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ADB TA-Th projects of supputting the develupment of SMEs of SETC
‘SMEs Finanicng toClina: Discrsiion on Reguaranty Policy
S il Preimewerk C
{September-Octobier, 2001, Beijing)

» Bringing forward of the policy ereed of establishing credit guaranty
and reguaranty system of Chinese SMEs

» International experience of reguaranty service

« Report un the research on credit guaranty and reguaranty of SMEx in
Inner Mongulia and Shanghai

« Financial problem of provincial reguaranty system

« Operation principle of provincial reguaranty institution

« Operation principle of central reguaranty institution

- JBringing Torward of the policy creed ¢f cstablishing
credit guaranty and reguaranty systent of Chinesé SMEs

Several milestone documents:

In June. 199%, Guide Opiniun on Establishing Pilet Credit Guaranty System of SMEs { No.
540 |1999] of SMEs f SET. thereinufter callvd Guide Opinion far short of SETC farmall
put furward the policy guide upinio eh ssrahlishing and developing nutional system of eredit
guaranty of SMEs in China.

In August, 20, the ¢ffice of State Council isvued fo the laser levels No.59 document [2009,
called Encouragement Policy fur shorl, thaught fo be the fimt policy ducument of
encaursging and promotiog the development of SMEs voming on since the refarm and
upening-up of Chinese goveroment, ransmitming the notice of several pulicy upinions about
encouruging und protneting the develapment of SMEs of SETC.
In March 2H11, SETC issued the N ¢ on The Problems Related to The Estublishment of
Credit Guaranty System of SMEs of The Couniry ( decument qu. 195 of $MEs uf SET
12001] ), to put forward the hasic conditions the guuranty imscicutions listed in the cred
guaraniy svstem of SMEs of the country shoukl pussess, therein one of the pulnts s ™ see also
The cumputsory regraranty of thy credit guaranty institutions uf SMES of higher level ™

IL. International experience of reguaranty service

Japan- pussed SMEs Crod Ciuaranty Insssnce Law in 1955 { amended in 19371 esshlishing the “Aublic Bnuse of
the Insurance of SMbs Coedit [aurence™ lally subsidizad by e goverment. ‘This Puslic 1l proles the
Clgasihed “common iRsmance”, “hn-pudranty insuranee”. “speceal small sum insurane” insrance againan social
ctlects of pallagion”. © tAVELY Cnermeasure insurance”. © new fechiyne practivalio nsuraace 4 well g
SN insuranee” The e speratn poceduces are

eFirtly all aseouietinns wxtend han guaranty o qualified SMEs, linancia insututians pes de loan
L e SMEs;

WSpclit dSsSOCiAliin SO GUATND insuraney cenirac! with e Public House on the hasis ol
SUARANLY COTirac 1 ey presium scconding L the praportinn:

«Financial iostituion repens in vime w the setor association direlly. providing guarante o ask
for compensation when the SME accenting guaranty and kan breaches the repayment of the loan:
The goarann - provider an wne hand perfurms (e comypensatinn obligation - the fivancial
insiitstion seeonding wo e cuntrsct. o the otber hand repons o te Public Howse i sk for the
PascT f the premium:

wAfter fatishing the cumpensacon precedures. the sectr assciatios hecomes the credir f th
SME a5 the nbject of the guaranty conlract o e the recoune amd pays reckum meney W the
Public Hinase aceording e the prpsiron after finishing the reamusce

Repart on the research on credit puaranty and
reguaranty of SMEs in Inner Mongolia and Shanghai

Tablcl: Baxic Conit

of the business of three SMEs gusransy ingitusions in Inner Moagolia
Autonomous Reginn - RMBULUAIKL. numbue ¢

st sorur e e vt [obr wm o b Ad s ands e e ol Tukie, 260,

Tabk 1. Baskc corubition of the buniness of the SMEs puaranty
imsLhutions of 4 distiens in Shomghai e
7

T T e =i
' . - i i

o an -e - o e foon o
“ - o~ .

Final Report TA 3534-PRC

» Imbalance of the capital scope of the direct guaranty
institutions. insufficiency of the absoluie quantity;

« Full guaranty, effecting the amplified multiplier;

+ Relative lack of the quantity of the “small enterprises™
in SMEs, relative lowness of the popularization
degree of guaranty, relative concentration of ri

May 30, 2002
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V.  Operation Principle of Provincial Reguaranty
Institution (Policy suggestions )

-Operate within a defined service arva:
-Establish the criteria fer local guaranty companies:
-Establish upper limit for project size;
-Organized as a non profit entity:
-Establish ratio of risk sharngs
-Esiablish standards for compulsory participation:
-Limit operations to re-guaranty activities. avoiding benefit
conflics:
-Establish division of responsibilities between guaranry and re-
guaranty functions:
-Establish as centratized function without branch opera
-Promote spirit of informational transparency
-Establish a personnel sysiem thal clearly defines responsibilif
and accountabitity

Final Report TA 3534-PRC May 30, 2002

VI.Operation Principle of Central Reguaranty
Institution

-Divisicn af two Tunetions: guatanty operatons and capital suppon;
-Establish relation w specific needs of vach provincial guaranty instiutions
-Institutonal oriemation as opposed o SME vricniation:

-Establish level of risk sharing and benefit sharing:

-Establish fee schudule:

-Establish guarunty payment and loan liquidation standards:

-Business scope: now proyiding reguaranty service direcily w the direct guaraney
institutions, nor engaging in direct guaranty service business,

-Establish uperation for assets securitization;

-Fund azcount management:

-Pramuie spinit of informational wansparency -

-Establish a personnel system than centers enaccountability and apy e
rewards
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PROGRAM PURPOSE

The purpose of a public
sponsored program is to
attain Public Policy Goals

THE PRAGMA CORPORATION

PUBLIC POLICY
INFLUENCES PROGRAM
STRUCTURE

THE PRAGMA CHRPORATION

PUBLIC POLICY

¢ Defines who is to receive the
assistance

# Why the assistance will be given

% Who will be responsible for
attaining the Public Policy Goals

TEEE 'EAGMA UORPORAT ON

PROGRAM STRUCTURE

% Program structure must be
designed with goals of Public
Policy in mind

2 Program structure must answer:
How do we reach the clients that
are to benefit from the Public
Policy?

THE PRAGMA CORPORA THON

PROGRAM STRUCTURE IS
INFLUENCED BY

1. MAXIMUM LOAN AMOUNT

2. MAXIMUM GUARANTY
PERCENTAGE

3. MAXIMUM GUARANTY AMOUNT

THE PR AGHA CORPURA TGN

Final Repont TA 3534-PRC

% 4. SIZE STANDARDS
£5. LOAN MATURITY
¢ 6, MAXIMUM INTEREST RATE

27. PERSONAL GUARANTEES &
COLLATERAL

@ 8. FEES & SUBSIDY

THEF PR AGMA CORIDRATION

May 30, 2002

Appendix Q October 2001 Seminar, Power Point Presentations Task C




- e
GREAT CARE MUST BE
TAKEN IF MODIFYING BEST PRACTICES
PRUDENT CREDIT
STANDARDS IN REACHING
PUBLIC POLICY GOALS
Qo Qo
MAJOR COMMITMENT TO TE CHI],V; g’éﬁ ]fg ‘%AN CE
OUTREACH EFFORTS BY STRENGTHEN AND
BOTH LENDERS AND
GUARANTOR IMPROVE
CREDITWORTHINESS OF
SMEs
Qo Qo
INCLUDE SMEs AND
LENDERS IN DESIGN OF DEVELOP AND MAINTAIN
GUARANTY LOAN PRUDENT AND CONSISTENT
PROGRAMS AND GUARANTY CREDIT ANALYSIS
DELIVERY SYSTEMS STANDARDS
Final Report TA 3534-PRC May 30, 2002
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QUICK RESPONSIVE LOAN
PROBLEM SOLVING

INCLUDING FREQUENT
CONTACT WITH SME

WELL-TRAINED LENDERS
COMMITTED TO SMEs AND
THE GUARANTY PROGRAM

ENCOURAGE LENDER
PRACTICES THAT REWARD
RISK TAKING IN SUPPORT OF
COMMITMENT TO SMEs

CONSISTENCY

LACK OF CONSISTENCY LEADS TO:
CONFUSION

INEQUITY
LOSS OF PROGRAM INTEGRITY

FEC: PRAZIMA CORPIRATION

° IN SUMMARY

THE PRALM A CURIORATION

Final Report TA 3534-PRC

CREDIT GUARANTY
PROGRAMS MUST HAVE:

¢ SPECIFIC PUBLIC POLICY GOALS

< UNIFORM POLICIES AND
PROCEDURES

¢ SOUND PROGRAM OVERSIGHT
STANDARDS

TEF RADMA LORBPURATINN

May 30, 2002
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CREDIT GUARANTY
PROGRAMS MUST HAVE:

¢ CONTINUOUS LENDER & SME
TRAINING AND COMMUNICATION

2 LENDER INCENTIVES THAT WILL
MAKE LOANS AVAILABLE TO SMEs

THE PRAGMA CORBORATION 0

STHINK - CREDIT EXTENSION
BASED ON CASH FLOW NOT
COLLATERAL

AND
¢LONGER MATURITIES

THE PRAGMA CURBORATION

o RE-GUARANTY LOAN
PROGRAM

THE PRAGMA CORMIRATION 2

RE-GUARANTY PROGRAM
#BRINGS CONSISTENCY TO PRC
PROGRAMS

¢ IMPROVES GRADING OF THE
GUARANTY

@ ALLOWS FOR PROGRAM
EXPANSION

# ENCOURAGES INFLUX OF CAPITAL

JUE PRAGRA CORPORA LTON 22

¢ REDUCES GEOGRAPHIC RISKS BY
CONSOLIDATING LOAN
PORTFOLIOS ACROSS PROVINCIAL
LINES

¢ ASSISTS IN IMPLEMENTING
PUBLIC POLICY GOALS ACROSS
GEOGRAPHIC LINES,

TEE PRAGMA CORPIRALINN

OPTIONAL STRUCTURES
FOR
RE-GUARANTY PROGRAM

THE FR AN COIRIDRA LIDN

Final Report TA 3534-PRC
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#1
RE-GUARANTY SOUNDNESS OF A

GUARANTY PROGRAM BY PAYING
GUARANTIES IF TOTAL PROGRAM FAILS

#2
SHARE IN EXPOSURE OF INDIVIDUAL
LOANS BY TAKING PART OF THE RISK

L THE PRAGMA CORRATION

o
#1

¢ IMPROVES QUALITY OF ORIGINAL
GUARANTY TO THE LENDERS

2 BRINGS NATIONAL STRENGTH TO
GUARANTY

% DOES NOT ASSIST IN PROGRAM
EXPANSION

# DOES NOT ENCOURAGE
SECONDARY MARKET

TUL PRAGMA CORTORATION

#2

¢ SPREADS RISK AMONG SEVERAL
PARTIES

3 ENCOURAGES SECONDARY
MARKET

¢ INCREASES CAPACITY OF
GUARANTY PROGRAMS BY
ASSUMING PART OF THE RISK

THE PRAGMA CORPORA TN

#2

¢ ASSISTS IN DECREASING
GEQGRAPHIC & INDUSTRY RISKS

¢ GREATER OVERSIGHT
RESPONSIBILITY

¢ GREATER PROGRAM
INVOLVEMENT

THE BRAGMA CORPORATION

EVALUATE EACH LOWER
LEVEL PROGRAM

& Assure all lower level programs are
being operated in scund manner

¢ Do not re-guaranty existing loan
portfolios before Review

¢ Accept into Re-guaranty Program
only programs meeting criteria

TEIE PRAGMS CLRIVRY 0N

RE-GUARANTY PROGRAM

$ Assure compliance with program
policies and procedures

¢ Design national program to
support Public Policy Goals

& Provide incentives to lenders that
support the program

¢ Train SMEs and Lenders

THE PRAGM A CORPORATIGN

Final Report TA 3534-PRC May 30, 2002
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IN SUMMARY NEXT STEPS
DESIGN PROGRAMS THAT MEET
NEEDS OF: ¢ RE-GUARANTY STRUCTURE
¢ PUBLIC POLICIES ¢ PROGRAM PURPOSE
@ SMEs @ PROGRAM STRUCTURE ELEMENTS
#LENDERS
Final Report TA 3534-PRC May 30, 2002
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CREDIT REPORTING

THE PRAGMA UDRIIBATION 1

USE OF CREDIT
REPORTING

¢ REPORTS PAYMENT HABITS
& EMPLOYMENT VERIFICATION

¢ LIEN AND LEGAL RECORDS
SEARCH

& CRIMINAL RECORD SEARCH

LI PRAGMA CORPURYTTON

CREDIT REPORTING

¢ MUST HAVE LENDER SUPPORT

£ MUST REPORT BOTH GOOD AND
BAD CREDIT HISTORIES

2 MUST HAVE PERIODIC REPORTING

# MUST BE OPERATED BY PARTY
NOT CONTROLLED BY INDIVIDUAL

PLANNING PROCESS

1. SURVEY OF CREDIT GRANTORS
AND PUBLIC IN GENERAL

2. PUBLIC OR PRIVATE OWNERSHIP?

3. FEASIBILITY STUDY ASTO
PRIVATE SECTOR INTERESTS

AND COSTS
INTERESTS.
LACK OF CREDIT
REPORTING THANK YOU.

¢ WILL INHIBIT LENDING TO SMEs

¢ WILL RAISE THE RISK OF
LENDING

¢ WILL FAVOR THOSE WITH POOR
CREDIT HISTORIES OVER THOSE
HAVING GOCD CREDIT HISTORIES

TILL FRACMA CORMIEATION

Final Report TA 3534-PRC
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LOAN SCORING

THE PRAGMA CORMIRATION I

WHAT IS IT AND WHY DO IT

LIHF PRAGMA CORFORATION

A WAY TO QUANTIFY

THE FEAGMA CORPOR ATION

SUBJECTIVE AND PROVIDES CONSISTENT
WAY TO COMPARE RISK OF
JUDGEMENTAL PROCESS DIFFERENT LOANS
OF CREDIT ANALYSIS
LOAN SCORE ELEMENTS
WHAT KIND OF ELEMENTS ¢ AGE OF BUSINESS

¢ RISK HISTORY OF INDUSTRY

& DEBT TO EQUITY RATIO

¢ CASH FLOW COVERAGE OF DEBT
# COLLATERAL COVERAGE OF DEBT
® CREDIT HISTORIES

TIE BR AL CORPORATION

Final Report TA 3534-PRC

May 30, 2002
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LOAN SCORING SHOULD BE
A SUPPLEMENT NOT A
SUBSTITUTE FOR
TRADITIONAL CREDIT
ANALYSIS

L THE FRAGMA CORPORATIL N

LOAN SCORING ENHANCES

PROGRAM OVERSIGHT

THE FRAGMACORIRA LR

LOAN GUARANTY PROGRAM

OVERSIGHT AND REVIEW

FIE PRAIMA CORPMIRATIUN

OVERSIGHT MEASURES
SUCCESS OF PROGRAM
MISSION
and
FINANCIAL HEALTH OF
LOAN PORTFOLIOS

SOUND MONITORING
BEGINS WITH ACCURATE
DATA REPORTED
FREQUENTLY BY LENDERS

FRAGRMA CORPOEATION

DATA SHOULD SUPPORT

# CURRENCY RATE

¢ DELINQUENCY RATE
¢ PURCHASE RATE

¢ LIQUIDATION RATE
¢ LOSS RATE

THE FRALMY CORBRATIUN

Finat Report TA 3534-PRC May 30. 2002
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PROPER MONITORING
HELPS DETECT POOR
PERFORMANCE BY:

GEOGRAPHIC AREA,
LENDER, INDUSTRY, LOAN
SIZE, MATURITY....

THE PRAGMA CORPIRATION

LENDER REVIEWS ASSURE
COMPLIANCE WITH
ESTABLISHED POLICIES
AND PRUDENT INTERNAL
CONTROLS

LACK OF COMPLIANCE -

POOR MANAGEMENT
AND
EARLY WARNING OF
DEVELOPING LOAN
PROBLEMS

THE PRAGMA CORPORA LGN

Final Report TA 3534-PRC May 30, 2002

CONSISTENCY IS CRITICAL
IN CONDUCTING LENDER
REVIEWS
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Shanghai

Ideas on set-up
improvement of SME
Guarantee System

.\_\\\
E 4 ~.
.

P

11 —. Guidance, Nature and Principles of SME Ci
Fank

of
Shanghal

E
¥

i1

(=
" 1, SME Credit Guarmﬁeaga kind of social public performance

48 process.Both govemment guidance and

) Nature T

and social credi performanca-.with credit expansion, which
necossitales standardized oparations and industry monitoring.
2. SME Credit Guarantes Institutions™age
according 1o Company Law.
SSMEuednguaranteeacnvutmamag a

anphamdnmemrseufexeumonand o
malketngol’SMEmadtgLBmteeachvmesae

guamnshumnsarelegalelﬂmwmgﬂsme'
under guidance of the govemmert.
2., Gradual development and specialized progress

Final

Report TA 3534-PRC

’ Smm1998rem:ﬂetﬂe Nhasheenmadeon&dE
Credit Guarantee with a varety of. SME Credit Guarantee

| institutions coming forth all over Chifia,which,to some

ven  Bxienlrelieves SME financing difficulty. ler push forward

ii& SME Credit Guaraniee these ideas are p

% perfaci SME Credit Guarantee Systern on the
experiments.

of MNote:

Skanghai1, improvement of Ideas on Setting up Experiments of SME
Guarantee System published by SECT in 1999,

2. summary of work on 1998 China SME Credit Guarantee S

“h { — } Guidance

i Stamng from the thought of fostering

¢y pushing SME sound  growing-itp,govemment

5& Guarantee System of standardzed opemtions.

f'l' and better development of businesses is formed 1o
good SME financing difficulty.

Bank

f
Sha?aghaa 1. “Guidance”manifests government's leading role in
social cradit system .
2. govemment has the responsibility to standardize social
guaranise system.
3, obviously social credit guarantee can only solve part of SM|
financing difficulty.

'( = ) Principies

. combination of government suppoﬂa{ld marketing cperations
j: 2 combinabon of improving efficiency a arding nsks
iﬁ 3. combinabon of credit guaraniee anvd soci

B T
- 1. combination of supporting development and guandi
?T 2, combinaion of government suppori and markelting
3. combination of in and rasing

8ank

of =
Shﬂﬂﬂhd“ ¥ torchange -
consideratons are based on recent progress and more suitable

and fubure development.

May 30, 2002
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F \\“'\__\
J_“_ "
%
# —. SME Credit Gu tee
i1
o System
Sha(r::‘.lhal

.. (= ¥ Inforiation. Sys

Aé&m( 11l ystem

FEE information is shared By-GME Credit Guarantes institutions. Dala
base shoukl be set up by local E management institutions and

|- branches of Pecple's Bank of China

ﬁ
Bank

of
5har

Information is the most important assel in fulure economic acti
as wall as a major camier for setting up and advocating for
system.SME management institutions should grasp social
changes from the most basic angle.

e () Strcture T
& Led by govemment guaréities institutions, actively developing foik
guarantee. Govemment-sponsomg . SME  Credt  Guarantee

»}: institutions are crganized by local munic
i mainly SME under their administration. E
of life 1o sel up diverse SME credRt guar

. guarantes instilutions are organized by provincial
%"T govemment, mainly serving SME credit guaraniee nsti
pank, Juarantee businesses.

of
[Shanghal

SME conducts most grass rools economic activities.In  ligl
Chines present situations, Credit Guarantee Institutions
organized by local municipal govermment while re-guaran

institutions by provincial govermment.

=. Operating System of

[Ed arant

Shanghai

Final Report TA 3534-PRC

) Guidance System o .
SETC sponsors 1o set up Guidanca-System on SME Credit Guarantee
related ministnes,guiding guarantee™ jnstilut
ercial banks and other social service
velopment and guaraniee businesses and pushi
ik ocial credil organzaton and guiding SME in term

management.

Rank
of

shanga
1. Itis improper for SETC to propose to set up National Credit Gu

{nstitution.

2. The set-up of SME Credit Guarantee Guidance System for
social services is easy for operating and ams at the key point of!
problem.

HHcan act as banks for SME credit g

;h;Credit Guarantee Institutions should grant more

Barlgooperalion and policy preferential to banks servin
af

shangfis policy is presented for China's joining WTO.

May 30, 2002
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—

(=) cnoice ofbusm\_\
Based on ts industry developfiient and economic structure, local

J: government stipulates industry inclinati

Bank

of National standards are not appropriate due to unbalanced

Shanghai . N
economic development differences from Wesiem econom

diversified economic development.

i: ( ® ) Re-guarantee -
iﬁ 1. Guarantee mstihutions apply to re-g

’lﬂ guarantee ;

4= 2, Review of re-guarantee according to  credit
institutions;

Ba?k 3. Signing of re-guarantes contract ;

Sha:gha; 4. After compensation by guaraniee institutions re-g
institutions  shoulder  responsibility as agreed and
comesponding rights ;

5. Guaramee institutions liquidate debtors.

guarding nisks authority guarantee and
iﬁ taken acconding to borrower's loan size and

.

Bank expenanceas,

of bhetween banks and rise of guaraniee afficiency.
shangha

Final Report TA 3534-PRC

e
'( = )Bask:ptwe(izmsfnr;m tee aperations
1. borrowes's application for lcan ;
#F 2. review by banks and guarantee
‘m suggestions;
ﬁ 3. When banks and borrowers sign man conl
parsk institutions and bomowers sign pledge agreement, and if
of the guarantee instiutions and borrowers sign counter
Shamh‘aonm
4, Faiure of main contact is compensated by gua
institutions as agreed.
5, Guaraniee institutions conduct kan liquidation.

and putup of

May 30, 2002

F 4 ™
E _
i
o
o Guarantee
sha:;hai
(= Aoty Gusrarton

iFor programs  of \E%mallgg"\mwnl and lower guaraniee

percentage the guaraniee instilution_can clarify in the agreement

_t with banks that authorized banks ha\;B

i extending of the loan application and then
ﬁéinstmmms' i for approval. This method takes adv.

- institulions’ expertise in review of loan and evades

duplicate examinations, lwers the work load of

Bark i etitutions . greatly expands credt guaraniee and atlains

-_;ha::hwﬁng SME the majority of which are smalf businesses.

Definition and Significance of Authority Guarantee
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agresmert that it has the right to terminate
guarantee if definguent loan amounts to certain

'
B
B  banksguaraniee institutions  stipulate the cooperation
. .
1“]‘ loan cutstanding.

Corresponding punishment

X F. Funding, application and compensation Credit

Pl

11 Guarantee
Bank

of

( = ) Spedialized Guaranteg
For high-tech programs of Ia}er\gnomt. higher guarantee
percentage and projected higher risl

ﬁ? and banks review separately.On the premise
%E Institutions agree 1o accepi entrust and sign guara
44 with banks.he latler extend loan This method is applie

conirol.

Bank

’ | o "\\

{ — ) funding

£ 1. funding of municipal SM redit Guarantee
i}ﬁ: {including regions,autonomous distnc]
H { 1) municipal financial budget

fr 2 ) land access,and other operational

Rark. pperational estate appropriated by the muni
waﬁ;mgovemment :
( 3 ) private fund raising ;
( 4 ) domestic and overseas donations ;

(5 ) other

4 2 . funding of pﬁﬁh}d@\l SME Re-Guaranteg
4 Institutions{inciuding autondmous  regions,direct
& municipality)

{ 1 )Central financial budget and ap
? provinces periodically or non-peniodically.
T (2 provincial financial budget ;

park { 3 )} land access and other operational or

Shdlr)‘:}h ‘operational estate appropriated by the
govermnment;
{ 4 ) private fund raising ;
( 5 ) domestic and overseas donations ;

(6 ) other.

Final Report TA 3534-PRC

May 30, 2002

. { = i application
F  SME Credit Guarantee Fund is applied as down
paymenl by guarantee inStitytions for SME loan

guarantee and compensation wh

OCCTS,

(iﬂ { = ) fund compensation
?I Re-guaraniee institutions will compensate
. Guarantee institutions who has made its
compensation.Local govermment should record
Shmahda injected funding for guarantee and re-giiaramtes
institutions and establish a better fund compensati

mechanism,

This is specialized funding and can not be
appropriated for other purposes.

Ban
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3. Risk Control and Monitoring of SME C
: 53 Institutions

F 3. Setup of pre-review,incd
. after-supplementation  control
review is ensured by cooperation
H institutions,local People’s Bank of
7 coordinating banks making use of data
appraisal and program  verification.in
mank alarming is achieved by cooperation be
of guarantee institutions and coordinating banks
shanghagxchange of information  and  notification
risks.Afler-supplementation mechanism is a proces:
of compensating and handling risks for later control.

Final Report TA 3534-PRC

E ({—)Risk control
i 1. Choice of guarantee am,
amplifier refers to the amplified proj
'\EE guaranlee funding and guarantee loa
4» within 10 times,which varies according to
T business develcpment.Any kind of Gua
gank Insfitulions must acquire approval from provi
ot and municipal SETC and the related departments.
shanghai 2, Set-up of data base of SME Credit Guarant
Loan by SME management depariments in loca
governments and branches of People’s Bank of
China.

{ = } Monttoring of SME Credii

1, SETC sets up Work

N Ministry of Finance Ministry of Science &

i} Bank of China and Bureau of Industry and

r3q Department under SETC sels up an

fﬂ managing SME Credit Guarantee and SME credit.

ﬁ 2. Provinces and autonomous regions set up S|
Guarantee  Associaion or other  industry-di

Rank OfGanizations stipulating industry rules and regulations.

o conducts industry guidance and SME Program Guaral

o mqha{\ssndatinn acts as ndustry-discipline organizations.

ntee Institution
located in SETC with

May 30, 2002
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l EsEl]shmg and Developing the Policy
i Framework of SMEs Credit Guaranty
| Association

1. Basic background of Establishing and

Developing SMEs Credit Guaranty Association

sStatus Quo
*Policy Ground
*Overseas Experiences

[k

r 1

. _ (1) Status Quo ;

* In 1959 the economic and trade commission. the planning
commission and the financial office of Inner Mongolia
Autonomous Region have required together in the
document that SMEs guaranty association be organized,
this is the first SMEs credit guaranty association in our
country. At present, the SMEs credit guaranty association
in Inner Mongolia has had the special institution and
personnel handling affairs. and has made special
Constitution and Member Management Measures.

_+ Many other provinces, cities and regions are setting about

establishing SMEs credit guaranty association, some have
entrusted the corresponding function of SMEs credit
guaranty association to the SMEs leagues that have been
set up in advance.

* It is estimated by the personnel of SETC that national

SMEs credit guaranty association will be established in
2003,

j {2) Policy Ground of Establishing SMEs
1 Guaranty Association

»In August, 2000. the Office of the State Council
released the Opinion of SETC on Some Policies of
Encouraging and Promoting the Development of SMEs
(State  Council Office  [2000]59, putting forward
“establishing and consummating the admittance system,
financial contribution sysiem, credit evaluation and
visk control system, sector coordination and self -
discipline system of guaranty institution™,

¢ I the beginning of 2001, SETC put forward in the
Notice on the Problems in respect of Establishing
National SMEs Credit Guaranty System that, SMEs
credit guaranty institution should *“join the
compulsive reguaranty of the SMEs credit guaranty
institution of the higher level and join the SMEs
credit guaranty seclor association, promise to
realize lawfully the partaking of credit information
sources.”

Final Report TA 3534-PRC
Appendix Q October 2001 Seminar, Power Point Presentations Task C

May 30, 2002




Besides, there are three regulations and policies for
the general association to be found,

“regulations on social organization’s registration™
issued by the State Council;

“opinions on speeding up and developing the
association in the fields of industry and commerce”
{State Council)

“Opinions on entrusted  industries  association
management™(State Council)

I T 2. Guide thoughts and basic principle of !
" establishing SMEs eredit guaranty association ‘
S— e S e .__._%1

u”

I
i (1) Guide thoughts

* Aiming at ameliorating the financing envirenment and eondition of SMEx and
promating the healthy and quick development of SMEs:

= Earnestly carrying out Social Growp Registration Administration Statute
promulgated by the State Council and Some Opinions on Speeding up the
Fostering and Develuping of the Asvocintions in the Business Field {irying aut)
printed and distributed by SETC:

= persisting in market-oriented reform orientation, working in the cowrse of the
reform of governmental institution:

+ establishing sicp by step the self - discipline organization of pational SMEs
credit guaranty sector with that basic function reaches the designated pasition,
the arganizational system is sound. the sociul relations ure unobstructed and
the operution manugement is nurmative.

(2) Basic Principles

e Principle of persisting in market-orienied reform
orientation.

* Principle of persisting in setting out from the practice.

« Principle of persisting in the intermediary character
and service tenet of the sector association.

» Principle of persisting in simplification, high efficiency
and democratic management

» Principle of persist in enrolling of one's own accord
and quitting freely.

: { 3. Major function and organizational system of
1 SMEs credit guaranty association
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i (1) Major Functions

. *» According to the need of actual development and the

develepment for the future, gencral functions of SMEs
credit guaranty association can be defined as:
*“communication, service, coordination and self-discipline”
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| (2} Concrete functions J| ‘
‘ 1

\
Establishing the sector admittance standard, Inchading
|
|
i

Establishing the uniferm requirement for capital scale and
personnel aptitude

Eitablishing the sector criterion. Organizing SMEs to develop
credit self-discipline, stundardizing credit behavior and debt
repayment  behavior,  vindicating  normal i order.
Including stipulating the standard of charging the premium..
guaranty variety desipn and practice scope.

Extablishing the evaluation standards for sector credit

Providing management consulting to the development scheme of
! guaranty institution |

i
|

Consulting to ¢nterprise financing,

Orpanizing the training and cognizance to sector practice
qualification

Participating in the making of and responsible for amending
the uniform finuncial accounting principle of the sector

| External pr jon and cemn fur the sector.

‘ Including publishing the association publications, setting up H
} website, holding annual cunference and so un. |
|

i

Organizing the international exchange and cooperation of the
sector

Authorizing and commissioning work of the relevant
departments of the government

{3) Issues regarding the function contents of SMEs credit
guaranty association for the two aspects:

I Whether the assirciation has (he function of direct gaaranty o SMEs
2 Whether the association has the reguaranty funetion to SMEs credit
guaranty institution. i

It appears that as the sector sclf-discipline nrganization. the
association doesn’t have the direct guaranty function. neither does it
have the function of reguaranty. but in practice it has already
appeared that the association excrts divedt guaranty function, and
quite a number of |ocalities require the assnciation ta have the
repuaranty function.  These twa aspects await require further
exploration and stundardization in the future pract

{4) Organizational System

J..____.___

I
(1) Members compusition I

[= Onc puint of view thinks that, service object of SMEs credit gunrant_\‘i
assuciation is all SMEs and the credit guaranty institutions providing |
services to SMEs: |

» Anuther point of view thinks that, service object of SMEs should be and !
| ean only be the guaranty institution enguging in SMEs credit guaranty |
| business. here the SMEs credil guaranty institution can be public|
| i

undlertaking or corporation. furthermore can be matual;
1« There is also anether point of view, thinking that serviee object can only
be nun-profit SMEs credit guaranty institution (public undertaking).

Thus threcpoints of view of wide, medium and narcow views exist..

Corresponding to this is that the composilion of the
members of SMEs credit guaranty association forms
three structures:

s one structure is all the SMES and the credit guaranty
. institutions serving SMEs,
+ another structure is the credit guaranty institutions
serving SMEs,

» another structure is the non-profit SMEs credit guaranty
institution of public undertaking tvpe.

. @ Secup of administrative levels

» Corresponding to the wide point of view is the three-
level system; namely, setiing up SMEs credit guaranty
| association respectively in the three levels of central,
i provincial, and prefectural jurisdictions. The
association of each level is an independent juridical
association, The association of the lower level is its
superior level’s natural member, the central and
provincial SMEs credit guaranty associations do not
absorh SMEs as members. while major members of a
city SMEs credil guaranty association are SMEs,
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|

|» Correspunding to the medium and narraw points of view is 2 twi-level

| system, namely sctting up SMEs credit guaranty associations only in
the central and provincial levels. both of the associations of the two

| levels  are independent  juridical associations, The provincial

| association is the natural member of the central asseciatian, while the
basic members of the provincial SMEs credit guaranty are SMEs
credit guaranty institutions. SMEs oredit guaranty institutions
engaging in over-province business can join a provincial SMEs credit
pguaranty association and the central SMEs credit guaranty association
as well.

Corresponding ta the medium and narrow point of views is the one-
level system. namely setting up a natienal SMEs credit guaranty
associacion only at the central level, only with a juridical person at one
i level. A local commission can be set up in the province, city or district

. with developed SMEs credit guaranty businesses,

L ..

(@ Organizational structure

-

——

Member conferonce of member reprosentatives conierence. Member representative
conference iy cnmposed of Ihe represeniatives recommended by 1he whole members.
Member conference or member represemtative conference is the highest authorics
instiration ol SMEs credit gusranty association. Member conference or member
reprosentulive conference s held every four years. 1 necessary, the counei can
advance or postpane the changing of the compositior.

Council. Ir cames ine being theough the clection by member conference or membrer
Iepresentative conference. is the execigive twiion in the clsing session of
member conference or member representative conference, leading the work of the |
wssociation and responsible fur the member representative confercnce. Council s
generally held once at the end or the beginning of exch yeat, in which the chairman |
f the couneil gives the working report

—_— -

's Administrative couacil. It comes into being through the clectior by the
Council, exerling parts of the authorities of the Council in the closing
session of the Council. Admunistrative council is generally held al the
begmnirg of in the middle of cach year. If necessary. it can be held
wemporatly through the advancing of (e secretary-general and  the
decinion of the conference of the chairman of the council.

Conference of the enairmuan of the Councii. I is compased of the chairman
adminisirative  chairman,  vice-chaimman.  secretary-general and  vice-
secretary-general. responsible for the daily concrewe affairs. The conference
of the chaimmun is penerally held iwice cach year. M necessary. the
chairman can temperarily decide @ hold this conference. The councit can
entrust the working conference of secretary-general w take charge of the
conereie work of the association, making conerete manugemen system and
holding the relevant activitics.

[
4. Membership Dues and Members Management
of SMEs Credit Guaranty Association

\ T

|

| (1) Membership Dues i
K

According to the current relative policy provisions of
: the state and seme experiences of seclor association,
1 the sources of the membership dues of SMEs credit
guaranty association can have the foliowing channels:

L. Transferring the onc-of formation expense,

2, Collecting a certain membership dues

3. Reimbursable service charging.

4. Governmental subsidy,

% Financial contribution and donation of the government and the
relevant enterprise and public undertaking and individual,

6. Interest revenue

7. Other legal revenue

Take the example of the sctup model of the SMEs credit guaranty
associativn which sets up unly central level with the guaranty
institution ( no matrer whether it is for profit, whether is public
understanding or business corporation) as the basic members. i can
have the following managemen stipulativns in enrolment condition.
enrolment procedures and the rights and obligations of the members:

1. Enrolment condirion
2. Enrolment procedures,
3. Membership rights.

4. Memmber obligation
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["{3} Major Difficulties and Problems Faced by the .
! Establishing of SMEs Credit Guaranty !
_ Association atPresent . .|}

ts Correctly Solving the Cogaition Problem of Establishing
and Developing Sector Association

* Correctly Handling the Relation between Administrative
Sector  Management and  Self-discipline  Sector
management

+ Correctly Dealing with the Problems of Not-for-profit and
Onerous Service of the Sector Association
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