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Financial Compliance Management: Practices and Insights
—The Analysis of Administrative Measures for Financial Institution Compliance

Management

I. Background

With the rapid development of the financial industry, compliance management plays a vital role in
ensuring the sound operation of financial institutions and maintaining market order. To enhance
financial institutions' ability to operate in compliance with laws and regulations, the National Financial
Regulatory Administration (" NFRA") integrated various compliance management guidelines, including
those for commercial banks and insurance companies. On December 25, 2024, NFRA issued the
" Administrative Measures for Financial Institution Compliance Management" (NFRA Order No. 7, 2024,
hereinafter referred to as the "Measures"), which will take effect on March 1, 2025. The Measures aimto
standardize compliance management across financial institutions, clarify compliance responsibilities,

strengthen risk control, and promote healthy development of the financial industry.

IT. Five Key Highlights of the Measures

1. Expanding Regulatory Scope of Applicable Financial Institutions

Prior to the introduction of the Measures, regulatory provisions mainly consisted of the Compliance
Risk Management Guidelines for Commercial Banks and the Compliance Management Guidelines for
Insurance Companies. The release of the Measures broadens the scope of application to include
various financial institutions supervised by the NFRA and its branch offices. This encompasses not
only previously regulated institutions such as policy banks, commercial banks, and insurance
companies, but also newly added financial institutions like financial asset management companies, trust

companies, corporate group finance companies, financial leasing companies, auto finance companies,
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consumer finance companies, money brokerage companies, wealth management companies, financial
asset investment companies, insurance companies (including reinsurance companies), insurance asset
management companies, insurance groups (holding) companies, and mutual insurance organizations. It
explicitly requires financial holding companies, rural cooperative banks, rural credit cooperatives,
foreign bank branches, and foreign reinsurance company branches to implement these regulations
accordingly. By incorporating a broader range of financial institutions into a unified compliance
management system, the Measures effectively expand regulatory coverage. This not only promotes
uniformity in compliance standards across different types of financial institutions but also enhances

overall industry compliance levels.

2. Clarifying Compliance Management Related Definitions

The Measures clarify that "compliance norms" encompass not only external regulations such as laws,
administrative regulations, departmental rules, and normative documents, but also internal regulations
established by financial institutions to implement regulatory requirements. The Measures define
"compliance management" as "management activities conducted by financial institutions aimed at
ensuring adherence to compliance norms and effectively preventing compliance risks, oriented towards
improving legal compliance operations management, targeting business management behaviors and
employee performance behaviors, including establishing compliance systems, improving operational
mechanisms, cultivating compliance culture, and strengthening supervision and accountability." This
definition emphasizes business management and employee performance behaviors as regulatory
targets, and proposing "cultivating compliance culture" as an objective beyond establishing
compliance and accountability systems. Regarding the concept of "compliance risk", the Measures
adopt the definition from the Basel Committee on Banking Supervision's "Compliance and the
Compliance Function in Banks" (April 2005), defining it as "the possibility of financial institutions o1
their employees bearing criminal, administrative, civil legal responsibilities, property losses, reputational
losses, and other negative impacts due to violations of compliance norms by financial institutions'
business management behaviors or employee performance behaviors," limiting risk to the possibility of

losses.

3. Establishing Efficient and Independent Compliance Management Departments

To ensure the independence, objectivity, and faimess of compliance management departments, the

Measures explicitly require establishing "firewall' mechanisms: the compliance management

17
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departments and positions should be independent from front-office business, finance, funds utilization,
internal audit, and other departments or positions that may conflict with compliance management

responsibilities.

The Measures explicitly require financial institutions to establish compliance management departments
to ensure compliance management responsibilities are clearly defined and effectively implemented. In
cases where multiple departments share compliance management responsibilities, if there are no
conflicts in responsibilities, a lead department must be designated for unified coordination. This
provision strengthens the organizational structure of compliance management, ensuring compliance

management is handled by dedicated teams, thereby enhancing execution and responsibility awareness.

The responsibilities of the compliance management department are detailed in the following five

aspects:

18
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Details

Policy and Plan
Development

drafting the organization's basic compliance
management policies and annual compliance
management plans

coordinating various departments and subordinate units
to establish compliance management-related policies,
and promoting their effective implementation

Operational and
Business Support

providing legal compliance support in areas such as
organizational operations, new product development, and
new business initiatives. It reviews important internal
regulations and promptly proposes recommendations for
establishment or revision

We noticed that the Measures provide specific and feasible
measures for the division of labor and coordination
between business functional department and compliance

management department. However, it only mentions in
principle that an effective information exchange
mechanism should be established for communication and
cooperation between the audit supervision departments and
the compliance management department. No specific
measures are provided, It is understood that financial
institutions should improve the specific division of labor
and coordination between the compliance management and
audit supervision departments through internal
regulations, in order to avoid the audit supervision
departments being absent in the compliance management

process.

Compliance Review
and Implementation

leading the implementation of compliance reviews,
compliance inspections, risk assessments, risk monitoring,

19
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Compliance Organizing or participating in compliance assessments
Assessment and . . .
- holding accountable those who violate compliance
Accountability
standards
maintaining regular working contact with regulatory
authorities to ensure compliance requirements are
updated and implemented in a timely manner
Compliance cultivating compliance culture through communication
Communication and and training
Training

providing compliance consultation services to
employees

promoting adherence to behavioral compliance standards
among all staff

4. First-time Clarification of the Core Compliance Role of Chief Compliance Officer

The Measures clarify the compliance core position of the Chief Compliance Officer (“CCO”) within

financial institutions, marking the first time in China that regulatory provisions specifically highlight the

key role of the CCO.

The CCO's responsibilities can be divided into four aspects:
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General Duty Details and Comments

Fully responsible for |- organizing and promoting compliance management
compliance system construction, supervising compliance
management management department performance, and ensuring

compliance implementation.

- establishing compliance management policies,
conducting compliance reviews and inspections,
handling major compliance incidents, performing
compliance assessments, and implementing
corrections.

- regularly reporting compliance management status to
the NFRA or its branch offices.

Compliance Review |- organizing compliance reviews of the institution's
Opinions development strategies, important internal regulations,
new product and business proposals, and major
decisions, providing written compliance opinions,

- When required by regulators, they must review and
sign off on application materials or reports.

- Ifthe written compliance review opinions are not
adopted, the institution must submit relevant matters to
the board of directors and promptly report major issues
to regulatory authorities.

Comment: This duty is one of the most focused priorities
of the Measures, highlighting the importance of the
CCO's compliance advice to the financial institution's
business development. It should be noted that only
matters of a "major" nature require the CCO's

compliance review and reporting to the reoulator.
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or "major issues" and financial institutions need to

interpret and clarify this based on their actual situation

and past practices.

Compliance
Supervision and
Inspection

When major changes occur in laws and regulations, the
CCO must urge relevant departments to assess impacts
and revise internal regulations.

supervising operational compliance and employee
conduct, addressing violations and potential risks
promptly.

recommending measures against responsible personnel,
such as compensation reduction or position adjustment,
and track improvements.

For major violations or concealed compliance risks,
they can exercise veto power within the institution and
promote internal accountability

Reporting on major
violations or
compliance risks

Upon discovering major violations or compliance risks,
the CCO must promptly report to the board of
directors, chairman, and president (general manager)
with remedial suggestions and urge corrective
measures.

Financial institutions should promptly report major
violations or compliance risks, to NFRA or its branch
offices. If the CCO discovers that the financial
institution has failed to report as required, they must
urge the financial institution to report in a timely
manner and have the authority to directly report to
NFRA or its branch offices.

22
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The Measures adopted a series of effective measures to ensure the independence of CCO and

guarantee the effective exercise of their authority:
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Details and Comments

CCO s subject to

CCO 1s a sentor executive who reports directly to the chairman

dual leadership | of the board and president (general manager) of the institution
and 15 accountable to the board of directors,

CCO shall not be | CCO must not be responsible for front-office business, finance,

responsible for | funds utilization, internal audit, or other departments that may

managing conflict with compliance management. Except in cases where

departments that | the president (general manager) of a financial institution also

have conflicting | serves as the CCO.

responsibilities

Comment: Encouraging financial institutions to set up
specialized compliance positions to be handled by compliance
officers with professional knowledge and experience helps to
enhance the professionalism and efficiency of compliance
management, At the same time, taking into account the actual
situation of some financial institutions due to historical
reasons, institutional setup, and limitations on compliance
resources, serving as both CCO and other executives is
permitted. However, the exception of this provision may pose a
range of issues and challenges.

For example, the president (seneral manager), as a senior
executive of a financial institution, may face challenges and
conflicts of interest in weighing the pursuit of performance
growth against compliance risks, and it may weaken the
independence of the compliance management department and
the compliance management department’s effectiveness in
overseeing and enforcing compliance policies, and may lead
to a blurring of the boundaries between compliance
responsibilities and management responsibilities if the powers
and responsibilities are not clearly defined.
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Also, as mentioned above, the provision in the Measures
allowing senior executives to concurrently hold the CCO
position may lead to potential conflicts of interest and
undermine the authority of the compliance function. The
Measures stipulate that the CCO should organize the
compliance management department to conduct compliance
reviews of the institution's development strategy, important
internal regulations, new products and business plans, and
major decision-making matters, and issue written compliance
opinions. If the compliance review opinions are not adopted,
the financial institution should submit the relevant matters to
the board of directors for approval, and if there are significant
matters, they should be reported to the regulatory authorities
in_a timely manner. When the president (general manager)
also serves as the CCO, there is a situation where the
president (general manager) makes the compliance review
opinion as the CCO and, as part of the management, decides
whether to adopt it, which essentially reduces the objectivity of
the compliance review opinion. It is recommended that
institutions include certain important compliance review
opinions that have been adopted in the board's review scope.
In addition, serving as both CCO and president may also lead
to inadequate allocation of compliance resources; after all,
bank presidents and general managers may need to devote
more energy to business development and other management
responsibilities.

In this regard, in response to the situation, it is recommended
that financial institutions clarify in practice the duties and
authority of the president and general manager as the CCO,
and in the case of serving as both CCO and president, also
ensure that the compliance management department receives
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sufficient attention and resources, and that the compliance
management department has a reporting channel to the board
of directors in the organizational structure, thus ensuring ifs
independence; in addition, regularly assess and audit the
compliance management system, and necessary adjustments
should be made in a timely manner to respond to changes in
regulatory policies and internal governance needs; and
financial institutions should be established to create
incentives and accountability mechanisms to encourage the
compliance management department, as well as other
employees, to actively perform their compliance duties, while
at the same time clarifying mechanisms for accountability and
pursuit of responsibility.

The dismissal of
CCO must be
based on justified
reasons

The decision to dismiss CCO must be based on justified
reasons.

Justified reasons include the CCO's own application for
resignation, being ordered to be replaced by the NFRA or
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its branch offices, or evidence showing that the CCO is
unable to perform their duties normally, has failed to fulfill
their responsibilities diligently, or other similar
circumstances.

Ensure CCO
receives
reasonable
compensation

[f CCO performs their duties competently, their annual total
compensation should, in principle, not be lower than the
average level of senior executives with the same conditions
(such as the same job level and performance evaluation results).

Comment: The Measures set for the compensation level of the
CCO differ from those in the Measures for the Compliance

Management of Securities Companies and Securities
Investment Fund Management Companies. The latter
stipulate that the total annual compensation of the compliance
officer in securities and fund management institutions should

rank no lower than the median among the total annual
compensation of the company’s senior executives, We

understand that one of the main reasons for these differences

is that the compliance regulations for securities and fund
management institutions place more emphasis on market
competitiveness and incentive mechanisms, adopting more
flexible compensation structures such as equity incentives,
performance bonuses, etc. Additionally, the characteristics of
the securities industry dictate that its compensation system is
more closely linked to the volatility of the industry and

investment returns. In contrast, the Measures place greater

emphasis on aligning the compensation of the CCO in

inancial institutions with their responsibilities and risks. The

fixed salary is more closely tied to compliance performance,

with a stronger focus on compliance risk management and
accountability. In this regard, we recommend that financial

institutions refer to industry salarv standards to ensure that
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the compensation of the CCQ is competitive in the market,
thereby attracting and retaining key compliance talent
Institutions should establish a comprehensive compensation
decision-making and performance evaluation system that
while ensuring compliance with regulatory requirements,
fully motivates the CCQ's performance, enabling them to

better fulfill their duties

Establish an Except for the institution's main leader, no evaluation methods
independentand | that may undermine the independence of compliance, such as
professional assessments by senior management not in charge of compliance
performance management departments, evaluations by other departments, or
evaluation assessments based on the operating performance of business
mechanism departments, should be adopted; Compliance tasks that require

cooperation across departments should not be used as sole
performance evaluation indicators for the compliance
management department.

5. Clarifying Responsibilities of the Board of Directors, Senior Management, and Department Heads

The Measures clearly define the division of responsibilities among various levels of personnel in
compliance management. By clarifying these responsibilities, the Measures establish a comprehensive
compliance management framework that spans from the board of directors to various levels of
management. This framework provides institutional support for the development of a compliance

culture and risk prevention within financial institutions. Specifically, the content includes:

Personnel General Duty  Details

The board of Decide objectives |- Determining compliance
directors or, inthe | and policies management objectives
absence of a board,

- approving basic compliance

the directors .
management policies
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Determine the

establish compliance committees or

organization and delegate responsibilities to other
personnel. special committees
deciding on compliance
management department setup and
CCO appointment/dismissal
establishing direct communication
mechanisms with the CCO
dismissing senior managers
primarily responsible for major
violations or compliance risks
Compliance evaluating compliance management
evaluationand | effectiveness and compliance culture
Correction development, supervising resolution of
supervision major Issues
Senior management | Implement [mplementing compliance
: objectives and management objectives, bearin
(bear leadership oo € . " 6
A policies leadership responsibility for
responsibilities) e .
compliance in fields they supervise.
promoting compliance management
system development, including
compliance review, self-inspection,
risk monitoring and control, and
compliance incident handling,
Ensure the ensuring compliance management
implementation of | department setup and functional

functional duties

29
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Report and timely reporting and rectifying major
enforce correction | violations or compliance risks and
implementing accountability

Department Heads | bear responsibility for compliance management work in their

: departments or institutions.
(bear primary

responsibilities) “Departments” and “Institutions” mean departments of
financial institutions, branches and subsidiaries under
consolidated financial management of financial institutions.

ITI. Suggestions and Expectation

The Measures are scheduled to take effect on March 1, 2025, with a one-year transition period. During
this period, financial institutions must systematically review and align with the requirements of the
Measures, ensuring that relevant provisions are incorporated into their internal policies and practical
operations before the transition period ends. CCO, Compliance Directors, Compliance Officers, o1
General Counsels serving as senior management personnel appointed before the implementation of the
Measures may continue to performthe duties of CCO and Compliance Officer as stipulated. Although a
one-year transition period has been set, based on our years of experience serving various financial
institutions, we understand that considering the complexity of applicable laws and regulations,
regulatory policies, and the internal governance structures of financial institutions and their parent
companies, the decision-making processes and time required for setting up and adjusting relevant
departments, positions, personnel, and responsibilities, achieving full compliance within one yeat
presents a significant challenge. How to achieve a smooth transition within the prescribed time frame
and gradually improve compliance levels is crucial for financial institutions. In this regard, we offer the

following recommendations for the industry’s reference:

(a) We recommend that financial institutions thoroughly understand the specific requirements of the
Measures. Based on this understanding and leveraging experience, they should conduct a
comprehensive assessment of their existing compliance management systems, identify gaps between

the current system and the new regulatory requirements, and, based on the gap analysis, develop a
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detailed compliance strategy and implementation plan. This plan should clearly define timelines,

responsibility allocation, and resource distribution.

(b) We recommend that financial institutions adjust the organizational structure of their compliance
management departments in accordance with the new regulations, ensuring the independence and
authority of the compliance function. They should sort and optimize business processes, improve
compliance-related systems, and ensure that business operations comply with the Measures

requirements.

(c) We recommend that financial institutions enhance training for compliance-related personnel to

improve their understanding of the Measures and their ability to implement them effectively.

(d) We recommend that financial institutions strengthen their internal control and supervision
mechanisms to ensure effective management of compliance risks. They should establish risk
management and emergency response plans to address potential compliance risks during the transition

period.

(e) We recommend that financial institutions strengthen communication with regulatory authorities to
obtain timely regulatory guidance. They should coordinate compliance efforts across internal
departments, continuously monitor compliance status, and regularly assess the effectiveness of theit
compliance management systems. Based on the evaluation results, adjustments should be made as

necessary.

Overall, the Measures are clear and comprehensive, covering core elements of compliance management
from multiple dimensions while maintaining focus. For example, establishing independent compliance
management departments with "firewall' mechanisms to avoid conflicts of interest ensures the
independence and impartiality of compliance management. By clarifying departmental responsibilities, it
enhances compliance work execution. The detailed specifications for CCO reflect regulatory
professionalismand specificity. The clear delineation of compliance management responsibilities for the
board of directors, senior management, and department heads establishes a comprehensive and
hierarchical compliance management system. The issuance and implementation of the Measures mark a
new phase in China's financial industry compliance management. Through a sound compliance
management system, financial institutions can effectively prevent compliance risks, improve operational

efficiency, and enhance market trust, contributing to the healthy development of the financial industry.

31



HAIWEN & PARTNERS

Indeed, the one-year transition period presents a challenging task for financial institutions.
Therefore, we recommend that various types of financial institutions, in conjunction with
applicable regulations and their actual circumstances, dewelop practical and feasible

compliance management plans.

2025-01-09
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