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Dear Chairman Dogan Cansizlar, ladies and gentlemen,

Good afternoon! It is my great honor to speak at this Panel. I shall start my speech
by briefly touching upon the status quo of Mainland Chinese capital market, and then
introduce to you the challenges confronted and endeavors made by the China
Securities Regulatory Commission (CSRC) in its efforts to implement the IOSCO
Objectives and Principles of Securities Regulation and join the Multilateral
Memorandum of Understanding (MMOU).

I. Overview of Mainland Chinese Capital Market

Thanks to the reform and opening-up policies, Chinese economy has been booming
with an average annual GDP growth rate of over 9% since 1979. Tremendous and
profound changes are taking place in China’s society, politics, economy, culture and
so on. At present, China is endeavoring to establish a harmonious well-to-do society

with sustainable growths.

In tandem with the robust economy, Mainland Chinese capital market, regardless of
its short history, has also made remarkable progresses in the past decade and is
playing an increasingly important role in national economy. As of the end of May
2006, a total of 1,372 companies were listed with an aggregate market capitalization
of US$ 546.2 billion. And the total proceeds raised in the capital market amounted to
US$ 112.9 billion. In the first five months of 2006, Shanghai Composite Index and
Shenzhen Component Index had jumped 45% and 50% respectively, and the average

daily turnover of stocks in May registered US$ 7.45 billion.

Mainland Chinese capital market is an emerging one in a transitional economy. It is



blessed with abundant opportunities and at the same time confronted with
complicated challenges. The recent priorities of our work include: improve the market
infrastructures; deepen the reform of non-tradable shares; promote the corporate
governance and operations of listed companies; continue to improve operations and
services in securities companies; enhance market efficiency and market innovations;
nurture the growth of institutional investors; improve the legal framework, and crack
down any violations. We believe that after a few years of restructuring, a new era for

sound, steady and sustainable growths of capital market is just on the horizon.

Great importance has always been attached to the opening up of Mainland Chinese
capital market towards foreign investors. In 1993, shortly after the inception of capital
market, the Chinese government permitted Mainland Chinese companies to offer
shares and list abroad. As of the end of 2005, 122 Mainland Chinese companies were
listed in Hong Kong, Singapore, US and UK markets, raising a total capital of
US$55.5 billon. In addition, some Mainland-based companies registered abroad have

listed their shares in overseas markets.

Noticeably, Hong Kong, as the neighboring international financial center, has become
the first choice for overseas listing of Mainland Chinese companies. According to the
statistics from Hong Kong, a total of 340 Mainland-based companies have been listed
in Hong Kong, raising a total capital of HK$ 1.1 trillion. The total market
capitalization of these companies has accounted for 40% of that of Hong Kong market.
Besides raising capitals, the listing in Hong Kong urges these Mainland-based
companies to improve their business operations and apply international standards and

practices.

China has fully fulfilled its WTO commitments in the securities industry. As of the
end of 2005, 7 Sino-foreign joint venture securities companies and 20 Sino-foreign
joint venture fund management companies had been licensed. In addition, China
launched the Qualified Foreign Institutional Investor (QFII) scheme in December
2002, a move beyond the WTO commitments. At the end of 2005, we promulgated
the administration regulation on foreign investors’ strategic investments in Mainland

Chinese listed companies.



Opening to the outside world in all aspects is a set long-term strategy of China. In the
future, we shall continue to push forward the opening up of Mainland Chinese capital
market in line with three principles: firstly, adopt an active and progressive approach;
secondly, draw on valuable inputs and practices from other markets; thirdly, promote

a fair competition for mutual benefits.

I1. Objectives and Principles of Securities Regulation

Since joining the IOSCO, the CSRC has been committed and supportive to all
initiatives and activities of the [OSCO, including the strategic directions on Objectives
and Principles of Securities Regulation and Multilateral Memorandum of

Understanding.

After the IOSCO adopted the Objectives and Principles, the CSRC has been actively
involved by filling out a number of questionnaires drafted by the EMC working
groups. A preliminary self-assessment was internally carried out with the help of the
IOSCO Methodology. At present, our capital market regulatory regime is being

adjusted in line with the Objectives and Principles in the following aspects.

Firstly, vigorous efforts have been made in our legal framework for convergence with
the Objectives and Principles. Last October, with our unremitting endeavor, Chinese
top legislator passed the revised Securities Law and Company Law which have drawn
on and absorbed the concept of three regulatory objectives in the Objectives and
Principles. In the revised Securities Law, more emphasis is put on the protection of
investors, ensuring a fair, efficient and transparent market, and tightening the market

risk controls.

Secondly, the main concepts and philosophies of the Objectives and Principles are

also reflected and applied in our regulatory practices.

1. “The protection of investors is the top objective of securities regulation. The
regulator should have clearly and objectively stated responsibilities and adequate
powers.” The protection of investors has always been on the top agenda of the
CSRC. In September 2005, the Securities Investor Protection Fund with a registered
capital of RMB 6.3 billion (about 0.8 billion US dollars) was launched in order to



protect the legitimate interests of investors in the course of preventing and disposing

risks of failing securities firms.

2. “The regulator should have authority to share both public and non-public
information with domestic and foreign counterparts.” Up to date, the CSRC has
entered into 29 bilateral MOUs with capital market authorities from 26 jurisdictions.
In the year 2005, the CSRC had provided 34 cross-border assistances to overseas

counterparts and received 4 assistances from abroad.

3. “There should be full, timely and accurate disclosure of financial results and other
information. Accounting and auditing standards should be of a high and
internationally acceptable quality.” In February 2006, China published new
accounting and auditing standards with the aim of a better reflection of corporate
financial conditions and earlier indication of risks, which marked the convergence

between Chinese and international standards.

4. “There should be procedures for dealing with the failure of a market intermediary
in order to minimize damage and loss to investors and to contain systemic risk.” In
recent years, the market restructuring and weak performances have posed tremendous
challenges and difficulties to the securities industry. Currently the CSRC is launching
a consolidation and cleanup campaign over securities firms in an effort to dispose of

current risks and to prevent new risks.

ITI. Multilateral Memorandum of Understanding

Since the adoption of MMOU by the IOSCO in May 2002, the CSRC has conducted
intensive studies to identify the possible obstacles and the appropriate occasion to join
it. Extensive communications and discussions have been carried out in a number of
occasions with concerned domestic authorities over the possible legal obstacles and
implementation difficulties that may arise. In April 2006, the CSRC hosted the
IOSCO APRC Regional MMOU Training Seminar. A number of CSRC employees
have also attended the IOSCO training programs in relation to the MMOU and gained

better understandings on the contents, procedures and possible obstacles.

The revised Securities Law has paved away a number of obstacles in our striving to
join the MMOU. Currently our attention is particularly on the following two legal

1SSues:



1. Regarding the legal definition and explanation of the CSRC’s powers to offer
cross-border assistances. The revised Securities Law has for the first time empowered
the CSRC with cross-border enforcement assistances. At present, we are working
closely with the concerned authorities to clarify the CSRC’s powers in cross-border

assistances in the form of implementation rules and other issues.

2. Regarding the relationship between the CSRC’s cross-border assistance and
governmental cross-border criminal assistance as well as the establishment of an
effective mechanism. The CSRC is consulting the concerned Chinese enforcement
authorities on how to provide efficient assistance in the case of “no independent
interest”. Meanwhile the CSRC is in discussion with the concerned authorities on
establishing cross-sector cooperation mechanisms and arrangements in order to

effectively assist in a cross-border judicial assistance.

In summary, great attention has been paid to opening wider for overseas participation
in the rapidly growing Mainland Chinese capital market. Along with the increasing
international activities in cross-border listings, investments and operations, there is a
growing need for cross-border regulatory assistances. Therefore, we are fully aware of
the importance and urgency of joining the MMOU. We are currently drafting the
application documents and translating relevant laws and regulations in a hope to

submit the application within this year.

Finally I would like to take this opportunity to congratulate and thank the Securities
and Futures Commission of Hong Kong for successfully hosting the 31* Annual
Conference. I believe that all of you have been impressed and amazed by this

beautiful international financial center during your short stay.

Meanwhile, it is my pleasure to learn that some delegates will visit Beijing and other
parts of China. On behalf of the CSRC, I would like to take this opportunity to
warmly welcome your visit. Besides, your comments and suggestions on better

developing our capital market are highly appreciated.

Thank you!
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