SECTION 3: MACAU AND HONG KONG

Introduction

China exercises sovereignty over two former European colonies,
Macau and Hong Kong. Both former colonies operate as special ad-
ministrative regions (SAR) of the People’s Republic of China (PRC)
under the “one country, two systems” framework.* Control of
Macau was officially transferred from the Portuguese Republic to
the PRC in 1999, and control of Hong Kong reverted from British
control to the PRC in 1997. While geographically close, the two
former colonies are quite distinct, and the governance issues that
Hong Kong presents differ markedly from those of Macau. Whereas
Macau has experienced an economic rebirth, with booming pros-
perity and dramatic reduction in street crime under Chinese rule,
Hong Kong was already a well-run, thriving economic powerhouse
prior to its handover, and many of its citizens have felt more acute-
ly the drawbacks of living under the new regime. The result, as one
former Hong Kong official noted in a July meeting with Commis-
sioners, is that “Macau is the patriotic SAR, while Hong Kong is
the defiant one.” 1

During the 2013 report cycle, the Commission held a hearing in
Washington, DC, on June 27 on Macau and Hong Kong. The Com-
mission heard from expert witnesses on the evolution of the gaming
industry in Macau and the investments there by three U.S.-based
casino companies. The Commission also examined the implications
to U.S. regulators and to the U.S.-based casinos of the gaming in-
dustry in Macau. The Commission hearing in June included testi-
mony on the efforts in Hong Kong by prodemocracy forces to
achieve universal suffrage in the elections of the legislature and ex-
ecutive as promised under Hong Kong’s Basic Law. The Commis-
sion examined the increasing police surveillance of the prodemoc-
racy movement and the decline of press freedom in Hong Kong.
The Commission also visited Hong Kong in July and met with cur-
rent and former government officials and representatives of non-
governmental organizations.

*The “one country, two systems” framework is a policy measure adopted by the PRC following
the establishment of Hong Kong and Macau as SARs. The system grants Hong Kong and Macau
the right to self govern their economy and political system to a certain extent, excluding foreign
affairs.
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A Note on this Section

The Commission is not an investigative or regulatory body but
functions as a policy advisor to Congress. The purpose of the
Commission’s work in holding its June 27 hearing and in travel-
ling to Hong Kong and the People’s Republic of China in July
2013 was to collect information that would enable it to assess
the risk to U.S. national and economic security from a variety of
perspectives. As in all of its work, the Commission’s ultimate
goal is to report to Congress on the topics within its mandate
and to make recommendations to Congress for appropriate policy
and legislative changes. The Commission did not seek nor did it
find evidence of wrongdoing by any U.S.-based casino company,
either in Macau or Las Vegas.

Macau’s Economy Depends on Gambling

The gaming sector is the most important element of the Macau
SAR economy, and Macau’s government is heavily dependent on a
35 percent tax on gross gaming revenue.?2 Macau’s tax collections
from the gaming sector in 2012 totaled $13.9 billion, which ac-
counted for 87.5 percent of total government revenue.? As Macau’s
gambling sector has grown rapidly, Macau has accumulated the
world’s third-largest budget surplus as a percentage of gross do-
mestic product (GDP).4 Macau’s per capita GDP, at $78,275, is 12
times the size of mainland China’s and considerably higher than
that of the United States at $49,964.5

Although gambling is illegal on the Mainland (with the exception
of state-run lotteries), Beijing allowed Macau’s gaming industry to
continue operations following its reversion to PRC sovereignty.®
Macau’s gaming sector thrived and, in 2006, officially surpassed
Las Vegas as the world’s largest gambling market. Macau’s official
annual gross gaming revenue is now more than six times that of
Las Vegas, surpassing $38 billion in 2012.7 Taking off-book profits
into consideration, the actual gaming market is estimated to be
much higher. During the Commission’s trip to Hong Kong in July
2013, Steve Vickers, former head of the Royal Hong Kong Police’s
Criminal Intelligence Bureau and an acknowledged authority on
Macau’s gaming sector and Asian organized crime issues, estimated
that the real value of Macau’s gaming industry is likely six times
larger than the official reported size, making the actual market
worth more than $200 billion, over four times Macau’s 2012 official
GDP.8 (Mr. Vickers is now a private consultant and investigator in
Hong Kong.)

The exponential growth of Macau’s gaming revenue has been
driven primarily by visitors from mainland China. According to the
Macau government, 16.9 million people visited Macau from main-
land China in 2012, accounting for 60 percent of total visitors.
Other visitors are primarily from Hong Kong or Taiwan, accounting
for 30 percent.?
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Money Laundering in Macau

Macau in 2001 liberalized a home-grown, monopolistic concession
system and opened bidding for casino operation licenses to a lim-
ited number of foreign casino operators.1® The introduction of new
and larger casinos led to substantial increases in cash flow, which
consequently presented an increased risk for money laundering
within Macau’s financial and gaming institutions.* Among all fi-
nancial institutions, casinos generally present the greatest risk for
money laundering.l! “It is the variety, frequency and volume of
transactions that makes the casino sector particularly vulnerable to
money laundering. Casinos are by nature a cash intensive business
and the majority of transactions are cash based ... It is this rou-
tine exchange of cash for casino chips or plaques, TITO [ticket-in,
ticket-out] tickets, and certified cheques, as well as the provision
of electronic transactions to and from casino deposit accounts, casi-
nos in other jurisdictions, and the movement of funds in and out
of the financial sector which makes casinos an attractive target for
those attempting to launder money,” 12 according to the Asia-Pacific
Group on Money Laundering and the Financial Action Task Force,
a Paris-based intergovernmental body.

In Macau there is an even larger risk of money laundering with-
in the VIP gaming room operations, which are physically conducted
within the casinos but remain outside of the casino’s official over-
sight.13 The risk is further enhanced because so much of the money
that is wagered in Macau goes through the loosely regulated VIP
rooms. In 2012, VIP baccarat rooms in Macau casinos accounted for
69.3 percent of total revenue from games of chance.14

The structure of VIP gaming operations—as an independent con-
tractor of the casino—dates back to the 1930s and is legal under
Macau law. But regulatory oversight of VIP rooms, junket opera-
tors, and affiliates who supply the clients and manage the money
remains opaque and prone to substantial abuse.l5:16 “The move-
ment of funds associated with gaming-related tourism is poorly un-
derstood and may pose particular money laundering risks, e.g.,
international movement of funds for casino junket operations.” 17
The PRC’s strict capital controls that limit the amount of money
individuals can carry to or otherwise transfer from mainland China
to Macau have created a unique opportunity for the VIP gaming
rooms to participate in a grey financial market. Large sums of
renminbi (RMB) are moved through the independent VIP gaming
room operations with the help of junket operators and their affili-
ates on the Mainland. That renminbi can be converted to Hong
Kong dollars by gamblers in the casino and then transferred
abroad through a variety of legitimate means, such as bank or ca-
sino wire transfers.

According to I. Nelson Rose, professor of law at Whittier Law
School, who testified at the Commission’s June 27 hearing, Macau’s
weak enforcement of anti-money-laundering prohibitions comes, in
part, “from lack of experience, since big-scale casino gambling is

* According to the most recent Macau government statistics, U.S. direct investment in Macau
totaled $677.3 million at the end of 2011, although unofficial numbers put the figure between
$8 billion and $10 billion. There are more than 30 U.S. firms doing business in Macau. U.S.
Department of State, “U.S. Relations with Macau” (Washington, DC: August 16, 2013).

TA ticket representing large slot machine payouts in lieu of coins.
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less than ten years old. And part comes from the enormous
amounts of money coming in and the junket system, which make
it difficult to track all the transactions and gives incentives to ig-
nore what may be going on. And China likes the economic booms
of Macau and Hong Kong, and has plans to spend hundreds of bil-
lions of dollars to create large regional centers around the two
SARs.” 18 Nevada regulators generally agree that the problem lies
more with Macau and its loose regulations of VIP gaming room op-
erators and junket operators in Macau and on the Mainland. While
Nevada’s affiliated casinos in Macau offer “robust compliance” with
anti-money-laundering protocols, “that robust compliance, however,
is only up to a point; that point is where the VIP room operators
assume responsibility,” said Nevada State Gaming Control Com-
mission Chairman A.G. Burnett in testimony before the Commis-
sion.19

According to a 2013 report from the U.S. Department of State,
the gaming industry in Macau “relies heavily on loosely-regulated
gaming promoters and collaborators, known as junket operators,20
for the supply of wealthy gamblers, mostly from nearby mainland
China.” 21 The report notes that in addition to supplying customers,
the junket operators bear much of the risk that high rollers will re-
nege on the unsecured loans that casinos and junket operators
typically extend to heavy gamblers. (In the Macau system, the jun-
ket operators are allowed to extend credit to gamblers from the
Mainland and buy chips directly from the Macau casinos to supply
to their customers. If the customers fail to repay the loans, it is the
junket operator who is not repaid. The casinos have already col-
lected from the junket operators.) “Increasingly popular among
gamblers seeking inscrutability and alternatives to China’s cur-
rency movement restrictions, junket operators are also popular
among casinos aiming to reduce credit default risk and unable to
legally collect gambling debts in China, where gambling is illegal,”
the State Department report notes.22

One problem is the abuses of the junket operators in collecting
debts from customers through threats of violence and other non-
judicial means. “Other extra-legal means of debt collection may in-
deed come into play,” according to a 2007 University of Nevada
study. “The extent to which extra-legal means of debt collection
(i.e., threats, intimidation, violence, induced crime such as embez-
zlements, etc.) occurs is an obvious concern for regulators, espe-
cially those from outside Macau that oversee companies which are
concession or subconcession holders in Macau.” 23

All of these concerns have led American companies operating ca-
sinos in Macau to take additional steps to prevent illegal activity
in their operations. Some of those steps were detailed in a submis-
sion by the companies to the Commission and are set forth at the
end of this section. The Commission is not in a position to evaluate
the adequacy of these measures to insulate these companies from
the danger of association with illegal activity. However, Mr. Rose,
who was one of the witnesses at the Commission hearing, has in
a subsequent article warned that in evaluating the danger of ille-
gality “it is important ... to distinguish between casinos (in Macau)
that are licensed by U.S. states and those that are not.” Mr. Rose
noted further that, “in practice, there are two separate regulatory
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systems working in Macau. There are the casinos that are subject
only to Macanese regulations. And there are those that are also
subject to controls by states and nations outside of the PRC—in
particular, the three casino operators who are also licensed by Ne-
vada and other states.”

Macau’s junket operations have a history of affiliation with Asian
organized crime,?¢ which presents added risks for U.S.-licensed
companies operating casinos in Macau, according to Nevada’s state
gaming regulators. Numerous junkets may have ties to organized
crime, and public media and intelligence sources “have affiliated all
but one of the seven VIP Room operator groups of interest with re-
puted Asian organized crime figures,” according to Mr. Burnett.25
“It is common knowledge [that] the operation of VIP rooms in
Macau casinos had long been dominated by Asian organized crime
commonly referred to as triads [and] the same [organized crime]
figures are allegedly still working the VIP operations.” 26

U.S.-based casino companies are also subject to “suitability re-
quirements” under state gaming laws that prohibit consorting with
criminal elements, even outside the United States. Furthermore,
the grey market nature of Macau’s loosely regulated junket opera-
tors and underground banking system raises the possibility for ex-
ploitation of casinos by international criminals seeking to launder
illicit funds. Although U.S.-licensed casinos have implemented
strict safeguards to prevent criminal activity from occurring within
their Macau casinos,2? loose regulation by China and Macau of
third-party junket operators and their affiliates that support the
success of Macau casinos presents considerable risks.

Macau has taken steps to improve the efficacy of its laws pre-
venting the abuse of gaming and financial institutions by crimi-
nals; however, according to Assistant Secretary for Terrorist Fi-
nancing at the U.S. Department of the Treasury Daniel L. Glaser,
Macau’s regulators have fallen far short in complying with inter-
nationally recognized standards, and numerous deficiencies remain
in its regulatory framework.28 The PRC has also recently expressed
interest in closer monitoring of Macau’s gaming industry as part of
its nationwide initiative to crack down on corruption. However, to
date, the PRC has not implemented any significant policy measures
to regulate Macau’s grey market VIP gaming system.

The Role of Money Laundering and Capital Flight from the
Mainland

The PRC maintains strict capital controls to limit the amount of
cash taken out by individuals from mainland China to $3,260 per
day and $50,000 per year.2? Despite these restrictions, individuals
from mainland China are able to bypass the PRC’s capital controls
and move large sums of money into Macau by making money trans-
fers through various grey market channels. One of the most com-
mon methods is for individuals to physically smuggle cash.30 Main-
land Chinese may also bypass the PRC’s capital controls via “pawn
shops” and “jewelry dealers” in Macau.* Underground banks also

*It is common to witness individuals making purchases at “pawn shops” or “jewelry shops”
using China’s domestic bank card Unionpay to purchase items and immediately return them for
Hong Kong dollars, which then can be moved out of the country. The “front” shops, which are
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play a key role in moving illicit funds outside of mainland China,
directly transferring RMB to VIP accounts at Macau casinos.3! In-
dividuals will then collect the RMB in the form of special gambling
chips at Macau casinos and cash them out in Hong Kong dollars
after using the chips for gambling.32-33 Although the exact amount
of money moved through underground banks in unknown, Yan
Lixin, secretary general of the China Center for Anti-Money-Laun-
dering Studies at Fudan University in Shanghai, estimates that
30-40 percent of all capital moving through underground banking
channels is dirty money being laundered.34

There is a high risk to Macau for money laundering, especially
considering its gaming-driven economy. Macau is noted as a “juris-
diction of primary concern” in a 2012 report by the U.S. Depart-
ment of State in its International Narcotics Control Strategy Re-
port35 A 2013 State Department report specifically identifies
Macau’s junket operators as contributing to the vulnerability for
money laundering and notes that “Macau Government officials in-
dicate the primary sources of laundered funds—derived from local
and overseas criminal activity—are gaming-related crimes, prop-
erty offenses, and fraud.”3¢ The U.S. Central Intelligence Agency
also notes that “Macau continues to face the challenges of man-
aging its growing casino industry, money-laundering, and the need
to diversify the economy away from heavy dependence on gaming
revenues.” 37 Moreover, The Economist reported that a memo sent
in December 2009 from the U.S. consulate in Hong Kong to the
U.S. Secretary of State said that “IMacau’s] phenomenal success is
based on a formula that facilitates, if not encourages, money laun-
dering.” 38 The memo noted that “[slome of these mainlanders are
betting with embezzled state money or proceeds from official cor-
ruption, and substantial portions of these funds are flowing on to
organized crime groups in mainland China, if not Macau itself.” 39

A 2009 report by the Financial Action Task Force, a multi-
national organization that sets standards for the prevention of
money laundering and the financing of terrorism, provided multiple
case studies outlining cash smuggling and money laundering in
Macau. According to one case study, “Cash Smuggling and Under-
ground Remittance,” a Mainland customer who wanted to gamble
in a Macau casino entrusted a junket affiliate with a large sum of
money. The junket affiliate then brought the cash to a “front” shop
that he operates as an underground bank in Zhuhai, a city in the
Guangdong Province near the border of Macau. The cash was then
divided into small lots, which were then smuggled into Macau by
many “professional commuters.” A junket operator in Macau then
collected the cash and deposited the money into a casino account
in the form of cash, checks, bank transfers, and remittances. When
the full sum was deposited, the casino agent converted the sum
into a cashier’s order to the VIP room of the casino. The VIP room
then issued chips to the Mainland customer, who could start gam-
bling.40

located throughout Macau and within casinos, also operate as underground banks by extending
high-interest-rate loans to gamblers. Financial Times, “Macao Casino Boom Fuelled by Illicit
Cash,” January 3, 2012. htip://lwww.ft.com/intl/cms/s/0/833b06bc-1a63-11el-aede-00144feabdcO.
html; U.S.-China Economic and Security Review Commission, Hearing on Macau and Hong
Kong, testimony of I. Nelson Rose, June 27, 2013.
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An indicator of the money-laundering problem in Macau is evi-
dent in the rising number of suspicious transaction reports * filed
with Macau’s financial intelligence unit. In 2012, the total number
of “suspicious transaction reports” filed increased to 1,840 from
1,563, up 18 percent from 2011.41 The top three reasons triggering
suspicious transaction reports in 2012 were (1) the inability of cli-
ents to provide identification or important personal information, (2)
the possible match of a client with an internal watch list or other
black list, or (3) a client’s attempt to convert gambling chips with-
out partaking in gambling activities.#2 Reports originating specifi-
cally from Macau’s gambling institutions have increased as a share
of total suspicious transaction reports from 52 percent in 2007 to
72 percent in 201243 indicating a potential, growing, money-laun-
dering problem in Macau’s gaming institutions or a growing will-
ingness to report.T

Money Laundering in Macau’s Gaming System

In Macau, one of the main channels for money laundering is in
the gaming sector through underregulated junket operators or VIP
room operators and their affiliates on the Mainland, which include
the underground banking system that supports their operations.
The junket operators “smooth a money-laundering route that proc-
esses billions of dollars every year,” according to The Times of Lon-
don.** U.S. regulators have also described junket operators and
their affiliates as especially able to offer money-laundering serv-
ices.

Junket operators attract high-stakes gamblers to VIP rooms
within Macau casinos by offering clients special services, including
travel arrangements, hotel rooms, loans and money transfers, and
a stack of chips waiting at a reserved chair at a baccarat table. In
return, the junket operators receive a commission on the amount
of chips they deal and a percent of the gambling losses incurred by
their VIP clients.f Unlike gambling industries in the United States
and Singapore, casinos operating in Macau—including subsidiaries
of U.S.-licensed casinos—are heavily dependent on the junket sys-
tem as the primary source of income. Mr. Vickers noted the heavy
reliance of U.S.-licensed casinos on the Macau junket system dur-
ing a briefing with the Commission in July: “Without the junkets,

*The Macau SAR Financial Intelligence Office requires casino concessionaires, subconces-
sionaires, and junket promoters to report any “transaction relating to the practice of gaming
or betting that, given its nature, unusual nature or complexity, indicates an activity of money
laundering or terrorist financing.” Jorge Godinho, “The Prevention of Money Laundering in
Macau Casinos,” Gaming Law Review and Economics 17:4 (2013): 272.

T Suspicious transaction reports from the casinos rose from 347 in 2007 to 1328 in 2012. Re-
ports from all other financial sources in Macau rose from 343 to 510 during the same period.
Government of Macau, Financial Intelligence Office Newsletter for Gaming Sector (Macau, SAR:
Financial Intelligence Office, 2007-2013), http://lwww.gif.gov.mo/webl/doc/Newsletter/Casino_
Newsletter Issue 8 201305.pdf.

+Junkets frequently receive a commission from the casino based on total gaming play, or “roll-
ing chip turnover.” This commission is based on the number of chips dealt, guaranteeing the
junket will receive a commission whether the client wins or loses. The commission is determined
in the contract between the junket and the casino and usually ranges from 0.8 percent to 1.25
percent. Carlos Siu Lam, “Controlling Internal Operations Risk: VIP Rooms in Macau,” Casino
Enterprise Management, http://lwww.casinoenterprisemanagement.com/articles/october-2012/con-
trolling-internal-operational-risk-vip-rooms-macau; Wuyi Wang and William R. Eadington, “VIP-
Room Contractual System of Macau’s Traditional Casino Industry” (Reno, NV: University of Ne-
vada, Working Paper 07-001, 2007), p. 6. hétp://www.business.unr.edulecon/wp/papers/unreconwp
07001.pdf.
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none of the U.S. operators would make a red cent.”4> In 2012,
baccarat, the preferred game of high rollers in VIP rooms, ac-
counted for 69 percent of total casino-generated revenue in
Macau.46

Although junket operators are common throughout the world—
including Las Vegas, where they are referred to as “independent
agents”—junket operators in Macau are significantly more involved
in gambling operations and operate very differently, with far fewer
restrictions. According to the written testimony submitted for the
June 27 Commission hearing by Mr. Rose:

The Macau VIP Gaming promoters, on the other hand, are
nothing like the traditional junket operators associated
with American casinos, who were often paid a flat fee per
head to bring in players. The Macau VIP gaming pro-
moters can do virtually every part of the gambling trans-
action: recruit players, arrange transportation, provide
credit, operate the gaming room in the casino, and collect
the gambling debt.*”

Not only is the heavy reliance on the junket system and the di-
rect involvement of junket operators in gaming transactions un-
common outside Macau, the business relationship between Macau
casinos and junket promoters is also unique. Macau’s junket sys-
tem is not subject to the same regulatory requirements as casinos,
and it is up to casinos, not the gaming regulator, to craft due dili-
gence procedures with junket operators.4® Also, unlike states such
as Nevada, where junket operators are subject to in-depth back-
ground checks, strict internal control standards, and independent
audits that are conducted in VIP rooms, in Macau, obtaining a jun-
ket license is a cursory process, and VIP rooms rely on in-house ac-
countants to report on the financial status of their business.* 49

According to experts who provided testimony to the Commission,
Macau’s junkets may have links to organized crime. During the
Commission’s June 2013 hearing, Mr. Burnett noted that “it is
common knowledge that the operation of VIP rooms in Macau casi-
nos had long been dominated by Asian Organized Crime (AOC),
commonly referred to as ‘triads.”59 Former Director of the Finan-
cial Crimes Enforcement Network of the U.S. Treasury Department
James H. Freis, Jr., also recognized the possible link between
Macau junkets and the triads in his written testimony. He wrote
that “in some capacity, the involvement of organized crime groups
such as China’s triads is likely.” Finally, during the Commission’s
trip to Hong Kong in July, Mr. Vickers noted the junkets’ connec-
tion to organized crime: “The junket model in Macau should be the
enemy, not the industry in Macau, because it is demonstrably con-
nected to organized crime.” However, despite likely affiliation with
the triads, junkets continue to proliferate in Macau casinos. From
2006 to 2013, the total number of licensed junket promoters grew
from 76 to 202.51

*Representatives of Wynn Resorts and MGM Resorts met with the Commission on October
21 and 23 and indicated that they maintain supervision of all the VIP gaming rooms through
surveillance videos, cash room auditing, and personnel controls.
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Role and Risks of Macau’s Junket System

Due to the PRC’s limit on the amount of money an individual
can move outside of mainland China, Macau VIP room operators
hire or partner with junket affiliates, or “subjunkets,” to make
arrangements in mainland China to extend credit to wealthy
Mainland Chinese clients to gamble in Macau’s casinos—essen-
tially bypassing the PRC’s capital controls. In turn, junket affili-
ates are then required to collect debts incurred by clients in
Macau casinos back on the Mainland in the form of RMB (see
figure 1, below).

Although junket promoters are licensed in Macau, VIP room
operators and their affiliates are composed of an extensive net-
work of junket financiers, credit guarantors, and other profit
participants, which are all unlicensed by Macau’s gaming regu-
lator. Such junket affiliates are often comprised of local groups
that have knowledge of Mainland clients’ credit histories to en-
sure that they will be able to collect gaming debts when the cli-
ent returns to the Mainland.52 However, the collection of gam-
bling debts is illegal in mainland China, presenting the risk of
junket operators and their affiliates resorting to extrajudicial
measures to collect incurred debts, which can lead to threats and
violence, according to Mr. Rose.53 A 2008 report published by the
Macau Polytechnic Institute shed light on the risks of unenforce-
able debt collection when it examined 99 publically reported
cases of VIP gamers from mainland China.5* The report found
that seven of the “high rollers” included in the study ended up
either committing suicide or were murdered.55

Figure 1: Simplified Money-laundering Technique Using Junket/Casino

System
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dollars at cashier's cage receives house chips back

Source: U.S.-China Economic and Security Review Commission (Washington, DC).

Money Laundering in Financial Institutions

Outside of the gaming industry, Macau’s banks have also been
involved in money-laundering activities. One well-known example
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occurred in 2005 when the U.S. Treasury Department’s Financial
Crimes Enforcement Network found a Macau-based bank, Banco
Delta Asia, to be participating in the laundering of counterfeit U.S.
dollars on behalf of the North Korean government.?¢ The Financial
Crimes Enforcement Network recognized Banco Delta Asia as a
primary money-laundering concern, stating, “Banco Delta Asia’s
special relationship with the DPRK [Democratic People’s Republic
of Korea] has specifically facilitated the criminal activities of North
Korean government agencies and front companies. One well-known
DPRK front company that has been a client of [Banco Delta Asial
for over a decade has conducted numerous illegal activities, includ-
ing distributing counterfeit currency.” 57

The bank was also linked to drug smuggling. “In addition to fa-
cilitating illicit activities of the DPRK, investigations reveal that
[Banco Delta Asia] has serviced a multi-million dollar account on
behalf of a known international drug trafficker,” the Financial
Crimes Enforcement Network noted.58 Following the investigation,
in 2007 the U.S. Treasury Department finalized a rule to ban the
Macanese bank from access to the U.S. financial system under the
USA Patriot Act.5?

Vulnerabilities in Macau’s Regulatory System

Macau first passed legislation requiring financial and gaming in-
stitutions to report suspicious transactions * in 1998, which was re-
placed by a revised set of laws in 2006 that criminalized money
laundering and required stricter reporting in the gaming sector.6°
The legal reforms in 2006 brought Macau more in line with global
anti-money-laundering standards. Improvements included report-
ing requirements for suspicious transactions over a certain cash
value; customer due diligence procedures intended to prevent gam-
bling by corrupt officials using public funds; and additional record-
keeping requirements.! However, according to Mr. Glaser, mul-
tiple deficiencies still exist in Macau’s anti-money-laundering and
counter-terrorist-financing framework, including Macau’s refusal to
seize stolen money.62

Compliance with International Standards

The premier international standards for effective anti-money-
laundering and combating the financing of terrorism are set by the
Financial Action Task Force, a multinational body established in
1989.63 The organization, of which the United States and Macau
are both members, has created a list of 40 recommendations to pre-
vent money laundering and the financing of terrorism. Macau is
subject to a periodic review of its compliance with the recommenda-
tions as a member of the Asia-Pacific Group on Money Laundering,
Asia’s regional Financial Action Task Force body. The most recent
evaluation of Macau’s compliance with Financial Action Task Force

*The Macau SAR Gaming Inspection Coordination Bureau defines a suspicious transaction as
“The operation relating to the practice of gaming or wagering which, by its nature, non-habitual
manner or complexity, indicates any activity of money laundering or terrorist financing.” Macau
SAR Gaming Inspection Coordination Bureau, “Instruction No. 2/2006 Preventive Measures
against Crimes of Money Laundering and Terrorist Financing,” p. 2. http://www.gif.gov.mo/web1/
en_law.html.
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recommendations was conducted in 2006 and published by the
Asia-Pacific Group in 2007. Macau’s next evaluation will occur in
2015 or 2016, and its compliance will be gauged against a new set
of Financial Action Task Force recommendations that were revised
in 2012.64

The 2007 evaluation recognized the risk of money laundering in
Macau’s gaming sector and noted multiple deficiencies in its anti-
money-laundering and counter-terrorist-financing framework. Ac-
cording to the report, “[Macau’s] close proximity [to the] border
with [the] PRC and its open economy do pose a threat to ML/FT
[money laundering and financing of terrorism] activities.” 5 The
evaluation also discovered several specific deficiencies in Macau’s
compliance with the Financial Action Task Force recommendations,
including the refusal to respond to foreign requests to freeze assets,
the inability to effectively implement UN Security Council resolu-
tions on the financing of terrorism, and the inability of Macau’s
Customs Service to investigate money-laundering cases. Other
shortcomings specific to the gaming sector included a lack of a risk-
based assessment of gaming customers and operators, inadequate
inspection and oversight of casinos and junket operators and pro-
moters, a lack of communication among gaming regulators, and a
high threshold ($62,500) for reporting large transactions at casi-
nos.%6 In the report, Macau received a “compliant” rating in only
seven of a total of 49 recommendations,* with the majority receiv-
ing a rating of only “partially compliant.” Against the same rec-
ommendations, the United States was “compliant” in 15 of 49 rec-
ommendations in its 2007 evaluation, with the majority receiving
a rating of “largely compliant.” 67

Since the report was published in 2007, “Macau has yet to ad-
dress a number of deficiencies in its AML/CFT [anti-money-laun-
dering and counter-terrorist-financing] framework that were identi-
fied by the APG [Asia-Pacific Group on Money Laundering],” ac-
cording to Mr. Glaser.68 He noted four major deficiencies identified
in the evaluation report that have yet to be addressed: (1) Macau
still has not implemented a method to freeze bank accounts in anti-
money-laundering and counter-terrorist-financing cases; (2) Macau
has not yet enacted a number of legal enhancements to its cus-
tomer due diligence requirements; (3) Although Macau has been
asked to lower its high transaction reporting threshold for casinos
to $3,000 as recommended by the Financial Action Task Force,
Macau continues to allow a very high threshold of $62,500 for re-
porting large transactions at casinos; (4) Macau has yet to imple-
ment an effective, cross-border, cash declaration system.69

*The mutual evaluation measured compliance with the Financial Action Task Force’s 40 rec-
ommendations (2003) and included an additional nine special recommendations on counter-ter-
rorist-financing measures. Compliance with the Financial Action Task Force recommendations
is rated on a scale that includes “compliant, largely compliant, partially compliant, and non-com-
pliant.” Asia-Pacific Group on Money Laundering, APG/OGBS Mutual Evaluation Report on
Macau, China (July 24, 2007), p. 210. http://www.apgml.org/documents/default.aspx?s=date&c=7.

1 Financial Action Task Force Recommendation 12 sets the reporting threshold at $3,000 for
gaming institutions. Financial Action Task Force, “FATF Recommendation 16: Reporting of Sus-
picious Transactions and Compliance, Text of the Recommendation and Interpretative Note”
(Paris, France). http://www.un.orglen/sc/ctc/docs/bestpractices/fatfl40recs-moneylaundering/fatf-rec
16.pdf.
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Shortcomings in Macau’s Gaming Sector Regulation

Although casinos and junket promoters are licensed by Macau’s
gaming regulator, there remain significant vulnerabilities with un-
licensed junket operators, junket affiliates, and satellite casinos*
that play an integral role in Macau’s gaming system. These entities
are not subject to the same regulations and reporting requirements
as licensed entities and thus are more susceptible to money laun-
dering and influence from organized crime (see figure 2, below).
During the Commission’s June 27 hearing, Mr. Burnett noted this
vulnerability in his written testimony, that “criminal transactions
are widely alleged to take place just out of the direct purview of
the casino,” pointing to the susceptibility for criminal organizations
to infiltrate junket groups.’® “Such activities include back-betting,
side-betting, loan sharking, violent loan collections, underground
banking, and money laundering.” 71

Figure 2: Vulnerabilities in Macau’s Licensing System
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(Casino Operator)
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t
Junket Affiliates
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Source: U.S.-China Economic and Security Review Commission (Washington, DC).

Macau’s junket operators are not subject to the same trans-
parency requirements as casinos, and strict privacy controls pre-
vent U.S. regulators from obtaining information on individuals op-
erating in Macau subsidiaries of U.S. parent casinos.”2 The Macau
SAR Gaming Inspection and Coordination Bureau (Portuguese ac-
ronym, DICJ), Macau’s gaming regulator, is also only required to
publically disclose the names of licensed junket promoters in
Macau and does not disclose financial information. More impor-
tantly, information about the unlicensed junket operators, their af-
filiates, and third-party satellite casinos is inaccessible to the pub-
lic and regulatory counterparts overseas. The lack of information
presents difficulties in determining the origin of money flowing
through such operations, and U.S. state regulators do not have the

*Satellite casinos are owned and operated by third parties and are not considered concession
or subconcession holders. I. Nelson Rose, “Does Macau Create Legal Risks for American Opera-
tors?” Gaming Law Review and Economics 14:6 (2010): 454.
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authority or resources to independently conduct investigations in
Macau or other foreign jurisdictions.”® Mr. Burnett explained the
legal barrier in obtaining relevant information from Macau regu-
lators in his testimony to the Commission:

The Macanese Privacy Act 8/2005, which took effect Feb-
ruary 2006, has varying degrees of interpretation. It essen-
tially forbids businesses there from transferring data on in-
dividuals to any other country. In general, therefore, it has
precluded us from obtaining information from our opera-
tors to the degree we are accustomed to.

Although Macau regulators require reporting for transactions
that are deemed “suspicious” in nature, there are shortcomings in
the reporting requirements of gaming institutions. Macau’s eyes
and ears for the gaming sector, the Gaming Inspection and Coordi-
nation Bureau, require gaming institutions to automatically report
all transactions above $62,500.% In the 2007 evaluation published
by the Asia-Pacific Group, this threshold is considered too high to
comply with Financial Action Task Force recommendations.7¢
Moreover, the Gaming Inspection and Coordination Bureau does
not report detailed information on the number or nature of such re-
ports filed to the public; however, Gaming Inspection and Coordina-
tion Bureau officials have indicated that the number of reports
filed annually is increasing, reaching hundreds of thousands per
year.”5

Influence of PRC Regulations on Macau

Capital controls implemented by the PRC that are intended to
prevent illicit cross-border transfers should, in theory, hinder
Macau’s economic growth. In reality, capital controls have caused
more money to cycle through Macau due to Macau’s thriving VIP
gaming industry, which relies on junkets and their affiliates to fa-
cilitate cross-border money transfers for clients via underground
banks. The circumvention of capital controls by junkets to get
money from mainland China to Macau has been tolerated by Bei-
jing and, according to Mr. Rose, “Beijing doesn’t view this as much
of a problem, unless it becomes a scandal, as when government offi-
cials embezzle [money]| and lose it in Macau.” 76 Recent reports,
however, have signaled that Beijing is beginning to take measures
to prevent illicit cross-border transfers and money laundering in
Macau as part of the nationwide crackdown on corruption promoted
by PRC President Xi Jinping. A December 2012 Wall Street Jour-
nal article reported that police in mainland China and Macau de-
tained multiple individuals who work for Macau’s biggest junket
operators, a move described by a Macau casino executive as “an
attempt by the Chinese government to tell people in the market
that they need to behave, especially regarding underground money
transfers.” 77 The recent appointment of the PRC’s former Hong
Kong liaison Li Gang to deputy director of the Central Liaison Of-

*All transactions under the $62,500 threshold that are deemed suspicious in nature are re-
quired to be reported to the Macau SAR Financial Intelligence Office. Jorge Godinho, “The Pre-
vention of Money Laundering in Macau Casinos,” Gaming Law Review and Economics 17:4
(2013): 271-272.
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fice in Macau was also seen as an effort to gain closer oversight
over Macau’s gaming industry.”® Despite these actions, analysts
such as Grant Govertsen of Macau-based Union Gaming Research,
remain skeptical about China engaging in a large-scale crack-
down.”® In response to comments from Beijing’s liaison office, Mr.
Govertsen predicted in February that “there would not be any
changes in policy on Macau,” based on Beijing’s official pronounce-
ments.80

Experts have argued that Macau’s heavy reliance on junkets op-
erating in the grey market can only be reduced if mainland China
repeals its strict capital controls or permits the collection of gam-
bling debts in mainland China.8! The PRC’s capital controls have
encouraged clients to utilize junkets to facilitate money transfers,
thus making it difficult to determine the origin of funds coming
from mainland China. On top of the capital controls, PRC regula-
tions forbidding the collection of gambling debts have given rise to
a troubling grey market. Unlike the United States, where collection
lawsuits by casinos can be filed and gamblers can be charged crimi-
nally for writing bad checks,* casinos are not allowed to collect
gaming-related debts through the courts in mainland China. This
prevents Macau casinos from directly seeking VIP customers, and
they instead rely on unsupervised junket operators to att