiedMeasures

113. Chnaidentified bank cards as higkrisk products. In response, China points to

the Notice of the PBC on Strengthening the Administration of Bank Card Business (PBC
Document No. [2014] 5knd the Notice on Further Strengthening the Arliloney
Laundering Workof Bank Card Business (PBGAD Document No. [2014] 124} two
examples of enhanced measures put in place to mitigate the risk related to bank cards.
These notices strengthened requirements for the identification during the application

and usage of bankards outlined inthe AML Lawand the Administrative Measures for
Customers Identification and Documentation of Customers Identity Information and
Transaction Records by Financial Institutions

114. China indicated that Fls are permitted to implement certain simplified
measures. Jointly with regulatory authorities, Fls are to evaluate the ML/TF risks of
the relevant business products, including the vulnerabilities of adopting any
recommended simplified measures. Any simplified measures adopted must be done
through reaching a mutual agreement with the regulatory authorities. One such
example was in 2016 when, after assessing the risk of various account activity, the
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PBC issued a classification system rfopersonal bank accounts. Accounts were
classified into three categories: I, Il, and Ill. Category | is an unrestrictellly
functioning bank account that must be opened in person at the Fl and is subject to-on
site verification of identity. Only one Catgory | account is permitted per customer
per Fl. Category Il accounts allow for the electronic transfer of funds, the purchase of
financial products, and for making payments of less than RMB DD0 per day.
Category Il accounts are restricted however, andannot be used to withdraw cash.
Category Il accounts only allow for small value consumption and payments with the
account balance of no more than RMB 1,000. Based on an identification of low ML risk
and in an effort to enh