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1.
STATISTICAL POSITION
1.1
DATA AS OF DECEMBER 31, 2005 AND 2004
	
	
	December 31, 2005
	December 31, 2004

	No.
	Type of Funds
	Number of Funds
	Net Assets under Management  (in US$)
	Number of Funds
	Net Assets under Management  (in US$)

	1.
	Equity funds
	  149
	RMB 205.62 Billion (25.48 Billion US$)
	    114
	RMB 191.06 Billion (23.07 Billion US$)

	2.
	Bond  Funds
	    25
	RMB 40.25 Billion (4.99 Billion US$)
	23
	RMB 23.00 Billion (2.78 Billion US$)

	3.
	Balanced Funds
	    18
	RMB 36.46 Billion (4.52 Billion US$)
	15
	RMB 47.26 Billion (5.71 Billion US$)

	4.
	Money Market  Funds
	    26
	RMB 186.79 Billion (23.15 Billion US$)
	9
	RMB 63.33 Billion (7.65 Billion US$)

	
	Grand Total
	218
	RMB 469.12 (58.13 Billion US$)
	161
	RMB 324.65 Billion (39.21 Billion US$)


      Note:  1) US$: local currency exchange rate on Dec. 31, 2005: 8.07; 

US$: local currency exchange rate on Dec. 31, 2004: 8.28.
2) Equity funds include 54 close end funds.

3) Bond funds include 5 guaranteed funds.  

4) Source: Mutual Funds Research & Evaluation Centre, China Galaxy Securities Co. Ltd.

1.2 Total number of Asset Management / Investment Management companies managing mutual funds:  52
1.3 Total assets under management: 

As a percentage of the total stock market capitalization:  16% (not including nontradable stocks)

As a percentage of bank deposits:  3.3% (as a percentage of household savings)
2.
DATA RELATING TO INVESTORS IN MUTUAL FUNDS/UNIT TRUSTS

2.1
Are any data available relating to the number of investors in the mutual fund industry?
     No.

2.2 If yes, please provide the data for the last two years and the source of this data.

                         No. of Shareholders                   Date
                               ________                          Dec. 31, 2005



    ________
  
                Dec. 31, 2004
2.3 Are there data available separately for retail investors and institutional investors?       No.

2.4 Does the Association play any role in promoting retail investment in the mutual fund industry ?  If so, please give details.
The Securities Association of China plays a limited role in promoting retail investment through publishing brochures and organizing training activities for retailers.
3.
INTERNATIONAL INVESTMENT FUNDS
3.1    Are funds of other countries sold in the country ?     No.

3.2
Are your funds allowed to invest abroad
?
         No.

3.3
If yes, please indicate number of funds, countries where allowed to invest, and value of sales for the year ending December 2005.  Any developments in this area could be highlighted.   

4.
LEGAL AND REGULATORY SITUATION
4.1
Any important developments in this area in the last two years may be highlighted.   
Since the Securities Investment Fund Law came into force on 1st June 2004, China Securities Regulatory Commission (CSRC) has promulgated 6 regulations to make the Law effectively implemented. 

 1) Rules on Operation of Securities Investment Funds, which stipulates securities investment funds’ offering, subscription, redemption, investment, dividend and shareholder’s general meeting; 
2) Rules on Appointment of Senior Managements of the Securities Investment Fund Industry, which regulates qualifications of board chairmen, executives, compliance officers of fund management companies and executives of custodian banks.
3) Rules on Information Disclosure of Securities Investment Funds, which formulates formats and rules of the disclosure of securities investment funds; 

4) Rules on Distribution of Securities Investment Funds, which regulates marketing, selling and advertising of securities investment funds;  
5) Rules on Securities Investment Fund Management Companies, which governs the setting up, and corporate governance of fund management companies; 

6) Rules on Custodian Qualification of Securities Investment Funds, which regulates qualifications of custodian banks.
5.
DISTRIBUTION OF MUTUAL FUNDS


5.1
Statistical Position
	No.
	Channel
	No. of entities involved
	Percentage of total funds distributed
(estimated)

	1
	Banks
	16
	60%

	2.
	Distribution companies
	1
	0%

	3.
	Individual agents/brokers/intermediaries
	64
	20%

	4.
	Direct sale by mutual funds
	52
	20%

	5.
	Any other (pls. specify)
	
	


5.2 A brief commentary on developments in the area of distribution.

Currently, open-ended funds mainly have three distribution channels: fund management companies, commercial banks and securities companies.  Among the three, banks are the most important, which occupy around 60 to 70 % of the market share.  For securities companies and direct sale of fund management companies, each takes around 20% of the market share.

6.
SYSTEMS AND PRACTICES IN MARKETING OF FUNDS

6.1
Do the Regulations specify any maximum rates for commission to intermediaries/agents/brokers ?  If so, please indicate. 
No.  The commission to intermediaries that sell funds for fund management companies is decided upon the negotiation between intermediaries and fund management companies.
6.2
What is the maximum load allowed under Regulation and for what purpose is it used ?
The maximum load, either for subscription or redemption, is not allowed to exceed 5% under the Rules on Distribution of Securities Investment Funds. It is mainly used for paying commission and marketing expenses. 

6.3 Are there any limits prescribed for sales and marketing expenses?  If so, please specify.
There are no limits for most funds except money market funds.  According to CSRC rules, money market funds that don’t charge subscription or redemption fee, can deduct maximumly 0.25% from fund assets to pay sales and marketing expenses.  
6.4  
Is there a general or specific Regulation or Rule governing intermediaries selling mutual fund schemes ?  If so, which agency administers the Regulations ?

Yes, Rules on Distribution of Securities Investment Funds governs qualifications and marketing practices of institutions engaging in fund distribution.  CSRC administers these rules.

6.5
Is there a qualifying examination for intermediaries ?  If so, which agency conducts the exam and what are the details such as syllabus, passing marks, nature of conducting the exam, etc.   

No. 

6.6
Are there any regulatory or industry rules relating to marketing practices ? Can mutual funds give gifts/prizes to distributors to encourage distribution of their funds ? Can such gifts/prizes be given directly to investors ?  Are these covered by any regulation ?
Rules on Distribution of Securities Investment Funds stipulates marketing practice rules.  Gifts/prizes are not allowed to be given to distributors or investors according to the rules.
7.
CUT OFF TIMINGS FOR APPLICATION OF NAV
7.1 What is the system followed in respect of cut off timings ?  

Fund management companies disclose cut-off time for applying NAV in the prospectus after discussing with custodian bank.  Fund subscriptions, redemptions and exchanges can only be processed within the time disclosed in the prospectus.  If investors apply for subscriptions, redemptions and exchanges in other time, the NAV of next business day shall be applicable.
7.2 Are there any rules/regulations or are they left to the individual players ?
No.   But according to the industry practice, the cut off time is 3:00pm, the closing time of Shenzhen and Shanghai stock exchanges.  After 3.00 pm, the NAV for applications for subscriptions, exchanges and redemptions shall apply the next business day’s NAV.
7.3
Do such cut off timings vary from Fund to Fund, or is it uniform for all types of funds/classes of funds ?

It is unified.

7.4
Are there any instances of late trading ?  Is late trading an issue and, if so, what steps are being taken by the Regulator and the industry association to curb such tendencies ?

Up to now there are no instance of late trading and it doesn’t seem to be prevalent in China.
7.5 Any specific suggestion to prevent such practices.

To prevent such practices, enhancing internal control seems to be necessary.
8.
PRICING ERRORS
8.1 Are there specific rules for reporting pricing errors to the Regulator ?

Yes, there are specific rules for reporting pricing errors to regulator. According to the Securities Investment Fund Act, when there are NAV calculation errors, fund managers should correct errors and take actions as soon as possible to prevent the further loss of investors’ money.  When the error exceeds 0.5% of the NAV, fund managers should disclose and report to CSRC.

8.2 Are there specific rules for compensating investors, in the event of pricing error ?

There are rules for compensating investors in the event of pricing error, but not specific. The regulator requires fund managers to disclose in the fund contract on how to compensate investors in the case of pricing error.

9.
RISK MANAGEMENT SYSTEMS
9.1
Is there a risk management system prescribed by the Regulator ?
Yes/No

Refer to 9.2. 

9.2
If yes, please give a brief description.
There are some provisions regarding internal control and risk management, including, setting limitations on investment; making requirements on reserve (contingent) fund for risk control; requiring fund management companies to set up internal control and risk management system.  CSRC also issued the Guidelines on Internal Control of Securities Investment Fund Management Companies. 


9.3
If no, does the Industry Association formulate any systems
 ?



Yes/No




No. 


9.4
If yes, please give a brief description.

9.5 If no, what is the system followed in the industry ?

Generally, each fund management company has established its own risk management system.  Popular techniques used by international players such as BARRA are introduced into the system by many companies.
9.6 Does the industry follow any system of disaster recovery/business continuity plan ?

 

Each fund management company develops business continuity plans as part of its risk management framework.
9.7 If yes, please give brief details.

Rules on Securities Investment Fund Management Companies requires all companies set up disaster recovery /contingency plans that deal with contingencies that may bring great loss to shareholders, or cause systematic risk and social stability problems.    

10.
PERFORMANCE EVALUATION
10.1 Are there regulatory provisions relating to making and/or publishing performance evaluation ? If so, give details.   
Some regulatory provisions relate to making and publishing performance evaluation.  For example, CSRC issued Rules on Information Disclosure of Securities Investment Funds No.2: Making and Publishing NAV, which includes how to calculate and disclose NAV, growth rate of NAV, and compare with benchmarks.  Rules on Distribution of Securities Investment Funds stipulates that, fund advertisements should not include the forecast of fund investment performance; if publishing past performance of funds being promoted or other funds managed by the same managers, past performance should be calculated in compliance with regulations  or industry accepted principles; performance comparison among funds should use comparable data source, statistic techniques and periods; Using results of performance evaluation conducted by third party agencies, should state what agencies made the evaluation, and when were made.  
Are there third party research or other agencies doing performance evaluation ? If so, give details.

Morningstar (Shenzhen) and Fitch Ratings (Beijing) have started their business in China.  A few domestic agencies are also doing performance evaluation, such as Mutual Funds Research & Evaluation Centre, China Galaxy Securities Co. Ltd.; Research Centre, CITIC Securities Co. Ltd.
10.2 Are there Regulatory provisions relating to benchmark indices against which the performance of mutual fund is to be assessed ?

No.

10.3 Does the Industry Association undertake any performance evaluation activities ?

No.
11.
ROLE OF MUTUAL FUNDS OFFERING PENSION FUNDS


11.1
Do mutual funds offer and manage their own pension funds /  


schemes ?



Securities Investment funds do not offer and manage their own pension funds, but can manage portfolios for the National Social Security Fund.  There are 9 fund management companies have been chosen as qualified portfolio managers of the National Social Security Fund.

11.2 If yes, please provide details such as number of funds, nature of pension funds, assets under management, fee structure, etc.
Refer to 11.1.
11.3 Are there separate guidelines for pension funds ?                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                            
Yes.  The Ministry of Finance and the Ministry of Labor and Social Security jointly promulgated the Provisional Regulations on Investment of the National Social Security Fund. 
11.4 Is there a separate authority for regulating pension ?      

Yes.

11.5 If yes, please give details.

The regulatory authority of pension funds is the Ministry of Labor and Social Security.  The National Council of Social Security Fund, the most important pension fund in China, is managed by the National Council for Social Security Fund.   There are also local social security funds which are managed by local social security administration centers.
12.
ROLE OF MUTUAL FUNDS IN MANAGING FUNDS FOR INSURANCE AND PENSION COMPANIES

12.1
Do mutual funds manage funds for insurance companies ? 
Fund management companies do not manage insurance asset as segregated accounts.  Insurance assets are generally managed by insurance companies or specialized insurance asset management companies, but they do invest in securities investment funds.  

12.2
If yes, please provide some details.
Refer to 12.1. 
12.3
Do mutual funds manage funds of pension companies ?


Yes.

12.4 If yes, please provide some details.

According to the Provisional Regulations on Corporate Pension Funds，fund management companies can manage funds for pension companies as investment managers.   Up to now 9 fund management companies got the certification of investment management of corporate pension funds.
13.
ROLE OF THE ASSOCIATION
13.1 Does the association consist only of mutual funds or any other entities ?  If so, please specify.   

The Securities Association of China consists not only of fund management companies.  Securities companies and securities investment consulting institutions are also members.
13.2 Are there different categories of members ?  If so, please specify and indicate their voting rights and other obligations/responsibilities/fee structure.   
There are two categories of members: general member and special member. General members include securities companies, fund management companies and securities investment consulting institutions.  They vote on strategic issues, and the appointment of board directors, directors of supervisory board and secretary general.  Different general members have different fee structures.   Securities companies are charged on the basis of registered capital; fund management companies are on the basis of assets under management; securities investment consulting institutions are charged a fixed amount annually.  Special members include stock exchanges, local securities associations, and custodian banks.  Special members pay membership fee on a voluntary base.  They do not have voting rights.  
13.3
Briefly describe the role and functions of the Association.

The role of the Securities Associations China is bridging between the government bodies and members, safeguarding members’ rights and interests and conducting self-regulation.

          The functions are: 1) Self regulation.  The association formulates and enforces self-regulation rules, keeps integrity records for professionals of the securities industry, organizes qualifying examination and manages qualifications of professionals, mediates disputes between members or between members and their customers. 2) Lobbying and communication.  The association reports to regulatory organizations about problems and needs of its members, speak for members.  It also promotes the industry.  3) Service.  The association provides members information service and training.
13.3 What is the funding pattern, system of contribution ?  

The main source of the fund is from membership fee.
13.5
Is there any financial support provided by the Regulator/Government ?  If yes, please specify.


No.

13.6
Is the Association officially recognized as a self regulatory organization (SRO) by the Regulator ? If yes, please specify the responsibilities, role and activities.

The Securities Association of China is officially recognized as a self regulatory organization (SRO) by the Regulator according to the Securities Law.  As for the responsibilities, role and activities of the association as a SRO, please refer to 13.3.
13.7
If not, what is your view on the association becoming an SRO ?  Is it necessary, effective or not.  Please give your observations/comments.

13.8 What more could the association do ?

The association can do more in formulating the industry development plan, promoting innovation and  investor education.

14.
BUILDING INVESTOR CONFIDENCE IN THE FUND INDUSTRY
14.1 Does the Regulator play any role in building investor confidence ?  If yes, please describe in brief.   

The Regulator plays an important role in building investor confidence in China.  Since the State Council issued the Guidelines on promoting Reform, Opening-up and Steady Development of China’s Capital Market, in which protecting the interests of investors and increasing investment return are emphasized, CSRC has put through a series of reforms and policies to reinforce the infrastructure for long term development of the capital market.   The ongoing historical reform of nontradable state shares, started from 29 April 2005, will fundamentally restructure the capital market.  
The Regulator also facilitates other entities such as media, fund management companies, securities companies to put efforts in investor education.

14.2 What does the Association do in this area ? Please specify.   

Investor education and industry promotion is one of the daily activities the Association takes.  The association may publish education brochures, hold seminars, or make TV programs.  
14.3 What do the members of the Association do ? Please specify.  

To build investor’s confidence, members of the Association are improving quality of services, innovating product lines, undertaking investor education, upgrading performance and building up good image.
14.4 What are the suggestions in this regard ?
The most important concern for building investor confidence in the long run, is to improve the quality of listed companies which will eventually increase investment return.
15.
ANY OTHER INFORMATION
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