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July 9, 2013 

 

The Honorable Patrick J. Leahy 

President Pro Tempore of the Senate, Washington, D.C. 20510 

The Honorable John A. Boehner 

Speaker of the House of Representatives, Washington, D.C. 20515 

 

DEAR SENATOR LEAHY AND SPEAKER BOEHNER: 

 

We are pleased to notify you of the Commission’s June 27, 2013 public hearing on “Macau and Hong Kong.”  

The Floyd D. Spence National Defense Authorization Act (amended by Pub. L. No. 109-108, section 635(a)) 

provides the basis for this hearing. 

 

At the hearing, the Commissioners received testimony from the following witnesses: Daniel Glaser, Assistant 

Secretary for Terrorist Financing, Office of Terrorism and Financial Intelligence, Treasury Department; A. G. 

Burnett, Chairman, Nevada State Gaming Control Board; I. Nelson Rose, Wittier Law School, Encino, 

California; James H. Freis Jr., Cleary Gottlieb Steen & Hamilton LLP; Sophie Richardson, China Director, 

Human Rights Watch; and Madeline Earp, Research Analyst, Freedom House.  This hearing examined two of 

China’s special administrative regions, Macau and Hong Kong.  The Commission focused on money 

laundering and financial fraud related to casino gambling in Macau and issues related to democracy, press 

freedom, and human rights in Hong Kong. 

 

We note that prepared statements for the hearing, the hearing transcript, and supporting documents submitted 

by the witnesses will soon be available on the Commission’s website at www.USCC.gov. Members and the 

staff of the Commission are available to provide more detailed briefings. We hope these materials will be 

helpful to the Congress as it continues its assessment of U.S.-China relations and their impact on U.S. 

security.  

 

The Commission will examine in greater depth these issues, and the other issues enumerated in its statutory 

mandate, in its 2013 Annual Report that will be submitted to Congress in November 2013. Should you have 

any questions regarding this hearing or any other issue related to China, please do not hesitate to have your 

staff contact our Congressional Liaison, Reed Eckhold, at (202) 624-1496 or via email at reckhold@uscc.gov.  

 

Sincerely yours, 

 

 
Hon. William A. Reinsch 

Chairman 

 
Hon. Dennis C. Shea 

Vice Chairman  

http://www.uscc.gov/
mailto:reckhold@uscc.gov
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MACAU AND HONG KONG 

 

THURSDAY, JUNE 27, 2013 

 
 

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
 

     Washington, D.C. 

 

 The Commission met in Dirksen Senate Office Building, Room 608, Washington, D.C. at 

9:00 a.m., Commissioners William Reinsch and Dennis Shea (Hearing Co-Chairs), presiding. 

 

 

OPENING STATEMENT OF WILLIAM REINSCH 

HEARING CO-CHAIR 

  

 CHAIRMAN REINSCH:  Goo d morning,  everyone.  Thank you for  

joining us .   Today's  hearing on  Macau and Hong Kong is  the las t  hearing of  

the  Commission 's  2013 Annual  Report  cycle.   Our  next  event  wil l  be a  July 

11 roundtable  discussion on cyber  secur i ty pol icy.   Our roundtable  event s ,  in  

which  we invi te  experts  to  talk  in  a  more informal  discussion format  about  a  

specif ic  topic,  a re a lso open  to  the  publ ic,  and  detai ls  about  that  wi l l  be  on 

the  Web s i te  l ater  on.  

 Today's  hearing wil l  examine the  two special  adminis t rat ive 

regions  of  China:  Macau and Hong Kong.   The former  Portuguese  colony and  

former Bri t i sh  colony reverted  to  Chinese rule in  the  late 1990s,  but  under  

the  agreement  to  grant  China sovereignty over  the  two,  they are  for  50 years  

supposed to  enjoy certain  f reedoms denie d  to  o ther  parts  of  the People 's  

Republ ic .  

 My co-chai r  in  thi s  hearing,  Commiss ioner Dennis  Shea,  wi l l  t alk  

about  Hong Kong and i ts  guarantees  of  democracy,  f reedom of speech and 

the  press ,  and other  r ights .   And I ' l l  out l ine  the  Commission 's  in terest  in  

Macau.    

 Macau is  a  smal l  is land ci ty whose most  wel l -known 

characteri s t ic  i s  i t s  network of  legal ized gambling cas inos.   It  i s  the only 

place in  the People 's  Republ ic  where gambling i s  l egal  other  than in  s tate 

lot ter ies .   Macau derives  considerable  bene fi ts  from gambl ing in  terms of  

employment  and  tax  revenues .   The $38 bi l l ion in  cas ino revenue in  Macau 

las t  year  was s ix  t imes  that  of  Las Vegas .  

 But  with i t s  bonanza of  r iches  have come problems,  some of  

which  af fect  the United States .   As we wil l  hear ,  Macau has  a lax  regulatory 

system for  i t s  casinos,  which  has  al lowed t radi t ional  Chinese  organized 

crime f igures  to  operate in  Macau wi th impuni ty.  

 Of  even  more concern  for  the  United  States  is  the use of  Macau 's  

casinos  for  money laundering.  China  has  s t r ict  capi tal  cont rols  that  res t r ict  
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the  conver t ibi l i t y of  Chinese currency,  l imit  i t s  ci t izens '  abi l i t y to  take i t  out  

of  the country,  and  l imit  i t s  use  in  internat ional  investment .   The s t ructure of  

the  casino sys tem in  Macau effect ively al lows people  to  use  the casinos to  

ci rcumvent  these capi tal  cont rols .   

 Corrupt  Chinese off icial s  move embezzled  funds across  the 

border ,  drug smugglers  and human t raf f ickers  move large sums of  cash about ,  

and lawbreakers  seek to  escape prosecut ion of  the  tax  authori t i es  by 

laundering money through gambl ing.  

 In  addi t ion,  Macau banks ,  as  has  been  made publ ic  in  the past ,  

have been  implicated in  a variety of  f inancial  cr imes.   For  example,  the 

Macau-based Banco Del ta As ia  was once the t ransi t  point  for  counter fei t  

currency f rom North Korea --act ion that  the Treasury Depar tment  has  deal t  

wi th  in  the  pas t .  

 American authori t ies  at  the s ta te  and  federal  level  want  to  make 

sure  that  the  three U.S . -based cas ino  companies  l i censed to  operate af f i l i ate  

casinos  in  Macau do  not  get  d rawn into  act iv i t i es  that  would be cons idered 

i l legal  or  improper in  the  United  States .  

 We wil l  hear  from several  exper ts  and regulators  at  both federal  

and s ta te  government  levels  about  the  chal lenge of  regula t ing casinos that  

operate  on  two cont inents .   I  would al so note for  the record that  a  

representat ive of  the casino  companies  was invi ted to  appear today,  but  we 

received no  response.  

 The fac t  that  the PRC does not  permit  the  legal  col lect ion of  

gambling debts  appears  to  be  the  most  s ignif icant  fac to r  in  creat ing a unique 

chain of  c i rcumstances in  which casinos ef fect ively sublease  a  subs tant ial  

port ion of  thei r  gaming operat ions  to  VIP rooms,  many of  which we wil l  hear  

today are cont ro l led  by Chinese organized  crime groups.  

 We hope today to gain  a b et ter  understanding of  how the money 

laundering chain works ,  the ro le  of  Chinese criminal  groups  in  i t ,  the 

implicat ions  for  the  gambl ing indust ry in  the  United  States ,  and the potent ial  

nat ional  securi ty threats  thi s  poses  for  the  United  States .  

 Let  me now turn to  my col league Vice Chairman Shea for  his  

opening comments ,  and then we 'l l  go di rec t ly to  the f i rs t  panel .  
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PREPARED STATEMENT OF WILLIAM REINSCH 

HEARING CO-CHAIR 

 

 

Hearing on Macau and Hong Kong 

 

Opening Statement of Chairman William A. Reinsch 

June 27, 2013 

Washington, DC 
 

Good morning and thank you for coming. Today’s hearing on Macau and Hong Kong is the last 

hearing of the 2013 Annual Report cycle.  Our next event will be a July 11 roundtable discussion 

on Cybersecurity policy. Our roundtable events, in which we invite experts to talk in a more 

informal discussion about a specific topic, are also open to the public. 

  

Today’s hearing will examine the two special administrative regions of China: Macau and Hong 

Kong. The former Portuguese colony and former British colony reverted to Chinese rule in the 

late 1990s, but under the agreement to grant China sovereignty over the two, they are supposed 

to enjoy certain freedoms denied to other parts of the People’s Republic for 50 years.  My co-

chair in this hearing, Commissioner Dennis Shea, will talk about Hong Kong and its guarantees 

of democracy, freedom of speech and the press, and other rights. I will outline the Commission’s 

interest in Macau. 

 

Macau is a small island city whose most well-known characteristic is its network of legalized 

gambling casinos. It is the only place in the People’s Republic where gambling is legal, other 

than in state lotteries. Macau derives considerable benefits from gambling, in terms of 
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employment and tax revenues. The $38 billion in casino revenue in Macau last year was six 

times that of Las Vegas.  

 

But with this bonanza of riches has come problems, some of which affect the United States. As 

we will hear, Macau has a lax regulatory system for its casinos which has allowed traditional 

Chinese organized crime figures to operate in Macau.  

 

Of even more concern for the United States is the use of Macau’s casinos for money laundering. 

China has strict capital controls that restrict the convertibility of Chinese currency, limit its 

citizens' ability to take it out of the country, and limit its use in international investment. The 

structure of the casino system in Macau effectively allows people to use the casinos to 

circumvent these capital controls.  Corrupt Chinese officials move embezzled funds across the 

border, drug smugglers and human traffickers move large sums of cash about, and lawbreakers 

seek to escape prosecution or the tax authorities by laundering money through gambling. In 

addition, Macau banks have been implicated in a variety of financial crimes. For example, the 

Macau-based Banco Delta Asia was once the transit point for counterfeit currency from North 

Korea.  

 

American authorities at the state and federal level want to make sure that the three U.S.-based 

casino companies licensed to operate affiliate casinos in Macau do not get drawn into activities 

that would be considered illegal or improper in the United States. We will hear from several 

experts and regulators at both federal and state government levels about the challenge of 

regulating casinos that operate on two continents. I would also note that a representative of the 
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casino companies was invited to appear today, but we received no response.  

 

The fact that the PRC does not permit the legal collection of gambling debts appears to be the 

most significant factor in creating a unique chain of circumstances in which casinos effectively 

sublease a substantial portion of their gaming operations to VIP rooms, many of which we will 

hear today are controlled by Chinese organized crime groups. We hope today to gain a better 

understanding of how the money laundering chain works, the role of Chinese criminal groups in 

it, the implications for the gambling industry in the United States, and the potential national 

security threats this poses for the United States. 

 

Let me now turn to my colleague Vice Chairman Dennis Shea for his opening comments.  

 

 #    # 
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OPENING STATEMENT OF DENNIS SHEA 

HEARING CO-CHAIR 

 

VICE CHAIRMAN SHEA:  Thank you,  Bi l l ,  and  thanks  aga in to  

our witnesses  for  jo ining us .   We great ly appreciate them taking the  t ime to  

tes t i fy and provide some exper t  insight  to  the  Commission.  

 It  our  af ternoon panel ,  we wil l  address  a di fferent  set  of  i ssues  in  

China 's  other  specia l  adminis t rat ive region ,  Hong Kong.   The panel  wil l  

examine Hong Kong's  universa l  suff rage  plan ,  the s ta te  of  press  freedom,  and  

pol ice survei l lance .  

 Fi rs t ,  we 'l l  examine Hong Kong's  pledge for  universal  suff rage in  

the  elec t ion of  i ts  ch ief  execut ive  and legis lature as  an  "ul t imate  goal"  under 

Hong Kong's  Basic Law.   We wil l  then look at  the current  s tate of  freedom of 

press  and f reedom of speech in  Hong Kong,  a  r ight  also  granted by Hong 

Kong Basic Law.   Final ly,  we wil l  look  at  pol ice  s urvei l lance in  Hong Kong 

and the  implicat ions  i t  may have for  f reedom of  speech  and other  human 

r ights .   Our  panel  of  dis t inguished human r ights  act ivis ts  wi l l  elaborate  on  

these i ssues  th is  af ternoon.  

 We wil l  begin the hear ing th is  morning with  an  admini s t rat ion 

witness  addressing money launder ing,  f inancial  cr imes ,  and  the threat  they 

pose to  the United S tates ,  which wil l  l ead in to  our second panel  on related 

issues  in  Macau.   

 Before we s tar t ,  however ,  I  would  f i rs t  l ike to  express  our  

s incere  gra t i tude  to  the  Senate Budget  Commit tee,  i t s  chai rman,  Senator  

Pat ty Murray,  and to  the  s taff  of  the Budget  Commit tee ,  for  helping us  to  

secure this  room today.   I  would also l ike to  remind panel i s t s  to  keep  his  or  

her  remarks  to  seven minutes  so that  we have ampl e t ime for  quest ions  and  

answers .  

 Our f i rs t  panel  today wil l  p rovide a  genera l  overview of money 

laundering and the threat  i t  poses  for  U.S.  nat ional  securi ty.   We look 

forward  to  hearing f rom the  Honorable  Daniel  L.  Glaser ,  Assis tant  Secre tary 

for  Terror i s t  Financing at  the  U.S.  Department  of  the Treasury.  

 As Assis tant  Secre tary,  Mr.  Glaser  is  responsib le  for  helping to  

formulate and coordinate  the  counterter roris t  f inancing and  ant i -money 

laundering pol ic ies  and s t rategies  for  the Treasury Department 's  Office of  

Terrorism and Financial  In tel l igence .  

 During his  t enure at  Treasury,  he  has  served  as  Deputy Assis tant  

Secretary for  Terror is t  Financing and Financia l  Crimes  and was the f i rs t  

Di rector  of  the Treasury Department 's  Execut ive  Office  of  Terror is t  

Financing and Financial  Crimes.  

 Since  2001,  Mr.  Glaser  has  al so served as  the head of  the  U.S.  

Delegat ion to  the Financia l  Act ion Task  Force ,  the  premier  internat ional  

ant i -money laundering and counterter rorism financing body in the world.  

 He is  a  graduat e of  the  Univers i t y of  Michigan  and  the  Colum bia 

Universi t y School  of  Law.  Mr.  Glaser ,  the  f loor  is  yours .  
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PREPARED STATEMENT OF DENNIS SHEA 

HEARING CO-CHAIR 

 
 

Hearing on “Macau and Hong Kong” 

 

Opening Statement of Vice Chairman Dennis C. Shea 

June 27, 2013 

Washington, DC 
 

Thank you, Chairman Reinsch, and thank you again to our witnesses for joining us. We greatly 

appreciate our witnesses taking the time to testify and provide expert insight to the Commission.  

 

In our afternoon panel, we will address a different set of issues in China’s other special 

administrative region, Hong Kong. The panel will examine Hong Kong’s universal suffrage plan, 

press freedom, and police surveillance. 

 

First, we will examine Hong Kong’s pledge for universal suffrage in the election of its chief 

executive and legislature as an “ultimate goal” under Hong Kong’s Basic Law. We will then look 

at the current state of freedom of press and freedom of speech in Hong Kong, a right also granted 

by Hong Kong Basic Law. Finally, we will look at police surveillance in Hong Kong and the 

implications it may have for freedom of speech and other human rights. 

 

Today, our panel of distinguished human rights activists will elaborate on these issues relating to 

Hong Kong after the lunch break. 

 

We will begin the hearing this morning with an administration witness addressing money 

laundering, financial crimes, and the threat they pose to the United States, which will lead into 

our second panel on related issues in Macau. Before we start, however, I would first like to 

express our sincere gratitude to the Senate Budget Committee, its Chairman Senator Patty 

Murray, and their staff for helping us to secure this room today. I would also like to remind 

witnesses to keep remarks to 7 minutes so that we have ample time for our question-and-answer 

session.  
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OPENING STATEMENT OF MR. DANIEL GLASER 

ASSISTANT SECRETARY FOR TERRORIST FINANCING 

OFFICE OF TERRORISM AND FINANCIAL INTELLIGENCE 

TREASURY DEPARTMENT 

 

MR. GLASER:  Thank you,  Mr.  Chai rman.  

 In  my remarks today I would  l ike  to  focus on the U.S .  Treasury 

Depar tment 's  long-s tanding ef forts  to  promote implementat ion of  ef fect ive  

money- laundering and counterter roris t  f inancing measures  worldwide.    

 Treasury works closely with  in te rnat ional  counterpart s  to  combat  

global  money laundering,  ter rori s t  f inancing,  prol i ferat ion  f inancing,  and al l  

other  forms  of  i l l i ci t  f inancial  act ivi ty.   By working through various  

mult i l ateral  bodies ,  we have improved t ransparency throughout  the 

internat ional  f inancial  sys tem and have integrated robust  systemic AML/CFT 

safeguards into  the  internat ional  f inancial  archi tec ture.  

 This  global  AML/CFT archi tecture ass i s ts  us  in  sys temical ly 

ident i fying and address ing i l l i ci t  f inancing vulnerabi l i t i es  in  the 

internat ional  f inancial  sys tem on an ongoing basis .  That ,  in  turn,  enhances  

our abi l i t y to  both  protect  the integri t y of  the internat ional  f inancia l  sys tem 

and undermine the  f inancial  networks  that  support  organized cr iminal  

groups,  t er rori s t  groups ,  and ot her  forms of  i l l i ci t  ac t ivi ty.  

 I  would  l ike  to  take a moment  to  explain  how this  unique and 

effect ive  global  AML/CFT sys tem works,  and then  I wi l l  tu rn  brief ly to  

Macau and  expla in how risks  in  Macau 's  f inancial  sys tem have been 

ident i f ied  and  addressed t hrough th is  process .  

 Global  f inancial  f lows are growing rapidly and  great ly exceed  

the  t rade in  goods  and services .  Free f inancia l  f lows  enhance the  economic 

securi ty and prosper i t y of  people in  thi s  country and around the world,  bu t  

bad actors  seek  to  abuse thi s  global  f inancial  sys tem to support  thei r  i l l i ci t  

purposes .  

 Because  of  the growing internat ional  nature  of  the f inancia l  

system, we must  work  cont inuously with other  f inancial  centers  around the 

world  to  es tab l ish and maintain ef fect ive internat io nal  s tandards to  protect  

the  in ternat ional  f inancial  sys tem from various  sources  and condui ts  of  i l l i ci t  

f inancing.  

 In  coordinat ion with our  counterparts  f rom across  the 

government ,  the  Treasury Department  pr imari ly advances thi s  s t rategic  

object ive  through the Financial  Act ion  Task Force ,  or  the  FATF, the  

mult i l ateral  body that  sets  internat ional  s tandards for  AML/CFT safeguards 

and works for  thei r  global  adopt ion  and  implementat ion.  

 Establ ished by the G7 in  1989,  the  FATF i s  the  preeminent  ant i -

money launder ing body in  the  wor ld.   It  comprises  36 members ,  covering the 

world 's  major  f inancial  centers .   FATF set s  internat ional  AML/CFT 

standards - -known as  the FATF 40 Recommendat ions - -and works for  thei r  

universal  adopt ion and implementat ion.  

 FATF addi t iona l ly serves  as  a  forum for  countr ies  to  share  
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experience  and  coordinate global  pol icy in  combat ing money laundering and 

other  forms  of  i l l i ci t  f inance.   The U.S .  has  played  a leading role in  the 

development  of  this  organizat ion  as  the  primary forum for  adva ncing 

internat ional  ef forts  to  combat  the  misuse  of  the f inancia l  sys tem.  

 FATF works  to  protect  the internat ional  f inancial  sys tem from 

abuse through three primary and inter related  l ines  of  ef fort :  f i rs t ,  s tandard  

set t ing;  second,  es tabl ishing a global  ne twork;  and,  thi rd ,  mutual  evaluat ion  

and coordinat ion of  col lect ive act ion .  

 Fi rs t ,  s tandard  set t ing.   The FATF Recommendat ions - - ini t i a l l y 

es tabl ished in  1990 and updated in  1996,  2001,  2003,  and most  recent ly in  

2012--comprise the legal ,  superv isory,  enfo rcement ,  and in ternat ional  

coopera t ion cri ter ia  that  taken  together  form a  comprehensive  f ramework  to  

combat  money laundering and the f inancing of  terror ism.  

 The Recommendat ions specify the laws  necessary to  cr iminal ize 

i l l i ci t  f inance;  the authori t i es  re qui red for  ef fec t ive f inancial  supervis ion  

and law enforcement ;  the  customer ident i f icat ion ,  recordkeeping,  and 

report ing obl igat ions for  f inancia l  inst i tut ions to  deter  i l l ic i t  f inance and 

ensure law enforcement  has  informat ion they need to  pursue f inanci al  cr imes .   

The Recommendat ions al so prescribe the essent ial  elements  of  internat ional  

coopera t ion to  fac i l i tate  c ivi l  and cr iminal  enforcement  act ions .  

 The FATF Recommendat ions  have been recognized by the IMF 

and the  World  Bank as  one of  the key s tandard s and codes  with in  the 

internat ional  f inancial  sys tem and have been  ful ly integrated in to  thei r  

f inancia l  sector  moni toring programs.  

 The FATF Recommendat ions  have a lso  been endorsed by the  G20 

and the  United Nat ions  Secur i ty Counci l ,  which in  i t s  Resolut ion 1617,  urged  

the  in ternat ional  communi ty to  implement  the  FATF Recommendat ions .  

 With respect  to  the second component  of  what  FATF does -- the  

f i rs t  i s  s tandard set t ing -- the second would be  bui ld ing a global  network .   

FATF, as  I said,  today comprises  36  m embers - - that 's  34 countr ies  and two 

supranat ional  bodies ,  the GCC,  Gul f  Cooperat ion  Counci l ,  and the European 

Commission--36  members  represent ing f inancia l  centers  across  the globe.  

 Though FATF has  sought  to  l imit  i t s  membership  expansion to  

s t rategical ly s igni f icant  f inancial  centers ,  i t  has  worked  toward a global  

adopt ion  and  implementa t ion of  i ts  s tandards  through the  development  of  a  

network of  FATF-Style  Regional  Bodies ,  or  FSRBs.   There are  current ly 

eight  FSRBs wi th a  col lect ive membership that  enco mpasses  180 countr ies .   

There  are two FSRBs in  Lat in America and the  Caribbean,  two in  Africa ,  one 

in  the  Middle  Eas t ,  one in  Europe,  and two in  Asia.  

 The role  of  the FSRBs is  to  improve regional  f inancial  securi ty 

by member  count r ies  working together  to  implement  the  FATF s tandards  in  

addi t ion  to  ident i fying and addressing speci f ic  regional  i l l i ci t  f inancial  

concerns.   They a lso provide  an avenue for  al l  countr ies  to  part icipate in  the  

global  FATF process .   So essent ia l l y the FSRBs are mini -FATFs with in a  

part icular  region that  funct ion for  that  region as  FATF funct ions  for  the 

global  community,  for  the internat ional  community.  
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 And third --and thi s  is  the  key l ine of  ac t ion  for  FATF --i t  i s  

meant  to  es tab l ish s tandards ,  to  ensure that  those  s tandards  are en dorsed 

worldwide--and then i t  conducts  mutual  evaluat ions  and organizes  col lect ive 

act ion.  

 Countr ies  upon join ing FATF or  an FSRB commit  to  working 

towards ful l  implementat ion  of  the 40  Recommendat ions  and to  have thei r  

level  of  compl iance assessed  throug h a unique peer  review process .   The 

FATF, FSRBs,  the IMF and the  World  Bank working together  have 

establ ished a  global  process  to  assess  individual  count ry compliance with the 

FATF recommendat ions  us ing a common methodology for  al l  count r ies .  

 These assessments  provide a  road map for  count r ies  to  improve 

their  AML/CFT regimes ,  and they l ikewise  provide  the basi s  for  FATF to  

organize col lect ive internat ional  act ion  with  respect  to  countr ies  that  do not  

take  s teps  to  address  s igni f icant  deficiencies .    

 Crea t ing a common set  of  ant i -money laundering and counter -

f inancing s tandards ,  assess ing compliance of  count r ies  with  those s tandards ,  

publ ic ly report ing the  resul t s ,  and  applying col lect ive pressure  on non -

cooperat ive countr ies  has  proved extraordinari l y suc cessfu l  in  rai s ing global  

capaci ty to  combat  i l l ic i t  f inance .  

 The most  recent  round of  mutual  evaluat ions assessed  count r ies  

against  the 2003 FATF s tandards .   Those s tandards were  revised  and  updated ,  

as  I said ,  in  2012.   

 The next  round of  assessments ,  g et t ing underway next  year  and 

focusing on the revised 2012 s tandards,  wi l l  include a  new feature .   This  new 

feature  wil l  include an  assessment  of  both technical  compliance with the 

FATF Recommendat ions  and  an  assessment  of  the ef fect iveness  of  the 

count ry' s  ant i -money laundering and counterter rori s t  f inancing ef forts .  

 Technical  compl iance and effect iveness  wil l  each be scored  

according to  dis t inct  cr i ter ia ,  and I think th is  is  a  real ly important  

innovat ion that  FATF has adopted,  and  the  U.S.  has  real ly led  the charge  in  

seeking.  

 If  I  could  say very brief ly,  wi th respect  to  Macau,  the Asia  

Paci f ic  Group on Money Laundering i s  the  FSRB that  covers  the  Asia -Paci f ic  

region.   It  has  41  members ,  including the  United  States .   Macau is  a  member 

as  wel l .   The APG conducted a  mutual  evaluat ion of  Macau in 2007.   The 

mutual  evaluat ion  acknowledges that  Macau has  taken s teps  to  es tabl i sh  a  

legal  Ant i -Money Laundering/Counterterroris t  Financing framework.   The 

mutual  evaluat ion  occurred at  the end of  2006.  The laws that  i t  was assess ing 

were basical ly enacted  immediately before that  assessment .   

 The assessment  was  in  many ways  inconclusive with respect  to  

the  ef fect iveness  of  those  measures ,  on the  implementat ion  of  those  

measures ,  because they were so  new at  the  t ime.  Nevertheless ,  the mutual  

evaluat ion did  ident i fy several  deficiencies ,  inc luding:  deficiencies  re la t ing 

to  Macau 's  abi l i t y to  freeze asset s ;  to  comply with U.N.  sanct ions;  cross -

border  currency report ing;  and then a  variety of  deficiencies  within the 

gaming sector .  
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 S ince  that  t ime,  Macau reports  regularly to  the  APG on the  s teps  

i t 's  t aken  to  address  the deficiencies  ident i f ied,  and  i t  has  addressed  many of  

them al though the  deficiencies  that  do  s t i l l  remain  include:  cont inued  

problems with  respect  to  thei r  ab i l i t y to  f reeze  assets ;  cont inue to  have 

chal lenges  wi th  respect  to  customer due di l igence;  a  par t icularly h igh 

threshold for  report ing suspicious  ac t iv i ty within  casinos;  and cont inued  

problems establ ishing a cross -border  currency repor t ing requiremen t .  

 So with  that ,  Mr.  Chai rman,  I  know I ran  s l ight ly over.   I  

apologize for  that .   But  that  concludes my remarks.   I 'd  be happy to take  any 

quest ions.  
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My remarks today will focus on the U.S. Department of the Treasury’s long-standing efforts to 

promote implementation of effective anti-money laundering and countering the financing of 

terrorism (AML/CFT) measures worldwide. Treasury works closely with international 

counterparts to combat global money laundering, terrorist and proliferation financing, and other 

forms of illicit financial activity. By working through various multilateral bodies, we have 

improved transparency throughout the international financial system and have integrated robust 

systemic AML/CFT safeguards into the international financial architecture. This global 

AML/CFT architecture assists us in systematically identifying and addressing illicit financing 

vulnerabilities in the international financial system on an ongoing basis. That in turn enhances 

our ability to both protect the integrity of the international financial system and undermine the 

financial networks that support organized criminal and other illicit groups. I would like to take a 

moment to explain how this unique and effective global AML/CFT system works. I will then 

turn to Macau and briefly explain how risks in Macau’s financial system have been identified 

and addressed through this process.  

 

Global AML/CFT network  

 

Global financial flows are growing rapidly and greatly exceed the trade in goods and services.  

Free financial flows enhance the economic security and prosperity of people in this country and 

around the world, but bad actors seek to abuse this global financial system to support their illicit 

purposes. Because of the growing international nature of the financial system, we must work 

continuously with other financial centers around the world to establish and maintain effective 

international standards to protect the international financial system from various sources and 

conduits of illicit financing. In coordination with our counterparts across the government, 

Treasury primarily advances this strategic objective through the Financial Action Task Force 

(FATF), the multilateral body that sets international standards for AML/CFT safeguards, and 

works for their global adoption and implementation.  

 

Established by the G-7 in 1989, the FATF is the preeminent anti-money laundering body in the 

world. Comprised of 36 members, covering the world’s major financial sectors, FATF sets 

international AML/CFT standards – known as the FATF 40 Recommendations – and works for 

their universal adoption and implementation. FATF additionally serves as a forum for countries 

to share experience and coordinate global policy in combating money laundering and other forms 

of illicit finance. The United States has played a leading role in the development of this 
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organization as the primary forum for advancing international efforts to combat misuse of the 

financial system.  

 

The FATF works to protect the international financial system from abuse through three primary 

and interrelated lines of effort: 1) standard setting; 2) establishing a global network; and 3) 

mutual evaluation and collective action.  

 

1. Standard Setting: The FATF Recommendations – established in 1990, and updated in 

1996, 2001, 2003, and most recently in 2012 --comprise the legal, supervisory, 

enforcement, and international cooperation criteria, that taken together, form a 

comprehensive framework to combat money laundering and the financing of terrorism. 

The Recommendations specify the laws necessary to criminalize illicit finance; the 

authorities required for effective financial supervision and law enforcement; and the 

customer identification, recordkeeping, and reporting obligations for financial institutions 

to deter illicit finance and ensure law enforcement has the information needed to pursue 

financial crime. The Recommendations also prescribe the essential elements of 

international cooperation to facilitate civil and criminal enforcement actions. The FATF 

Recommendations have been recognized by the International Monetary Fund (IMF) and 

the World Bank as one of the key standards and codes within the international financial 

system, and have been fully integrated into their financial sector monitoring programs. 

The FATF Recommendations have also been endorsed by the G20, which in 2012 

acknowledged that the Recommendations, in addition to combating money laundering 

and terrorist financing, also are relevant to deterring corruption, improving the 

transparency of corporate vehicles, and increasing cooperation against tax crimes. 

Additionally, the U.N. Security Council urged, in its Resolution 1617, that the 

international community implement the FATF Recommendations.  

 

2. Building a Global Network: The FATF today has 36 members, 34 countries and two 

supranational bodies, representing financial centers across the globe. Though FATF has 

sought to limit its membership expansion to strategically significant financial centers, 

FATF has worked toward the global adoption and implementation of its standards 

through the development of a network of FATF-Style Regional Bodies (FSRBs). There 

are currently eight FSRBs with a collective membership that encompasses 180 countries. 

There are two FSRBs serving the countries of Latin America and the Caribbean; two in 

Africa; one in the Middle East; one in Europe; and two in Asia. The role of the FSRBs is 

to improve regional financial security by member countries working together to 

implement the FATF standards, in addition to identifying and addressing specific 

regional illicit finance concerns. They also provide an avenue for all countries to 

participate in the global FATF process.  

 

3. Mutual Evaluations: Countries, upon joining the FATF or an FSRB, commit to 

working toward full implementation of the 40 Recommendations and to have their level 

of compliance assessed through a unique peer review process. The FATF, FSRBs, as well 

as the IMF and World Bank have established a global process to assess individual 

country compliance with the FATF Recommendations using a common methodology for 

all countries. These assessments provide a roadmap for countries to improve their 
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AML/CFT regimes. They likewise provide the basis for FATF to organize collective 

international action with respect to countries that do not take steps to address significant 

AML/CFT deficiencies. Creating a common set of anti-money laundering and counter 

terrorist financing standards, assessing the compliance of countries with those standards, 

publicly reporting the results, and applying collective pressure on non-cooperative 

countries has proved extraordinarily successful in raising global capacity to combat illicit 

finance.  

 

The most recent round of mutual evaluations assessed countries against the 2003 FATF 

standards. Those standards were revised and updated in 2012. The next round of 

assessments, getting underway next year and focusing on the revised 2012 standards, will 

include both an assessment of technical compliance with the FATF Recommendations 

and an assessment of the effectiveness of the country’s anti-money laundering and 

counter terrorist financing efforts. Technical compliance and effectiveness will each be 

scored according to distinct criteria.  

 

The Asia Pacific and Macau  

 

The Asia Pacific Group on Money Laundering (APG) is the FSRB that covers much of the Asia-

Pacific region. It has 41 members, including the United States. The APG conducted a mutual 

evaluation of Macau in 2007. The mutual evaluation acknowledges that Macau had taken steps 

to establish a legal AML/CFT framework. Given, however, that much of that framework had 

been put in place immediately before the assessment occurred, it was often impossible for the 

APG to assess its implementation or effectiveness. Nevertheless, the mutual evaluation did note 

the following deficiencies:  

 

 Macau lacked asset freezing provisional measures in cases of suspected money 

laundering;  

 Macau was unable to respond to foreign requests on freezing orders;  

 Macau lacked legal authorities to effectively implement UN Security Council Resolutions 

1267 and 1373 on the financing of terrorism;  

 Cross-border currency movement was a significant issue for Macau, but it did not enforce 

a disclosure or declaration system on cross border currency, nor did the Macau Customs 

Service have the authority to investigate ML or FT cases;  

 Most key aspects of customer due diligence (CDD) obligations were not adequately 

incorporated into law and regulation;  

 The gaming sector, while incorporated in the jurisdiction’s legal AML/CFT framework, 

presented a substantial money laundering risk and featured a number of gaps, including:  

o Lack of a risk-based assessment of gaming customers and operators;  

o Inadequate inspection and oversight of casinos and junket operators and 

promoters;  

o A lack of communication between the Gaming Inspection and Coordination 

Bureau (DICJ) and Macau’s Financial Intelligence Office (GIF); and  

o A high monetary threshold for reporting large transactions at casinos.  

 

Since 2007, Macau has reported that it has taken a number of steps to address the deficiencies 
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detailed in its mutual evaluation, including:  

 

 Requiring the DICJ to regularly perform risk assessments of gaming operators and 

junkets;  

 Enhancing the DICJ’s oversight over junket operators and promoters in order to improve 

the quality of large and suspicious transaction reports and provide further practical 

guidance on customer due diligence (CDD) and other AML/CFT obligations;  

 Enhancing collaboration between the DICJ and the GIF to share information and update 

procedures in order to have a better knowledge of the risks and trends in the casino 

sector; and  

 Enacting a new gaming law regulating admission to casinos, including enforcing bans on 

high-risk banned patrons and exclusion requested by third parties.  

 

Despite these steps, Macau has yet to address a number of deficiencies in its AML/CFT 

framework that were identified by the APG, most notably:  

 

 Although work continues on draft legislation, Macau still has not incorporated a freezing 

mechanism into its legal AML/CFT framework;  

 While a number of legal enhancements to Macau’s CDD requirements have been drafted, 

they have not yet been passed or enacted;  

 Macau continues to allow a very high threshold of 500,000 MOP (approximately USD 

62,000) for reporting large transactions at casinos. Macau has been asked to lower its 

large transaction reporting threshold for casinos to USD 3000 as recommended by the 

FATF.  

 Although Macau has begun to draft legislation that would improve the jurisdiction’s 

cross-border currency controls, it has yet to implement an effective cross-border cash 

declaration system.  

 

The APG will conduct a mutual evaluation of Macau against the 2012 FATF Recommendations 

using the new methodology in 2015 or 2016.  
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PANEL I  QUESTION AND ANSWER  

 

VICE CHAIRMAN SHEA:  That 's  qui te  al l  r ight .   you  very much.   

The f i rs t  quest ion wil l  go to  Chai rman Reinsch .  

 CHAIRMAN REINSCH:  Thank you.  

 Let ' s  s tar t  wi th what  is  probably the  obvi ous but  sort  of  the  big 

pic ture.   We know this  is  a  cr ime,  and we know i t  i s  associated  wi th  a  lo t  of  

cr iminal  act iv i ty.   It  vio la tes  many laws .  

 Can you say a  l i t t le  bi t  about  the  nat ional  securi ty implicat ions  

of  thi s?   Why do  we care as  a  count ry?   What  is  a t  r isk f rom a  nat ional  

securi ty perspect ive  through the  ac t ivi t i es  that  you 're t rying  to  deal  with?  

 MR. GLASER:  Thank you,  Chai rman.    

 We obviously,  at  the Treasury Department ,  think that  there  are 

huge internat ional  securi ty implicat ions  for  money  laundering and for  i l l i ci t  

f inance  in  general .   I  should  note that  the off ice that  I 'm a part  of ,  the Office 

of  Terror ism and Financia l  Intel l igence ,  is  unique in  the  world.   There  is  not  

a  f inance  minis t ry in  the  wor ld  that  is  set  up  l ike  the  Treasury De par tment  is  

set  up with  one of  i t s  main  pol icy off ices  focus ing on taking  al l  the  

authori t ies '  data,  in format ion ,  contacts  that  we have throughout  the world,  

and applying them to create and implement  s t rategies  to  undermine i l l i ci t  

f inance .   We're the only  f inance minis t ry in  the  wor ld  that  has  an  off ice  set  

up l ike that  and priori t izes  i t  l ike that ,  and i t ' s  because we take  i t  qu i te  

seriously.  

 There  are a  number of  reasons  why we regard  i l l i ci t  f inance  and 

money launder ing and ter roris t  f inancing to  be  a  nat ional  securi ty threat .   

Obviously,  the f inancial  networks that  we 're  concerned  about  are  the  

backbone of  the i l l i ci t  o rganizat ions we 're concerned about .   Examples  of  

i l l i ci t  o rganizat ions  we’re  concerned  about  are:  narcot ics  organizat ions,  

te rroris t  o rganizat ions,  t ransnat ional  cr ime organizat ions,  prol i ferat ion 

networks,  and  the  networks that  suppor t  regimes  l ike  Iran  and North Korea .   

These f inancial  networks enable  bad  actors  around the  wor ld to  accomplish 

their  nefarious purposes .   And by taking the  ac t ions that  we do,  both  

defensively to  safeguard  the  internat ional  f inancial  sys tem and proact ively to  

direct ly interfere wi th those  networks,  we 're  hampering the  abi l i t y of  these  

bad actors  to  accomplish their  purposes ,  and  that  is  d i rect ly  l inked to  U.S .  

nat ional  securi ty.  

 More  broadly,  as  we bui ld  an internat ional  f inancial  archi tecture,  

as  we t ry to  create  an in ternat ional  f inancial  sys tem that  works for  a l l  the 

count r ies  and  people in  the world,  a  fundamental  component  of  that  is  the 

integri t y of  that  sys tem, the  t ransparency of  that  sys tem,  and the  safeguards  

that  we put  into p lace with  respect  to  money laundering .   These  ensure  that  

tha t  sys tem is  robus t ,  tha t  sys tem is  t ransparent ,  and that  sys tem funct ions  

the  way i t 's  supposed to  without  the  cor rupt ing influences  of  these actors ,  of  

these individuals ,  and of  these  causes  with in  the sys tem.  

 So i t ' s  real ly one of  the pi l l ars ,  i f  you  wil l ,  of  the internat ional  

archi tecture that  we 're working so hard to  create .  
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 CHAIRMAN REINSCH:  Thank you.  

 Zero ing in  a l i t t l e  b i t  more on  Asia,  i s  China a  FATF member?  

 MR. GLASER:  Yes .  

 CHAIRMAN REINSCH:  And are they a  cons truct ive  part  of  the 

process?  

 MR. GLASER:  Yes ,  China i s  represented  a t  the FATF by the  

People 's  Bank of  China  (PBOC) ,  which i s  thei r  central  bank,  and we at  the  

Treasury Department  have a  very c lose  relat ionship  with  the  PBOC.  I  have a  

very c lose  re la t ionship wi th my Chinese counterpart s  in  that  regard ,  and I do  

consider  them to  be a const ruct ive product ive member  of  FATF.  

 One of  the  primary mechanisms through which we at  the 

Treasury Department ,  wel l ,  ac tual ly,  we in the ent i re  Uni ted  Sta tes  

government ,  coordinate  wi th  the Chinese  is  through the  St rategic  and  

Economic Dialogue .   The next  round of  which ,  I  bel ieve ,  i s  next  week in 

Washington  D.C.  

 CHAIRMAN REINSCH:  Ye s.   

 MR. GLASER:  And one of  the  subgroups of  the  S&ED is  Ant i -

Money Laundering and Il l i ci t  Finance subcomponent  of  which  I l ead for  the  

United States  and my counterpart  at  the People 's  Bank of  China ,  Deputy 

Governor Li ,  l eads  fo r  the Chinese.  

 I  was actual ly just  in  China las t  week meet ing with Deputy 

Governor Li  discuss ing the S&ED.   We have a very,  very c lose relat ionship  

with  them.  We t ry to  improve informat ion exchange wi th them,  and  I 'm very 

pleased about  the  re lat ionship t hat  we 've developed over the years  between 

Treasury and the People 's  Bank in that  regard .  

 CHAIRMAN REINSCH:  Have you discussed  Macau with them 

and the  re la t ionship  between Chinese au thori t i es  and Macanese author i t i es?  

 MR. GLASER:  No.   What  we 've  focuse d on to  date  within that  

channel  of  cooperat ion wi th the Chinese i s  (a)  coordinat ion  and cooperat ion  

with in  the FATF to ensure that  the  FATF operates  smooth ly,  and  that 's  

something that  we work  c losely with them on.   We have worked with them on 

sharing our  experiences  with  respect  to  certain  technical  aspects  of  ant i -

money launder ing compliance ,  customer due di l igence ,  beneficial  ownership,  

things l ike that ,  things  that  we s t ruggle  with,  and  we work hard  on,  and  we 

t ry to  help the Chinese work on as  wel l .  

 And something that  we 're  working on  most  recent ly i s  

informat ion exchange,  regula tory informat ion ,  an t i -money laundering 

informat ion,  looking for  cases  that  we could  work joint ly with  the  Chinese to  

advance our  cooperat ion on  ant i -money laundering,  but  non e of  those have 

involved  Macau.  

 CHAIRMAN REINSCH:  Thank you.   My t ime is  up .  

 VICE CHAIRMAN SHEA:  Commissioner Tobin.  

 COMMISSIONER TOBIN:   Thank you,  Chairman,  and  thank you,  

Mr.  Glaser .  

 I  have a number  of  quest ions,  but  l et  me s tar t  wi th  the  one that  

t roubles  me the most .   Has  anyone looked a t  what  happens  to  the  laundered 



18 
 

money,  and I 'm talk ing about  the VIP  rooms,  and how i t 's  spent?   Is  i t  used 

by whoever  is  gaining f rom i t ,  and s ince a large  por t ion of  those  there would  

be  the Chinese,  is  i t  used  by the Chinese or  thei r  agents  for  intel l igence 

operat ions,  or  to  at tain  economic advantages or  pol i t i cal  advantages?  

 MR. GLASER:  Thank you,  Commissioner.  

 I  would  be the wrong person to  ask ques t ions about  sort  of  

operat ional  is sues  such as  exact ly what  happens with i l l i ci t  money that ' s  

laundered through casinos in  Macau or  frankly most  other  p laces .   So I don ' t  

think I could give you a sat is factory answer to  that  quest ion.    

 I  can  say that  one  of  the reasons why working through the FATF 

and working through the  APG we t ry to  es tabl i sh  these  global  ant i -money 

laundering s tandards is  to  ensure  that  count r ies  put  in  place sys tems to 

ensure that  at  a  casino,  for  example,  there is  t ransparency,  and that  the 

authori t ies  can  understand what  money i s  coming in  a nd  what  money i s  going 

out ,  and who the  casino  is  deal ing wi th .   But  I would have to  leave  my 

answer at  that .  

 COMMISSIONER TOBIN:   And s ince i t  may be  h igh  volume s  of  

money being t ransacted ,  as  I understand i t ,  f rom Mr.  Burnet t ' s  tes t imony,  

there is  l ikel y a  mix  of  legi t imate and  possibly i l l egi t imate  monies  passing 

through.  Is  anyone in  the  government  watching th is  closely?   And have we 

seen  any progress  due  to  the  act ions that  you 've taken with your task  force?  

 MR. GLASER:  I  do  think  we 've seen  progres s  in  Macau with 

respect  to  the legal  system they've  put  in  place.   Before the  end of  2006,  

there was  not  much of  a  money laundering regime to  speak of  wi thin Macau,  

and over  the  years ,  s tar t ing at  the end of  2006 and moving on to  present ,  

they've  taken s teps  to  address  many of  those issues ,  including i ssues  relat ing 

to  the  casinos ,  f rankly,  inc luding issues  relat ing to  junkets  and the junket  

indust ry wi th respect  to  the  cas ino.  

 As I said ,  the ini t i al  FATF review of  Macau was  real ly not  in  a 

posi t ion to  assess  the implementat ion of  that  because much of  i t  was  so  new 

when--and actual ly a lot  of  i t  wasn ' t  even  in  place yet  when the  assessment  

occurred .  

 The next  assessment  wil l  occur  within the  next  couple of  years ,  

and,  as  I sa id,  i t ' s  going to  be  focused mor e  than  ever before on effect iveness  

and implementa t ion,  and I think ,  at  l east  f rom my perspect ive,  we ' l l  have a 

bet ter  sense  of  that  af ter  that  assessment  occurs .  

 COMMISSIONER TOBIN:   And that  assessment  once again is  

this  year?  

 MR. GLASER:  That  assessm ent  is  scheduled ,  I  be l ieve,  for  2015 

to 2016.  

 COMMISSIONER TOBIN:   And i s  where your  a t tent ion  goes 

related to --you talked  about  s tandard  se t t ing and k ind  of  best  pract ices - - is  i t  

looking at  banks largely or  does i t  get  beyond that?  

 MR. GLASER:  It  absolutely gets  beyond banks.   I  mean to  have 

an  ef fect ive  ant i -money laundering sys tem,  you need to  be looking at  al l  

methods of  value  t ransfer .   Banks  are certainly an  importan t ,  perhaps even 
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the  most  impor tant ,  component  of  that ,  but  they' re  certainly not  t he  only 

component  both against  internat ional  s tandards and the way the U.S .  

regula tes  our own financia l  sys tem.  We cover the  ful l  range f rom banks  to  

non-bank f inancial  inst i tut ions ,  secur i ty dealers ,  cas inos,  a l l  the way to  

ent i t i es  you wouldn ' t  even thi nk  of  ordinari l y as  f inancial  inst i tut ions  l ike  

car  dealerships .  

 And then,  of  course,  you have informal  systems of  value  

t ransfer- -money service  businesses ,  sys tems that  in  o ther  parts  of  the  world  

are  referred  to  as  hawala .   Al l  of  these  types of  sys tems  have to  be  accounted 

for  in  a  comprehens ive  ant i -money laundering program.  The internat ional  

s tandards  account  for  them.  In  the  U.S . ,  we t ry to  account  them for  as  wel l .  

 COMMISSIONER TOBIN:   Thanks you,  I  may have other  

quest ions.  

 VICE CHAIRMAN SHEA:  I ' l l  t ake  a  quest ion.   My quest ion ,  in  

part ,  i s  informed by a  quest ion submit ted by Commissioner Brookes ,  who i s  

unable to  be here today.   In  m y understanding,  in  2005,  you were di rect ly 

involved  in  the  invest igat ion  of  Banco Del ta Asia and  i ts  involvemen t  in  

money launder ing proceeds  on behalf  of  the North Korean government  

related to  counter fe i t  ac t ivi t i es ,  narcot ics  t raf f icking,  and my quest ion -- is  

tha t  correct?   I  think you were  personal ly involved;  i s  tha t  correct?  

 MR. GLASER:  Yes ,  I  mean I was invo lved d irect ly in  

discussions  relat ing to  Banco Del ta  Asia with the Chinese and with the North  

Koreans ,  yes .  

 VICE CHAIRMAN SHEA:  Great ,  then my quest ion  is :  has  the  

U.S . '  abi l i t y to  monitor  North  Korean act ivi t i es  in  Macau improved s ince  that  

t ime?   And,  secondly,  i s  North Korea  us ing Macau as  a  means to  launder 

money or  engage in  f inancia l  t ransact ions?  

 MR. GLASER:  I  th ink one of  the things we 've learned  from 

Banco Del ta Asia,  and what  we know independent ly f rom Banco Del ta Asia,  

i s  tha t  North  Korea  is  constant ly us ing al l  forms of  f inancial  decept ion to  

access  the internat ional  f inancial  sys tem, and they do  i t  th rough a number of  

sophis t icated money laundering methods .   They look throughout  and beyond 

the  Asia region  to  gain  access  to  the internat ional  f inancial  system, and one 

of  our  chal lenges,  one  of  my chal lenges ,  is  to  coordinate wi th count r ies  to  

t ry to  deny them that  access ,  both pursuant  to  the  U.N.  Securi ty Counci l  

resolut ions ,  which l imit  North Korea 's  access  to  the f inancial  sys tem and 

through independent  s teps  that  we take .  

 For  example ,  wi thin  the las t  couple  of  months,  the  Treasury 

Depar tment  has  designated Foreign Trade Bank,  a  North  Korean Bank,  under 

WMD Prol i ferat ion  Finance Sanct ions Program .  In  fac t ,  I  was  just  in  Asia ,  

in  Russia  and  China  and Hong Kong discussing that  designat ion  with  the 

authori t ies  there  and discussing s teps  that  we th ink  count r ies  should be  

tak ing to  protect  themselves  f rom i l l i ci t  North  Korean act iv i ty,  to  include 

cut t ing off  Fore ign  Trade Bank from the internat io nal  f inancial  sys tem.  

 One of  the  th ings I wi l l  note is  tha t  the  internat ional  f inancial  

system has  al ready reacted to  that .   I  mean we can see that  North  Korea  has  
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far  l ess  access  to  the internat ional  f inancial  sys tem today than they've  had in  

previous years .   Short ly af ter  our  designat ion of  Foreign Trade Bank,  Bank 

of  China,  the commercia l  bank,  not  People 's  Bank of  China ,  announced that  

i t  was cut t ing off  i t s  relat ionship with Foreign Trade Bank,  and  o ther  banks  

have taken s imilar  act ion.  

 So I do think  North Korea  enjoys  far  l ess  access  to  the 

internat ional  f inancial  sys tem today than they d id  back in  2005,  and I think 

that 's  for  a  number  of  reasons .   I  th ink  that  count r ies  take ant i -money 

laundering,  t er rori s t  f inancing regulat ion more seriously wi th e ach passing 

year .   I  think the f inancial ,  the actual  commercial  banks understand the r isks  

that  they face  from the  authori t i es ,  including U.S .  au thori t i es ,  i f  they don 't  

take  them seriously,  and so  they sometimes  even  go  beyond what 's  requi red  

of  them by their  hos t  governments .  

 And I think that  people  are  more and more wary of  doing 

business ,  in  general ,  wi th  North  Korea.   That  said,  North Korea i s  an  isolated  

count ry without  a  very sophis t icated f inancia l  economy so they need 

relat ively l i t t l e  access .   It ' s  not  l ike  deal ing,  when you 're t rying to  apply 

f inancia l  pressures  say on a country l ike Iran,  which  needs  broad access .  

 VICE CHAIRMAN SHEA:  Well ,  then,  this  is  Commiss ioner 

Brookes '  quest ion .   Is  Iran  us ing Macau to any extent  to  ski r t  internat ional  

f inancia l  sanct ions?  

 MR. GLASER:  You said  Iran?  

 VICE CHAIRMAN SHEA:  Iran using Macau.  

 MR. GLASER:  Iran  uses  the  ent i re internat ional  f inancial  

system.  I  don ' t  think one of  our biggest  problems with respect  to  Iran would  

be  Macau.  

 VICE CHAIRMAN SHEA:   Okay,  t hank you.  

 Commissioner  Wessel .  

 COMMISSIONER WESSEL:   Thank you,  Mr.  Secretary,  for  being 

here today,  for  your  tes t imony,  and  a lso  for  al l  the work  you 've  done.   I 'm 

always  amazed when i t  comes  to  money laundering and  these type s  of  

f inancia l  t ransact ions,  the complexi ty of  i t  and how you pul l  the threads  

everyday and t ry and ident i fy where i t ' s  coming f rom and do the  t racing.   It ' s  

l ike a spy movie.  

 I 'm t roubled ,  though,  and apprecia te ,  again,  a l l  that  you 've  done.   

When I look  at  your  tes t imony and understand i t  i s  wi th al l  good intent ,  

Macau hasn 't  been  reviewed against  the new standards.   They were reviewed 

against  the old s tandards and had just  put  in  some new laws  in place,  as  you 

said.  

 And in your tes t imony,  i t  says  s ince  2007,  Macau has  r epor ted  

that  i t  has  taken a number of  s teps ,  and  then you talk later  about  not  doing a  

review unt i l  2015 and 2016.   So there 's  essent ia l l y a  ten -year  gap during 

which  we real ly don ' t  know what  Macau has  done,  and,  in  fact ,  in  your 

tes t imony,  you ident i fy a  number  of  def iciencies .   What  can  you tel l  us  about  

what 's  happening real ly on the ground?  

 I  mean Commissioner Reinsch rai sed quest ions about  nat ional  
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securi ty,  which  you 've  ident i f ied.   I  heard  between the l ines  of  the  las t  

comment  that  whi le Macau is  n ot  the  priori t y,  that  doesn ' t  mean that  Iran  or  

North  Korea  or  others  are not  us ing i t  as  a  venue for  i l l i ci t  money 

laundering.   

 How does  Macau deal  with you?   Where  do  you put  th is  problem 

on the radar  screen?   Again ,  as  Mr.  Reinsch talked about  the  gamb l ing 

revenue alone in  Macau is  s ix  t imes that  of  Las  Vegas,  i t  seems l ike  we have 

a huge issue here that  we 're not  yet  real ly deal ing with  because of  the way 

the  t iming of  the reviews ,  et  cetera,  a re  being scheduled.  

 MR. GLASER:  Thank you,  Commissioner.  

 Yeah,  I  mean I wish  we could do a comprehensive  review of al l  

180  count r ies  that  are involved  in  the  FATF process  every year  against  

whatever the most  updated vers ion of  the s tandards are .  

 I  do invi te  you to  take  a  look  at  some of  these mutual  

evaluat ions.   The mutual  evaluat ion  report  on Macau is  200  pages  long.   

They're  qui te  comprehensive .   The mutual  evaluat ion  report  on the Uni ted 

States  is  even  longer.   I  know the U.S .  response --as  I l ed  sort  of  the  U.S.  

s ide during that  mutual  evaluat ion process  fo r  us - -our  ini t i al  response to  

FATF was  in  excess  of  a  thousand pages long.  

 COMMISSIONER WESSEL:   I  don 't  doubt ,  and,  again ,  I  

appreciate al l  tha t  you 've done and the complexi ty of  the issue,  but  the  

quest ion  is ,  and we as  a  Commission haven 't  looked at  Ma cau yet  and  thi s  

issue ,  so we 're sor t  of  jumping into this  la te ,  but  the  volume of  money would 

appear to  me to say that  this  should,  Macau should be  a h igher priori t y than 

say Brunei .  

 I  don ' t  know that .   I  haven ' t  looked at  thei r  money laundering 

issues .   But  shouldn ' t  there be a r i sk -based approach as  wel l  that ' s  injected  

into  thi s  process ,  you know,  again ,  s ix  t imes the  s ize of  Las  Vegas  in  terms  

of  gaming alone?   We've  heard earl ier  and have looked at  the  quest ion of  

what 's  happening wi th the  VIP  rooms and the  t r iad involvement  there.    

 I t  seems to me we have a  huge problem here that ' s  wai t ing for  a  

review that  may not  happen for  another  couple of  years .  

 MR. GLASER:  Wel l ,  again,  I  do think Macau is  an important  

jur isd ic t ion,  and i t  i s  a  jur isdict ion t hat  we care about ,  and  i t  i s  a  

jur isd ic t ion that  we interact  wi th,  and as  I said,  I  do  think that  Macau hasn ' t  

taken s teps  to  address  some of  the  issues .   They haven ' t  addressed  al l  o f  the  

issues ,  and they need to  work  on  that .  

 But  clearly there 's  no ques t ion that  Macau has  an enormous 

gaming sector ,  p robably the larges t  gaming sector  in  the world ,  and that  that  

presents  certain  r isks  to  the  authori t i es  there,  and  that  presents  certain  r isks  

to  the  region,  and  i t ' s  something that  I  do think the Macanese  au thori t i es  

should  be focusing on,  and  i t ' s  one that  we wil l  cont inue to  monitor .  

 COMMISSIONER WESSEL:   And I appreciate that .   Are  you,  as  

with  any jur isdict ion,  part  of  thi s ,  I  guess ,  i s  al so  FCPA and other  is sues  

relat ing to  the conduct  of  U.S.  companies .  

 Some of  the largest  gaming enterpri ses  in  Macau are U.S .  
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enterpri ses .   Do they ass is t  you  in  terms of  the inves t igatory approach that  

you 're  taking?   What 's  thei r  kind of  report ing?   What 's  your  interact ion with 

them, and  how should we v iew them as  part  of  this  process?   Are they sort  of  

a  passive part icipant  or  an  ac t ive player  in  t rying to  help  you?  

 MR. GLASER:  I  know that  you have a representa t ive f rom the  

Nevada Gaming Commission  that ' s  go ing to  be tes t i fying later .   I  think that  

would  be a good qu est ion  to  put  to  that  ind ividual .  

 With respect  to  federal  obl igat ions  on  casinos,  cas inos in  the 

U.S .  have obl igat ions to  repor t  suspic ious  t ransact ions  and  to  otherwise 

comply with  U.S.  federal  ant i -money laundering laws  within the  United  

States ,  and I have no reason  to  suspect  tha t  they' re  not  doing that .  

 With respect  to  thei r  opera t ions abroad,  thei r  opera t ions abroad 

would  be regulated by the host  regulator .   I  do understand ,  again,  that  when 

Nevada issues  a l i cense to  a casino ,  one  of  the  condi t ions of  that  l icense i s  

cer ta in access  to  their  foreign operat ions so,  again,  th ink that  would be  a  

good quest ion  to  put  to  the  Nevada authori t i es .  

 COMMISSIONER WESSEL:   Thank you.   If  there 's  another  

round,  please.   Thank you.  

 VICE CHAIRMAN SHEA:  Commission er Bartholomew.   

 COMMISSIONER BARTHOLOMEW:  Thank you  very much,  and  

Secretary Glaser ,  I  join Commiss ioner Wessel  in  thanking you both  for  

appearing today and  for  the  work that  you 're doing on  behal f  of  the  American  

people.   The more I look  at  this ,  the m ore of  a  maze i t  i s ,  and you must  be  

qui te a  puzzle  so lver .  

 I  jus t  want  to  go  through a few of the facts  because  I 'm jus t  

rea l ly t rying to  get  a  handle  on this .   So we know about  these VIP room 

operators  that  are,  as  far  as  I understand i t ,  essent ial l y op erat ing outs ide the 

regula tory f ramework.  

 There  are good reports  that  they' re  responsible for  75  percent  of  

Macau 's  gaming profi ts .   In  2012,  Macau 's  gaming revenue was reported to  

be  $38 bi l l ion  U.S.   The i l l i ci t  f low of money out  of  China general ly was 

est imated to  total  $2.83 t r i l l ion between 2005 and 2011.   And we know that  

bi l l ions  and  b i l l ions  of  dol lars  in  weal th  is  being held by family members  of  

Chinese  government  off icia ls .  

 The New York Times,  of  course ,  was shut  down in China .   The 

Web s i te  was  shut  down in China because  of  some of  the  report ing that  

they've  done.  

 So I guess  one of  the quest ions I have for  you i s  what  incent ive 

do Chinese  government  of f icials  have to  s top this?   I  mean I  understand  that  

there are PR campaigns  against  corrupt ion .   We can  see those .   But  what  

incent ive  do they real ly have i f  people  who are  associa ted with  them are  

benefi t ing,  ge t t ing money out  of  China,  for  example ,  or  benefi t ing f rom this  

somehow?  

 MR. GLASER:  I 'm not  sure I unders tand the  quest ion.   I  can 't  

speak for  the Chinese  government .   I  would  imagine that  the Chinese  

government  has  an  interest  in  enforcing their  own laws,  and  to  the  ex tent  
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tha t  there are i l l i ci t  f inancia l  networks,  inc luding those  reaching into  Macau,  

tha t  are  faci l i t at ing crime within  Ch ina,  I  would imagine  that  the Chinese  

government  would  have an interest  in  prevent ing that .  

 You ci ted  a very large  number of  funds coming out  of  China .   I  

assume that  par t  of  tha t  number is  vio la t ing capi tal  cont rols  because I don 't  

know how you 'd  get  to  a  number that  high unless  you were violat ing capi tal  

res t r ict ions .  

 I  would  assume that  the Chinese  government  would  assert  that  

they have an  in teres t  in  enforcing their  own capi tal  res t r ict ions ,  but  again  I 

can ' t  rea l ly speak  for  the government  of  China .   But  I think as  a  general  

proposi t ion ,  we could assume that  countr ies  are interested  in  enforcing thei r  

own laws.  

 COMMISSIONER BARTHOLOMEW:  Are you get t ing as  much 

coopera t ion f rom the government  of  China  to  seriously crack down on these 

problems as  you would l ike?  

 MR. GLASER:  Aga in,  I  can only speak  for  the  Treasury 

Depar tment ,  and the  issues  that  I  work on with  the  government  of  China.   

With respect  to  the Treasury Department ,  the  issues  that  I  work  on  with  the  

government  of  China,  I 'm very p leased wi th  the  cooperat ion I get  from them,  

part icular ly f rom the People 's  Bank of  China.  

 I  think they' re professionals .   I  think  they' re  interested in  

bui lding a t ransparent  and effect ive f inancial  sys tem wi thin China,  and  I 

regard them as  partners  in  doing that .   And we work very c losely with  them.  

You could  very wel l  have a  host  of  o ther  agencies  here f rom, say f rom law 

enforcement ,  who might  not  be  as  happy with the cooperat ion they get  from 

their  Chinese law enforcement  counterparts .   I  don ' t  know.   I  can ' t  speak for  

them.  

 But  with respect  to  the  sys temic  work that  the  Treasury 

Depar tment  does on  ant i -money launder ing,  we work very c losely with  the  

People 's  Bank of  China .  

 COMMISSIONER BARTHOLOMEW:  Okay,  t hanks .  I ' l l  actual ly 

also join  Commissioner Wessel  j ust  in  wondering,  you know, U.S.  businesses  

that  are  involved  in  businesses  where  there  is  so  much evidence of  

engagement ,  i f  no t  cont rol ,  by organized cr ime raises  a  lo t  of  quest ions .  I  

wonder  your thoughts  on whether  the  Foreign Corrupt  Pract ices  Act  is  

suff icient  in  the r ight  p laces  in  order  to  help  address  concerns that  Treasury 

might  have come across  in  looking at  these mat ters  in  Macau?  

 MR. GLASER:  Yeah,  I 'm sorry.   That  would  be a ques t ion  for  

the  Department  of  Just ice.   We don ' t  enforce  the  Foreig n Corrupt  Pract ices  

Act  at  Treasury,  and I 'm f rankly not  an  expert  on i t  at  al l .  

 COMMISSIONER BARTHOLOMEW:  Let  me ask  that  quest ion a  

dif ferent  way.   Are you worried about  what  U.S.  businesses  might  be 

inadvertent ly get t ing involved  in  in  their  deal ings in  Macau?  

 MR. GLASER:  I  suppose  U.S.  businesses  need to  be carefu l  

wherever  they go  to  make sure  that  they ' re always  complying with  al l  aspects  

of  U.S.  l aw,  including the Foreign  Corrupt  Pract ices  Act ,  but  I  real ly don ' t  
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have any insight  into the  issue.  

 COMMISSIONER BARTHOLOMEW:  Okay,  t hank you.  

 VICE CHAIRMAN SHEA:  Commissioner Slane .  

 COMMISSIONER SLANE:   I  think  Commissioner Bartholomew 

may have al ready asked this  quest ion,  and you may have a l ready answered i t ,  

but  one  of  the issues  with  the Chinese  government  is  t rying to  cont rol  the  

amount  of  ex tort ion  that ' s  going on  with thei r  off ic ia ls  and  taking the 

ex torted money to Macau and  then using Macau to  get  i t  out  of  the country.    

 My quest ion  to  you is  are  the  Chinese government  of f icials  

working wi th  you to  t ry to  help cont ro l  the ir  problem?  

 MR. GLASER:  The Chinese government  off ic ials  that  I  work 

with  are  working wi th us  to  t ry to  es tabl ish an effect ive ant i -money 

laundering sys tem with in  China ,  part icularly through the regulat ion of  

Chinese  f inancial  inst i tu t ions.   To  the ex tent  that  they' re  ab le to  accompli sh  

that  would  certainly make i t  harder  for  corrupt  of f icial s  to  launder thei r  

money,  and I 'm qui te confident  tha t  the Chinese  government  as  an  ent i t y,  a t  

least ,  has  se t  tha t  as  a  pol icy that  t hey would  l ike  to  achieve,  as  a  goal  they 

would  l ike  to  achieve.  

 And we work with them.  We work with  them on that .   So  I don ' t  

know if  that  answers  your quest ion ,  Commissioner,  but  tha t 's  been my 

experience .   I  don ' t  have any part icular  insight  for  you  i nto the  level  of  

corrupt ion within  the Chinese  government  or  wi th the speci f ic  methodologies  

that  a  Chinese  corrupt  of f icial  might  use to  launder money.  

 Al l  I  could te l l  you  is  tha t  we work wi th the  People 's  Bank of  

China to  t ry to  make the Chinese  f inanc ial  sys tem and the internat ional  

f inancia l  sys tem less  vulnerable and more of  a  host i le  environment  to  any 

criminal  who 's  t rying to  launder funds .  

 COMMISSIONER SLANE:   Thank you.  

 What  they' re  doing i s  they' re  tak ing the  money and going to  an  

American cas ino in  Macau and  gambling there and then  t rying to  t ransfer  to  

an  American  fund in  the U.S .   It ' s  obvious f rom thei r  salar ies  that  they have 

a huge amount  of  money that  they ship --at  l eas t  i t  rai ses  a  lot  of  quest ions  

about  where  they' re  get t ing that  f rom.  

 And I 'm just  wonder ing whether  the  Chinese  have come to you 

and said can  you help us  with this  problem,  but  i t  doesn 't  sound l ike  they 

have.  

 MR. GLASER:  The Chinese have not  come to  me and said  could  

you please help  us  with  a problem relat ing to  corrup t ion .   They have not  

asked for  my assi s tance in  f ight ing corrupt ion  wi thin China .   What  they have 

sought  to  work with  us  on ,  and what  we do  work with them on very c losely,  

is  making thei r  f inancial  sys tem, as  I sa id,  less  vulnerable to  abuse by any 

type of  cr iminal  ac t ivi ty,  and that  would certainly include laundering by 

corrupt  of f icial s .  

 COMMISSIONER SLANE:   Thank you.  

 VICE CHAIRMAN SHEA:  Before  I cal l  on  the  next  

Commissioner ,  I  jus t  wanted to  thank you for  represent ing Treasury here.   
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We real ly appreciate i t .   Thank you very much.  

 We d id ask that  the FBI come and we asked for  a  wi tness  from 

the  State Department ,  and they both sa id no,  and  we al so  asked for  a  wi tness  

from the DOJ,  and  they d id  not  respond.   So we are  immensely gra teful  to  

you,  Mr.  Glaser ,  for  s tepping up to  the pla te  and being here  with us  today.  

 Commissioner  Talent .  

 COMMISSIONER TALENT:  You shouldn 't  have ment ioned  al l  

those  other  agencies  that  turned  us  down because  Secretary Glaser  is  

thinking he  made a  mistake.  

 [Laughter . ]  

 VICE CHAIRMAN SHEA:  No,  he didn ' t .  

 COMMISSIONER TALENT:  It  jus t  seems to me that  the t ruth is  

we real ly don 't  have any idea what 's  going on  in  Macau,  and  i t ' s  not  your  

faul t .   I  mean the whole sys tem i s  opera ted  in  a way so  that  nobody who 's  in  

a pos i t ion of  author i ty has  to  of f icial l y take  cognizance of  what 's  happening 

there.   Now why they' re  operat ing i t  tha t  way,  we don ' t  know, but  tha t 's  the  

way i t 's  operat ing.   So there i s  real ly no  way to  know what 's  happening with 

that  money there.  

 I  mean isn ' t  tha t  correct?   You can ' t  say with a  high level  of  

conf idence that  you  know how much launder ing is  going on or  counter fei t  

money being laundered or  whatever in  Macau.   Isn ' t  tha t  the case?  

 MR. GLASER:  Wel l ,  tha t 's  certainly the case.   I 'm not  t rying to  

defend anybody,  Commissioner.  

 COMMISSIONER TALENT:  Right .  

 MR. GLASER:  But  I can  tel l  you  I can ' t  say with confidence 

how much money is  being laundered anywhere  in  the  wor ld .   If  you ' re  

looking for  number  of  magni tude of  money laundering,  those are hard  

numbers  to  come by.   

 COMMISSIONER TALENT:  I  understand that ,  but  i t 's  a  

dif ferent  problem in  Macau,  isn ' t  i t ?  In  other  parts  of  the world,  they have an 

off icial  sys tem of  report ing and regulat ion,  and  there are  at tempts  to  enforce  

i t .   I 'm ta lking Singapore ,  the  rest  of  i t .   I  think this  is  an h is torical  accident .   

I  don ' t  even know that  I  b lame the  Chinese  authori t i es  for  this .   I  mean 

they've  got  a  lot  of  other  things to  do ,  and there 's  probably a lot  of  d if ferent  

reasons why they haven 't  cracked  down there ,  but  we just  don 't  know what 's  

happening in  Macau,  is  my poin t ,  and you 've said you don ' t  have a  high level  

of  confidence .  

 So I appreciate that  and also your  work on behal f  of  the people ,  

thank you.  

 VICE CHAIRMAN SHEA:  I 'm going to  a  second round of  

quest ions.   Commissioner Wessel .  

 COMMISSIONER WESSEL:   Thank you,  and  to  jump off  of  what  

Commissioner  Talent  said,  thank you for  represent ing the U.S .  government  

here today.   We do appreciate i t .  

 Let  me fol low up on  some other  quest ions,  and  going back  to  the  

review process ,  wi thin the sys tem, is  there  an abi l i t y to  ask  for  an expedi ted 
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review?   Again,  i f  Macau has  thi s  volume of  money,  i f  publ ic  reports  t alk  

about ,  I  be l ieve i t  i s ,  o f  the seven major  operators  there,  s ix  of  them have 

t r iad  re la t ionships .  That 's  not  any inves t igat ion we 've  done ,  that ' s  publ icly 

reported .  Shouldn 't  i t  seem that  that ' s  pret ty much a high value  target  that  we 

should  be going after?  

 MR. GLASER:  We si t  down wi th the IMF and the  World  Bank 

and o ther  s takeholders  in  the system a s  we t ry to  come up  with a schedule for  

mutual  evaluat ions,  and of  course  the count r ies  involved,  they need  to  accept  

these,  they need  to  be  consul ted,  as  wel l ,  as  to  the appropr iate t ime.  

 Macau is  certainly a  priori t y within  Asia,  as  i s  the Phi l ippines  

and Indonesia and Thai land  and  Burma and Japan and South  Korea and China  

and Hong Kong and Aus tral ia  and  New Zealand.   I  suppose we could  s i t  here -

-  

 COMMISSIONER WESSEL:   You 're almost  a  ful l  l i s t  of  

count r ies .  

 MR. GLASER:  --and have a d iscussion about  w here  we would 

rank  each individual  count ry and  whether  Macau is  more important  than 

Indonesia in  the  area of  t error is t  f inancing.  

 But  we t ry,  the important  thing for  me is  tha t  the  sys tem overal l  

works,  and that  we get  to  al l  these  countr ies ,  and the asse ssments  are sol id  

and accura te  and tough,  and that  there  i s  tough fol low -up to  those 

assessments ,  but --  

 COMMISSIONER WESSEL:   And we suppor t  tha t ,  bu t ,  again,  is  

there an abi l i t y with in the  sys tem i f  there i s  a  high value,  high pr iori t y 

target ,  to  request  an  expedi ted review,  meaning out  of  cycle,  no t  wai t ing for  

2015?   Say we have other  concerns,  join  with other  members ,  the  coal i t ion .   

Does  the U.S.  government  have that  abi l i t y?  

 MR. GLASER:  We have the  abi l i t y.   The sys tem doesn ' t  work  

exact ly the way that  you 're ar t iculat ing i t ,  but  we have the abi l i t y to  impact  

the  order  of  the  reviews.   A count ry a lso has  the  abi l i t y to  go to  the IMF or 

World Bank and ask  them to  come in and do a targeted review,  and I know 

the  IMF and the World  Bank have done that  i n  cer ta in ins tances .  

 COMMISSIONER WESSEL:   I  assume Macau has  not  asked for  

tha t .  

 MR. GLASER:  Not  to  my knowledge.  

 COMMISSIONER WESSEL:   Okay.  

 Also,  going back  to  the  quest ion  I had  raised ear l ier  just  about  

U.S .  companies ,  et  cetera ,  and I wi l l  ask s ome quest ions of  the Nevada 

gaming off icial ,  but  f rom a nat ional  perspect ive,  your of f ice,  what  kind of  

coopera t ion,  i f  any,  do you get  out  of  the U.S .  en t i t i es  operat ing in  Macau?   

Have you sought  i t?   Have they provided i t?  If  we need to  go in to  a  di f fer ent  

set t ing to  have a fur ther  di scuss ion ,  we can do  that .  

 But  i t  seems to me as  such large  players  in  terms of ,  again,  the  

$38 bi l l ion,  75  percent  of  which is  in  these VIP rooms,  s ix  of  the seven  

major  ones having t r iad  relat ionships ,  that  to  me just  r ing s a bel l  that  I  

should  be ta lking to  those companies  and saying what 's  going on  here?   Are  
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our companies  fe igning surpri se  about  what 's  go ing on under  thei r  roofs?  

 MR. GLASER:  The ent i t i es ,  the components  of  the U.S .  

Treasury Department  that  would have i n teract ion with  casinos would  be the 

FinCEN,  the  Financial  Cr imes Enforcement  Network,  and  the  IRS.  And I 

know that  they do  have out reach to  cas inos ,  and I know that  they do d iscuss  

with  them what  r i sks  they face  wi th respect  to  ant i -money laundering.  

 And,  again,  I  have no reason  to  bel ieve  that  they have not  been 

coopera t ive in  those  engagements ,  but  I  frankly have not  been  a  party to  

those  engagements  and wouldn 't  real ly fee l  comfortable in  commenting on  

them.  

 COMMISSIONER WESSEL:   Okay.   Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Tobin.  

 COMMISSIONER TOBIN:   Secre tary Glaser ,  help  us  unders tand.   

In  your  tes t imony you out l ined  and  today oral ly shared  the  f ramework that  

you 're  taking to  the world ,  and so I 'm going to  ask  a few quest ions related  to  

tha t  to  see i f  I  can understand how this  would  work in  Macau.  

 You said there 's  a  mutual  evaluat ion .   Does that  mean that  Macau 

and then some members  of  your  team are together  looking a t  data?   Who 's  

looking at  the data?   And let  me maybe ask the  next  quest io n,  too .   As i t  

relates  to  any of  the  cas inos in  Macau with the VIP  rooms,  how does  the  

framework  or  the s tandards se t t ing play out  speci f ical ly connected to  those 

VIP  rooms?  

 Thank you.  

 MR. GLASER:  I 'm happy to answer that .   So le t  me s tar t  wi th 

the  f i rs t  ques t ion.   So the  way the  mutual  evaluat ion  process  works  is  i t ' s  a  

process  of  peer  review.   So  to  become a  member of  FATF -Style Regional  

Body,  a  country or  juri sdict ion  has  to  make a  high  level  pol i t ical  

commitment  to  work to  come into compliance  with  t he FATF standards and 

agree to  subject  themselves  to  mutual  evaluat ion agains t  those s tandards .  

 What  mutual  evaluat ion --and  so then,  FATF has  worked with the  

IMF and the World Bank to create  a methodology for  assessing count r ies  

against  those s tandards - -a common methodology.   I  rea l ly don 't  think there is  

anything l ike  th is  in  the world.  

 COMMISSIONER TOBIN:   Could we take  a  look  at  that  at  some 

poin t?    MR. GLASER:  Absolutely ,  i t ’s  publ ic.   We'd be happy to  

provide  i t  to  you,  but  i t ' s  a  publ ic  document .   And before i t ' s  f i l led out ,  there 

is  a  quest ionnai re  that  goes  along wi th that  mutual  evaluat ion.   That  ini t ia l  

quest ionnaire  runs upwards  of  60 ,  maybe even more  than 60  pages  long.  

 It ' s  a  highly technical  document ,  and then  depending on  who 's  

conduct ing  the  mutual  evaluat ion ,  some of  them wi l l  be conducted by FATF,  

some wil l  be  conducted  by the FSRB, some wil l  be  conducted by the IMF and 

the  World  Bank.   But  in  this  case ,  APG, let ' s  say APG is  conduct ing the  

mutual  evaluat ion .  

 What  APG wil l  do i s  put  to gether  a  team of exper ts  f rom APG 

count r ies ,  not  f rom Macau i f  Macau is  the  count ry being assessed,  but  they 

could  come f rom the Uni ted S ta tes ,  f rom Aust ral ia ,  from Thai land ,  f rom a  
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group of  countr ies .   There wil l  be legal  assessors ,  regulatory assessors ,  

assessor  folks  in  internat ional  cooperat ion,  and  they wil l  receive the answers  

that  the  count ry has ,  including documentat ion ,  review that ,  and then go  on  

s i te ,  somet imes for  a  few days .   I ' l l  t el l  you the on -si te  team that  came to  the  

United States  was here  for  two weeks.  

 And they wil l  go to  al l  the relevant  agencies .   Again ,  in  the  

United States  mutual  evaluat ion ,  they went  al l  over  the country meet ing with  

relevant  authori t i es ,  asking ques t ions,  get t ing answers ,  col lect ing data.   And 

then they wi l l  wri te  a  report .   That  report  wi l l  then be d iscussed,  in  th is  

case,  by the  APG,  amended by the  APG plenary,  and adopted,  and they wi l l  

have scores .  

 The best  grade to  get  is  compliant  with  a part icular  s tandard,  

la rgely complian t ,  part ial l y complian t ,  and noncom pliant .  

 COMMISSIONER TOBIN:   And do these s tandards relate to  

things that  are t ransact ing in  the casino  and in - -  

 MR. GLASER:  Absolutely.   A casino under - -  

 COMMISSIONER TOBIN:   - - the VIP rooms?  

 MR. GLASER:  Under the  FATF standards - - in  the U.S . ,  a  casino  

would  be considered a f inancia l  inst i tu t ion .   Under the  FATF s tandards ,  a  

casino is  a  DNFBP,  a Designated  Non -Financial  Business  or  Profession.   And 

there are very speci f ic  s tandards,  requi rements  under the FATF standards 

that  relate to  Designated Non -Financial  Bus iness  or  Profess ions ,  and they 

would  include recordkeeping,  report ing --your  s tandard s late of  ant i -money 

laundering requi rements .  

 And we requi re those of  casinos  in  the United States .   My 

understanding is  under Macanese  law,  they do have a f ra mework  that  appl ies  

those  types of  requi rements .   Now, exact ly where the  loopholes  are in  that  

and where  they excel  or  don ' t  excel  with  respect  to  that  i s  an important  

quest ion ,  and again that  goes to  the ef fect iveness  of  the system.  

 You reference VIP  rooms,  and I think  that ' s  a  very interest ing 

quest ion .   I  don ' t  have a  good answer for  you  on VIP  rooms.   I  do unders tand  

with  respect  to  junkets  because  that  is  something that  the APG has been 

fol lowing with respect  to  Macau,  that  a t  l east  according to  the  A PG reports  

tha t  I 've  read,  because  there are  annual  updates ,  the Macanese  authori t i es  do 

conduct  on-si te  inspect ions  of  the junkets  to  ensure that  they' re  complying 

with  the  laws.  

 Again ,  I 'm not  here  today tes t i fying on the  ef fect iveness  of  that  

system.  And I cannot  endorse i t  or  not  endorse i t .   I  can  just  t el l  you what 's  

been  reported ,  and so that ' s  how that  system sor t  of  plays  out  from top to  

bot tom with respect  to  a  part icular  jurisdic t ion,  in  thi s  case ,  Macau.  

 COMMISSIONER TOBIN:   Thank you for  bei ng here and 

educat ing us  as  we dig in  and  look at  th is .  

 VICE CHAIRMAN SHEA:  I 'm going to  take the next  one,  and 

then a longer  quest ion.   Are  you aware  of  anyone in  the U.S.  government  

who monitors  capi ta l  f l ight  f rom China on a regular  basis?    

 MR. GLASER:  I 'm not .  
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 VICE CHAIRMAN SHEA:  Is  there  anyone in  the U.S.  

government  that  pays at tent ion  to  this  as  a  normal  course of  business?  

 MR. GLASER:  I  don 't  know i f  anybody is  moni toring capi tal  

f l ight  f rom China.  

 VICE CHAIRMAN SHEA:  Okay.   Thank you.  

 Now,  I 'm going to  c i te  a  couple people .   It ' s  a lways  easier  to  talk  

more  openly when you 're out  of  government  than within  government ,  and  

these are  probably people you used to  work with - -Juan Zara te and David 

Asher f rom State.   Juan Zarate,  who was a senior  counterterrorism official  in  

the  Bush  adminis t ra t ion ,  he  says  anyone who knows anything about  ant i -

money launder ing understands both the inherent  and the rea l  r isks  in  Macau.  

 You have an admixture of  commercial  f inancial  act ivi ty,  a  way 

s ta t ion for  people  and goods ,  a  casino  sector ,  al l  in  a  potent ial l y vola t i l e  

regional  envi ronment .  

 And then David Asher,  who was in  the Bush  State Department  

cal ls  Macau a  "cesspool"  of  f inancial  cr imes.   " It ' s  gone f rom being out  of  a  

James  Bond movie to  being out  of  The  Bourne Ident i t y."   

 I t  sounds pret ty bad ,  and  as  a  number of  Commissioners  have 

said,  we real ly don ' t  know what 's  going on there ,  and I 'm just  wonder ing 

have you ever  sat  down with  your co l leagues f rom Just ice,  other  people in  

Treasury,  FBI,  maybe the Nev ada s tate  of f icials ,  and sa id  let ' s  ge t  a  handle  

on what 's  go ing on in  Macau?  

 MR. GLASER:  So ,  yes ,  David and Juan  are both very c lose  

fr iends of  mine ,  and  Juan  is  ac tual ly my former boss .    VICE 

CHAIRMAN SHEA:   Do you agree with  what  they sa id?  

 MR. GLASER:  I  certain ly agree that  there 's  a  high  r isk  of  money 

laundering in  Macau.   I  don ' t  know how anyone can disagree with  that .   I   

wouldn 't  associa te  mysel f  wi th the  more co lorful  l anguage that  David used,  

but  of  course there 's  a  high  r i sk  of  money launder ing in  Macau.  

 Again ,  and i t ' s  something that  we care  about .   Again ,  I  don ' t  

know that  i t  would  be  wor th going in to internal  discussions  we have on 

prior i t iz ing var ious threats  to  the  U.S.  with in  the U.S .  government ,  but  there 

is  no doubt  that  there i s  a  h igh r i sk of  money laundering in  Macau,  inc luding 

through the Macanese  casinos.  

 VICE CHAIRMAN SHEA:  And could you tel l  us  what  is  be ing 

laundered?  Proceeds  f rom what  act ivi t i es?  

 MR. GLASER:  I  don 't  real ly fee l  tha t  I  have the  expert i se  to  go 

into  exact l y that .   You al l  have ci ted  numbers  to  me about  large f lows  that  

are  going into  Macau from throughout  the  region.   I 'm sure much of  those 

f lows  are legi t imate .   I 'm sure  that  there i s  a  percentage  of  those  f lows that  

come f rom criminal ,  that  cons t i tu te  cr i minal  proceeds.   Again,  I 'm sure  that  

in  any f inancia l  center  where there 's  a  l arge amount  of  capi tal  in flow ,  there 's  

a  percentage  of  i t  that  comes f rom cr iminal  proceeds.  

 The chal lenge for  each jurisdict ion is  to ,  again,  t ry to  minimize 

i ts  vulnerabi l i t y as  an  a t t ract ive dest inat ion  for  those  i l l egi t imate  proceeds  

while  main ta ining an open f inancial  sys tem, and that ' s  the  chal lenge of  ant i -
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money launder ing.    

 But  what  percentage  of  those  f lows cons t i tute legi t imate versus  

i l legi t imate?   And with in  the i l l egi t imate proceeds,  what  i s  the  composi t ion 

of  the pie chart?   The amount  coming f rom corrupt ion,  drugs,  f raud,  e tc . ,  I  

don’t  have numbers  on that .  

 VICE CHAIRMAN SHEA:  It  sounds l ike  you have a lot  on  your  

pla te .   You 're  looking at  a  global  s i tuat ion,  a nd I 'm not  get t ing the 

impression that  what 's  happening in  Macau is  a  big focus of  your  work,  but  i t  

may not  deserve to  be  a  big focus of  i t  when you look at  the big picture  of  

al l  that  you have on  your  plate .  

 But  that ' s  sor t  of  the impression  I 'm get t ing .   I  may be wrong on 

that ,  bu t  anyway,  Commissioner  Reinsch.  

 CHAIRMAN REINSCH:  Thank you.  

 You 've  a l luded to  one of  the witnesses  on the next  panel ,  a  

representat ive f rom the  Nevada Gaming Cont ro l  Board ,  and we ' l l  be pursuing  

a number  of  quest ions  about  casino regula t ions di rec t ly wi th him.  

 We also have a witness  on the next  panel ,  a  former Di rector  of  

FinCEN,  so some of  the quest ions that  you 've put  into h is  purview,  we ' l l  be 

able  to  ask  him as  wel l .  

 But  I want  to  ask  you the  other  s ide  of  the  quest ion  that  we 're 

going to  ask Mr.  Burnet t  f rom Nevada.   The quest ion  for  him wi l l  be do you 

need  any help f rom the  Feds ?   And the  quest ion  for  the  Feds is :  are  the  s tates  

doing the regulatory job  that  they need to  do?   Is  there anything you should 

be  doing to  help them?  Is  there  any legal  author i ty that  you don ' t  have that  

you  would l ike to  have to  faci l i ta te  tha t?  

 MR. GLASER:  Legal  author i ty that  we would  l ike  in  the U.S.?  

 CHAIRMAN REINSCH:  Ye s.  

 MR. GLASER:  I  don 't  think  there is  speci f ic  l egal  authori ty  in  

the  U.S.  that  we 're  seeking wi th respect  to  casinos .   I  can tel l  you that  jus t  

las t  week at  the G8 Summit ,  the U.S.  d id issue an act ion plan  wi th  respect  to  

a number  of  an t i -money laundering issues  that  we 're looking at ,  one  of  which 

is  to  do a bet ter  job  in  thi s  count ry of  having a  regime in  which we could  

ident i fy the  benefic ial  ownership of  corporate  vehic les .   T hat 's  something 

that  President  Obama ident i f ied in  his  t ransnat ional  organized  crime 

s t rategy,  and  i t ' s  something that  we 've  ident i f ied  agai n  in  our  act ion  plan 

from the G8.  

 So that 's  something that  we 're  going to  be  working on  as  we 

move forward.   But  tha t  would  be the types of  things that  we 're thinking 

about  in  t rying to  improve our sys tem ,  because  we don ' t  have a  perfect  

system by any s t r etch.    

 I’ l l  a l so respond to Commissioner  Shea 's  f inal  comment .   I  don ' t  

want  to  leave anybody with the impression that  we don ' t  care about  what 's  

going on  in  Macau or  that  we don 't  th ink i t ' s  impor tant  to  target  cr iminal  

act iv i ty that  impacts  the  United  States  anywhere we f ind  i t .   We do  think  i t ' s  

importan t .  

 And we are  constant ly looking around the world,  and ,  as  has  
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been al luded  to ,  I  th ink our act ions in  the past  have demonst rated that  when 

we f ind someplace,  anywhere in  the internat ional  f inancial  sy s tem,  including 

in  Macau,  tha t  threatens the U.S .  f inancial  sys tem,  we wi l l  t ake act ion .   We 

have taken act ion in  the past ,  and we reserve  the r ight  to  take  act ion in  the  

future .  

 So I don ' t  want  to  leave you with the  impression that  we 're not  

constant ly monitoring the en t i re  in ternat ional  f inancial  sys tem to t ry to  keep 

the  U.S.  safe .  

 VICE CHAIRMAN SHEA:  Well ,  can I just  say something,  Mr.  

Chairman?  

 CHAIRMAN REINSCH:  Please.  

 VICE CHAIRMAN SHEA:  I  appreciate  that  comment ,  appreciate 

al l  the real ly goo d work  that  you and your organizat ion do ,  and I wasn 't  

t rying to  suggest  that  at  al l .   I  was  just  t rying to  poin t  out  that  in  the  broad 

set  of  issues  that  you have to  deal  with,  thi s  may not  be up there at  the  top of  

the  l i s t ,  bu t  you  don ' t  need to  say any thing beyond that .  

 But ,  again ,  I  appreciate your  good work .  

 COMMISSIONER BARTHOLOMEW:  Just  a  comment ,  which  is  

just  to  note  again with appreciat ion ,  Secre tary Glaser ,  that  you  appeared to  

tes t i fy,  and  to  acknowledge that  you  and the  people that  you work  wi th are 

deal ing with  threats  on  a  regular  basi s ,  most  of  which never  meet  the  publ ic  

eye  unless  something goes ter r ib ly wrong.   So  we recognize al l  o f  the work  

that  you 're  doing and appreciate i t ,  and  I would  be worried  and wonder ing 

about  what  keeps you  awake at  night ,  bu t  we don 't  have to  go in to  that .  

 But  thank you.   Thank you very much for  the work that  you  do ,  

and thank you for  appearing today.  

 CHAIRMAN REINSCH:  There are addi t ional  quest ions  i f  I  can  

pick back up.  

 VICE CHAIRMAN SHEA:  Sure.  

 CHAIRMAN REINSCH:  Commissioner  Brookes  lef t  us  two more  

quest ions,  and I think in  an ef for t  to  accommodate  him,  I need to  ask them.  I  

think one has  been addressed a l ready,  but  i f  you  could  just  make a  short  

comment  I’d  appreciate i t .    

 His  f i r s t  one i s ,  i s  the  U.S.  aware  of  any terror is t  money f lowing 

through Macau?  

 MR. GLASER:  I  can 't  speak  for  everything that  the  United  

States  is  aware of .   I  can  say that  when I think about  the  jur isdict ions that  

we need  to  focus  on  most  intensely with  respect  to  terror is t  f inancing,  I  

would  not  inc lude Macau in  that  l i s t .  

 CHAIRMAN REINSCH:  Okay.   The second quest ion was  are 

there any ent i t i es  that  you  see using Macau for  weapons pro l i fera t ion 

purposes?   Probably a  l i t t le  outs ide your f ield ,  but  there i t  i s .  

 MR. GLASER:  Using Macau for  weapons prol i ferat ion  purposes?  

 CHAIRMAN REINSCH:  Ye s.  

 MR. GLASER:  I  don 't  have anything I could  speak  to  on that .  

 CHAIRMAN REINSCH:  Okay.  
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 VICE CHAIRMAN SHEA:  I  think we have t ime for  two more 

quest ions.   Commissioner Wessel .  

 COMMISSIONER WESSEL:   And,  again,  le t  me add  my voice  to  

thanking you for  the  job  that  you  do .   None of  us  are  quest ioning your  

integri t y and the d i l igence  which  you apply to  thi s  job .   We're looking 

myopical ly here ,  whether  i t ' s  myopic ,  as  the U.S . -China  Commission ,  on a  

smal l  s l i ce of  what  you have to  deal  with on a dai ly bas is ,  so we appreciate 

what  you do.  

 Let  me go  back  though to the quest ion  of  the evaluat ions jus t  so  

I can  understand,  and also i f  you 'd  be  wil l ing to  answer quest ions af terwards 

because  I know a  lo t  of  us  have them,  and we 'l l  submit  them in  wri t ing.   If  

tha t  would  be appropriate ,  we 'd  appreciate that .  

 When you do  an evaluat ion,  the evaluat ion i s  supported  on the  

other  s ide by the government .   You don ' t  have invest igatory opportuni t ies  in  

those  markets  to  do  books and  records or  anyth ing else?   Do you?  

 MR. GLASER:  Books and records  of  the --  

 COMMISSIONER WESSEL:   If  you  had quest ions ,  for  example,  

about  gaming or  any other  kind of  f inancial  ins t i tu t ion,  when you do  the  

evaluat ion,  you go to  the  government  and say what  kind of  processes ,  what  

kind  of  sys tems do  you have to  look at  al l  o f  the various  quest ions that  you  

raised  in  your tes t imony?   What  are  the levels / thresholds  for  money 

laundering?   You 're not  then  doing,  i f  you wil l ,  an i ndividual  audi t  of  a  

part icular  sector ,  et  cetera ,  to  say,  to  veri fy what  the  government  i s  t el l ing 

you?  

 MR. GLASER:  Wel l ,  an  assessment  team wi l l  meet  with  the 

private sector ,  but ,  no,  there would  not  be  an audi t  of  an individual  private  

ent i t y.  

 COMMISSIONER WESSEL:   Okay.  

 MR. GLASER:  But  cer ta inly a  mutual  evaluat ion -- I could tel l  

the  mutual  evaluat ion in  the Uni ted S ta tes  certainly included meet ing with 

private sector  ent i t i es .  

 COMMISSIONER WESSEL:   So as  par t  of  this ,  the next  

evaluat ion,  you coul d be going to  the  gaming sector  in  Macau,  say we want  

to  see how you are  responding,  how you are ab iding by the  various  s t r ictures  

in  the  Macanese law to make sure  that  what  the  government  says  is  al so 

f lowing down and being properly abided by?  

 MR. GLASER:  Yes .  

 COMMISSIONER WESSEL:   Okay.   Great .   Thank you.  

 VICE CHAIRMAN SHEA:  Almost  f ini shed.   Last  ques t ion .   

Commissioner  Slane .  

 COMMISSIONER SLANE:   Again,  I  wanted to  acknowledge our 

grat i tude  for  your coming.   Thank you so much.  

 Our job  is  to  make  recommendat ions  to  Congress .   Is  there  

anything that  you would  l ike us  to  do in  that  area,  any tools  that  you  need or  

laws changed,  those  sorts  of  things?   And you may want  to  respond later .   

I 'm just  cur ious as  to  whether  there 's  anything you would  l ike  us  to  do on 



33 
 

tha t  s ide?  

 MR. GLASER:  Yes ,  as  I said ,  I  think you guys  decide for  

yourselves .   I  think this  might  go  a l i t t l e  bi t  beyond what  you al l  are  looking 

at ,  but  the U.S . ,  l as t  week,  is sued  an  act ion plan  in  the  context  of  the G8 

where  we ident i fy t hings that  we need to  do in  order  to  bet ter  f ight  money 

laundering,  and  those are cer ta inly things that  we 're  going to  be working on 

for  the next  couple  of  years .  

 These s teps  that  we ' re t rying to  take would make us  bet ter  a t  

f ight ing money laundering.  It  would  also put  us  in  a  s t ronger posi t ion as  we 

go to  places  l ike Macau and  ins is t  that  they make changes because we al l  

have th ings that  we need  to  do.  

 So I think i f  you  take a look at  the  act ion plan that  the U.S .  just  

issued,  I  think  you 'd have a good s ense  of  where  we think  we need  to  

improve.   But  I don ' t  think  that  there 's  any speci f ic  authori ty that  we need  

that  we don ' t  have with  respect  to  our abi l i t y to  deal  wi th foreign 

jur isd ic t ions.  

 VICE CHAIRMAN SHEA:  Well ,  that  wraps up  the panel .   Again,  

Secretary Glaser ,  thank you very much for  being here and for  your 

tes t imony.   Thank you for  put t ing up  wi th us ,  and  thank you  for  the  good 

work  that  you do  on  behal f  of  the  people of  the  United  States .  

 We wil l  adjourn  unt i l  10:25 for  a  second panel .   We're  going to  

move i t  up by f ive minutes .  So 10:25 .   Thank you.  

 [Whereupon,  a  short  recess  was  taken.]  
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PANEL II  INTRODUCTION BY CHAIRMAN REINSCH  

 

CHAIRMAN REINSCH:  Let 's  reconvene for  the second panel .   

Our second panel  today wil l  cont inue the discussion  on  money launder ing in  

the  Macau Special  Adminis t rat ive Region and examine i ts  implicat ions  for  

the  United States .   On mul t iple  occasions,  gaming and  f inancial  inst i tut ions  

in  Macau have come under  scrut iny by U.S .  regula tors  for  faci l i t at ing the  

laundering of  di r ty money.  

 Today our panel  of  expert s  wil l  p rovide  ins ights  to  the current  

s ta te  of  Macau,  i ts  gaming indust ry,  and the  potent ial  r isks  i t  poses  for  the 

United States .  

 Fi rs t ,  we look forward  to  hear ing from Mr.  A.G.  Burnet t ,  

Chairman of  the  Nevada  Gaming Cont rol  Board.   Mr.  Burnet t  i s  an exper t  on 

legal  mat ters  in  the internat ional  gaming indust ry.   During his  tenure at  the 

Gaming Cont ro l  Board,  Mr.  Burnet t  has  t raveled ex tensively to  Asia and is  

credi ted  for  s t rengthening relat ionships  with regula tory counterpart s .  

 He recent ly t raveled  to  Macau and Hong Kong to  meet  with 

gaming regulators  and law enforcement .   Mr.  Burnet t  also serves  as  t rustee 

and t reasurer  for  the In ternat ional  Associat ion of  Gaming Regulators .   He 

received his  J .D.  from Gonzaga  Universi t y School  of  Law and h is  B.A.  in  

In ternat ional  Affai rs  and  Pol i t i cal  Science f rom the  Universi t y of  Nevada at  

Reno.  

 We also look forward to  hearing f rom James  Fre is ,  former  

Di rector  of  the U.S .  Treasury Financial  Crimes  Enforcement  Network ,  

popular ly known as  FinCEN.  

 Mr.  Fre is  is  an expert  in  the development  and enforcement  of  

regula t ions combat ing f inancial  cr imes .   He has  over ten years  of  experience 

working with  the Federal  Reserve  Bank of  New York  and  the U.S .  

Depar tment  of  Treasury in  f inanc ial  regula tory and  enforcement  mat ters .  

 From 2007 to 2012,  Mr.  Fre is  led the development  and 

enforcement  of  regulat ions combat ing money laundering,  t er roris t  f inancing,  

fraud  and  other  f inancial  cr imes as  Director  of  FinCEN.    

 Mr.  Fre is  received  h is  bach elor 's  degree  f rom Georgetown and 

his  J .D.  f rom Harvard  and  graduated wi th honors  at  bo th  inst i tu t ions.  

 Final ly,  on our panel ,  we have Professor  I.  Nelson Rose,  who is  

Professor of  Law at  the  Whit t ier  School  of  Law.  Professor  Rose i s  an  

internat ional ly k nown scholar ,  author and publ ic speaker ,  and i s  recognized 

as  one  of  the world ' s  l eading experts  on  gaming law.   Since  2007,  Professor  

Rose has  been a vis i t ing professor at  the  Universi t y of  Macau,  t eaching 

gaming law to lawyers  f rom China and around the w orld.  

 He has  also publ ished  scholar ly papers  on Macau 's  gaming 

his tory,  regulat ion ,  and presence  of  U.S .  operators  in  his  in ternat ional ly 

syndicated co lumn "Gambling and  the  Law."  

 Professor Rose received a J .D.  f rom Harvard  in  1979 and a B.A.  

from the Un iversi t y of  Cal i fornia  a t  Los  Angeles  prior  to  that .   

 Gent lemen,  we 're honored  to  have thi s  level  of  expert ise  here .   
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We wil l  p roceed  in  the  order  in  which I  int roduced  you:  Mr.  Burnet t ;  Mr.  

Freis ;  and  then Professor Rose.   Your  ful l  s tatements  wil l  be  en tered in  the 

record anyway so please feel  f ree  to  abbreviate or  summarize.   We hope you 

wil l  s t i ck to  seven minutes  each or  at  l east  do  your best  to  do that ,  but  we 

wil l  not  cu t  you  off  in  mid -sentence .  

 So let ' s  begin with  Mr.  Burnet t .  
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OPENING STATEMENT OF MR. A.G. BURNETT 

CHAIRMAN, NEVADA GAMING CONTROL BOARD 

 

MR. BURNETT:  Thank you,  Mr.  Chairman,  Mr.  Vice Chai rman,  

members  of  the Commission .   It ' s  indeed  an honor and a priv i lege to  s i t  

before you today and discuss  these i ssues  wi th you that  are  of  mu tual  

concern  and  importance to  both the federal  government  and the  s tate  of  

Nevada.  

 I 'm the  Chai rman of  the Nevada State Gaming Control  Board,  and 

my name is  A.G.  Burnet t .  Perhaps I can  s tar t  wi th  an int roduct ion  to  the  

Nevada regulatory scheme,  part icu la rly as  i t  relates  to  what  we cal l  "foreign 

gaming."  

 Foreign gaming is  the  conduct  of  gaming outs ide of  Nevada 's  

borders  by a  Nevada -l icensed gaming opera tor .   In  other  words,  foreign  

gaming can be the  conduct  of  gaming in  Missouri  or  i t  can  be  the conduct  of  

gaming in Macau.   General ly,  our  s tatu tes  indicate that  we have the  abi l i t y to  

discip l ine a  Nevada l icensee  i f  that  l icensee  in  a foreign gaming operat ion  

knowingly v iolates  any law other  than Nevada 's  l aws concerning the conduct  

of  gaming.  

 Further ,  a  vio la t ion can ari se  i f  an  event  or  associat ion causes  

some harm to  Nevada 's  reputa t ion or  control  of  gaming in  the  s tate of  

Nevada.   There  are  other  mechanisms by which  we regulate  and monitor  

foreign gaming,  especial ly in  the  context  of  l arge  publ ic ly - t raded  

corporat ions ,  such as  those doing business  in  Macau today.   That  would  be  

the  jo int  venture of  MGM and the  Ho family,  Wynn,  and  the  Las Vegas  Sands 

or  Venet ian.   I  may use those  terms interchangeably.  

 These include ,  in  terms  of  mechanisms for  regulat ory overs ight ,  

what  we cal l  o rders  of  regis t rat ion,  which  are essent ia l l y a  cont ract  between 

the  Nevada Gaming Commission and a  Nevada l icensee that  defines  how they 

wil l  conduct  themselves  in  a foreign  gaming operat ion  and  how they wil l  

conduct  the ir  compl iance act ivi t ies .  

 The second mechanism of  ex t racurricular  regulatory overs ight ,  i f  

you  wil l ,  i s  a  compl iance program, which is  v ery s imilar  to  compliance  

programs that  f inancial ly- regulated  companies  on  the  s tock exchange are 

required to  have .  

 These compl iance  programs require  that  the l icensee conduct  due  

di l igence  on i t s  vendors ,  suppl iers ,  and  purveyors  of  goods and serv ices ,  as  

wel l  as  t angent ial  re lat ionships  that  they have with  outs ide  suppl iers ,  to  

ensure that  the  Nevada gaming indust ry is  operate d appropr iately.  

 I ' l l  g ive you a br ief  overview of gaming in Macau.   I 'm sure  that  

you  a lready know most  of  this ,  but  I  wi l l  just  summarize brief ly.   P rior  to  

the  SAR turnover  of  Macau back  to  the  People 's  Republ ic ,  there was one 

operator ,  S tanley Ho,  who  created a large  conglomerate of  casino operat ions  

in  Macau.  

 In  March of  2002,  the  government  of  Macau granted three  

gaming concessions :  one ,  to  Mr.  Ho 's  conglomerate  known as  Sociedade de 
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Jogos de Macau,  S .A.  (SJM);  second,  to  Wynn Resorts ,  L td. ;  and ,  th i rd,  to  a  

partnership  between Galax y Cas ino  Company,  L td .  and the  Las Vegas  Sands,  

Inc .  

 Galax y Casino Company,  L td.  and Las  Vegas Sands ,  Inc .  

subsequent ly sought  to  dissolve their  partnership .   As  a resu l t ,  the 

government  of  Macau al lowed for  this  ini t i al  gaming concessionaire  to  

conduct  a  spl i t  through the  means  of  a  sub-concession.   This  s t ructure set  a  

precedent ,  enabl ing the  other  two concessionaires  to  conduct  a  spl i t  o f  thei r  

gaming concessions .   Those concessionai res  ul t imate ly sold thei r  sub -

concessions  to  other  interested  gaming part ies  as  fol lows:  

 In  2005,  Stanley Ho 's  group,  SJM, sold  i ts  sub -concession to  a 

partnership  between MGM Mirage and S tanley Ho 's  daughter ,  Pansy Ho,  

which  became the MGM Grand Paradise Macau.  

 In  March 2006,  Wynn Resorts  so ld i ts  sub -concess ion to  Melco -

PBL,  a  jo int  venture  between the  Aust ra l ian media  company,  Publ ishing and 

Broadcas t ing Limited,  and Melco In ternat ional .   Melco is  a  gaming company 

based in  Macau that ' s  opera ted by Mr.  Ho 's  son ,  Lawrence.  

 As a  resul t ,  Macau current ly has  s ix  au tonomous l icensees  which  

operate  approximate ly 35 casinos.   Three of  the  l i censees  are subsid iaries  of  

Nevada gaming companies:  Wynn Resor ts ,  L td. ;  Las  Vegas Sands,  Inc. ;  and  

MGM Resort s  Internat ional .   Through rest ructurings in  rec ent  years ,  al l  th ree  

of  these  majori t y-owned subsidiaries  are now publ ic ly - t raded ent i t i es  l is ted 

on the Hong Kong S tock Exchange.  

 While  Macau current ly has  a populat ion  of  just  over  560,000,  the 

out lying areas ,  as  you know, are  heavi ly populated.   Within  a very short  

driving t ime through the  c i t y of  Zhuhai  in  Guangzhou Province ,  o r  through a 

very short  radius  in  terms  of  f l ying t ime,  the  Macau gaming operat ions have 

the  abi l i t y to  reach  bi l l ions  and  b i l l ions  of  customers .  

 As thi s  Commission  is  probably m ore aware than  I,  cu l tura l ly ,  

Chinese  love  to  gamble .   They're  very serious in  thei r  play,  and when casinos 

opened up in  Macau,  they were  very ser ious  places  compared to  what  we 're 

used to  seeing around the Uni ted States  and in  Las  Vegas.   That  atmosphere 

is  changing a  l i t t le  bi t ;  however,  i t  i s  a  very serious  endeavor for  a  Chinese 

nat ional  to  come and play baccarat  in  Macau.  

 A common misconcept ion  about  money laundering in  casinos is  

tha t  to  part icipate,  one must  help process  dir ty money through a  sys tem  that  

essent ial l y makes i t  clean .   Rather ,  under U.S.  federal  l aws ,  one  needs only 

to  accept  money suspected  of  being dir ty in to  the f inancial  system to  be a  

part icipant  in  money laundering.  

 Of  concern  to  the United States  i s  that  in  the  legi t imate system ,  

that  once d ir ty money can be  moved el sewhere  for  i l legi t imate purposes .   

While  t ransact ions faci l i t ated d irect ly with casinos have robust  ant i -money 

laundering procedures ,  vulnerabi l i t y ex is ts  where i l l egi t imate money enters  

the  sys tem, possibly through VIP  rooms outs ide of  the  casino 's  purview.  That  

was indeed  the  case  prior  to  the Nevada l icensees  coming in to Macau,  and i t  

i s  my tes t imony today that  that  is  changing somewhat .  
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 Jurisd ic t ional  requirements  dictate tha t  we,  the Gaming Contro l  

Board  of  Nevada,  main ta in excel lent  relat ionships  with our overseas  gaming 

and law enforcement  counterpar ts ,  including U.S.  federal  agencies  and  the  

DICJ ,  our  counterparts  in  Macau.   Indeed,  we are  working very hard towards 

maintaining that  re lat ionship .  

 Macau a lso  has  a s t r ict  data pr ivacy law pursuant  to  the 

Macanese  Pr ivacy Act  8/2005,  which took ef fect  in  February 2006  and has  

caused some i ssues  in  regards  to  the  t ranslat ion of  documentary evidence 

from Macanese operators  to  the  U.S.   However,  we in  Nevada have ope ned a 

dia logue with that  off ice  and  are working with  them to  faci l i tate  the inter -

t ransfer  of  documentat ion  and  informat ion to  us ,  which  would,  of  course,  

remain  priv i leged  and confident ial .  

 Macau is  an anci l lary foreign jur isdict ion outs ide of  the s tate of  

Nevada and thus opera tes  outs ide of  our direct  regulatory oversight .   

However ,  i t  i s  our hope that  we wil l  cont inue to  ut i l ize  our  Nevada l icensed  

gaming operators  in  an effor t  to  obtain t ransparency and informat ion ,  which  

they a l so wish to  have.  

 I 'm over  my a l lot ted  t ime,  and  I wi l l  conclude there .   I 'm not  

sure  how the Chai rman would l ike to  proceed,  but  I 'm happy to answer any 

quest ions you may have.  
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PREPARED STATEMENT OF MR. A.G. BURNETT 

CHAIRMAN, NEVADA GAMING CONTROL BOARD 

 

June 27, 2013 
A.G. Burnett 

Chairman, Nevada State Gaming Control Board 
Testimony before the U.S.-China Economic and Security Review Commission 

Hearing on Macau and Hong Kong 
 
 
Chairman Reinsch, Chairman Shea, and other members of the Commission, thank you for the 
opportunity to testify.  From the standpoint of a gaming regulator in Nevada, I hope to share 
with you my perceptions of gaming in Macau as it relates to your concerns of money laundering 
and the implications for the United States.  
 
Background of Gaming in Macau 
 
I should start with an overview of gaming in Macau.  Beginning in 1962, the right to exclusively 
control Macau’s legal casinos was retained by Stanley Ho Hung Sun and his companies.  In 1999, 
the Portuguese colony of Macau returned to Chinese control as a Special Administrative Region 
(SAR) under the “one country, two systems” model exemplified by Hong Kong, SAR, PRC.  In 
2001, the Government of Macau ended Ho’s monopoly by opening a tender process allowing 
bids for a total of three gaming concessions.  Numerous gaming companies bid for these 
concessions, including casino companies licensed in Nevada.   
 
On March 31, 2002, the Government of Macau, granted three gaming concessions to: 
 

 Sociedade de Jogos de Macau, S.A. (SJM) (Stanley Ho) 

 Wynn Resorts, Limited   

 Galaxy Casino Company, Limited  

in partnership with the Las Vegas Sands, Inc.  

 

Galaxy Casino Company, Limited and Las Vegas Sands, Inc., subsequently sought to dissolve 

their partnership.  As a result, the Government of Macau allowed for this initial gaming 

concessionaire to conduct a split through means of one “sub-concession.”  This structure set 

precedence enabling the other two concessionaires to conduct a split of their gaming 

concessions.  Those concessionaires ultimately sold their sub-concessions to other interested 

gaming parties as follows: 

 

 In April 2005, SJM sold its sub-concession to a partnership between MGM Mirage and 

Stanley Ho’s daughter, Pansy Ho (MGM Grand Paradise Macau).   
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 In March 2006, Wynn Resorts sold its sub-concession to Melco-PBL, a joint venture 

between the Australian media company, Publishing and Broadcasting Ltd. (PBL) and 

Melco International (Melco).  Melco, a Macau gaming company, was initially controlled 

by Stanley Ho until March 2006, but is now controlled by his son, Lawrence Ho. 

 

As a result, Macau currently has six autonomous licensees which operate approximately 35 
casinos.  Three of the licensees are subsidiaries of Nevada gaming companies: Wynn Resorts, 
Limited, Las Vegas Sands, Inc., and MGM Resorts International.  Through restructures in recent 
years, all three of these majority-owned subsidiaries are now publicly-traded entities, listed on 
the Hong Kong Stock Exchange. 
 
While Macau currently has a population of almost 560,000, the outlying areas surrounding 
Macau, namely those that include the nearby population centers of Hong Kong and Guangzhou, 
have millions of residents.  The potential visitors’ market from the rest of mainland China, 
however, can reach into the billions.  This Commission is more expert than I on Chinese culture, 
but I think all of us will agree that traditionally the Chinese love to gamble and play gambling 
games.   
 
Therefore, by 2007, Macau overtook the Las Vegas Strip in gaming revenues, and in 2012, 
Macau gaming revenue was reported to be US $38 billion, eclipsing Nevada’s gaming revenues 
of $10.8 billion. 
 
Working in conjunction with these Macau casino licensees, are VIP Room Operators.  These 
entities, licensed in Macau as “Gaming Promoters,” work in combination with the casinos to 
satisfy a niche market of high-rollers.  By most public accounts, this niche is responsible for 
approximately 75% of Macau gaming profits.   
 
VIP Room Operators 
 
Understanding these VIP Room Operators is paramount in understanding the gaming industry 
in Macau.   
 
While VIP Room Operators are often referred to as “Junket Operators,” they are distinct from 
how junkets operate in Nevada.  Junket Operators in Nevada, called “Independent Agents,” act 
primarily in a capacity of marketing or travel agents who secure customer visits to certain 
casinos.  In Nevada these individuals are registered (not licensed) to bring business to specific 
casinos.  Though the Independent Agent might be the facilitator between the casino and the 
customer, all transactions are conducted under the purview and control of the licensed casino. 
 
In contrast, Macanese law allows for VIP Operators to participate in casino operations.  For 
example, Stanley Ho’s casinos essentially sublease casino space to the VIP Room Operators who 
operate all gambling functions.  In a lesser extension, the Nevada affiliates in Macau maintain 
control of the gambling game, but still relegate certain cage, cash transactions, reporting, and 
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loan issuance and collections to these third-party VIP Room Operators.  Thus, The VIP Room 
Operators conduct their transactions with the casino, but the VIP Room Operator’s customers 
will conduct their cage transactions with the VIP Room Operator.   
 
Financing these VIP Operations requires substantial capital.  While the majority of these VIP 
Room Operators are licensed as individual operators, analysis confirms the vast majority of 
these operations are associated with major VIP Room Operator groups via complex corporate 
structures, financial guarantees, and third-party assignments.  These gaming groups are just as 
prominent in the Macau gaming scene as are the six licensees.  From our perspective, there are 
seven VIP Room Operator groups of interest which are responsible for the majority of all VIP 
Room Operations in Macau.  Most of these groups are publically traded companies.   
 
Niche 
 
While the casinos still exercise efforts towards the mass market and procuring their own VIP 
clientele, employing the third-party VIP Room Operators allows for the casinos to participate in 
a gambling niche that would otherwise be elusive.  As imaginative as you wish to be, there are 
legitimate and illegitimate reasons for various wealthy gamblers to keep a degree of anonymity 
and relegate trust only to a familiar VIP Room Operator rather than dealing directly with a 
casino.  Further solidifying this niche is that Macanese law allows not only the casino, but also 
the VIP Room Operators to issue gambling credit to players.   
 
The majority of these high-rollers are from mainland China.  Various laws restrict the money 
transfer out of mainland China as well as hinder incentives to loan gambling funds or exert 
collection efforts.  Chinese citizens are barred from carrying more than the equivalent of about 
US$3,000 on any single trip to Macau, and it is illegal to try and collect a gambling debt there.  
The licensed casinos are highly incentivized to abide by these laws.  However, the third-party 
VIP Room Operators act more autonomously in their decisions to adhere to these laws and they 
allegedly circumvent these restrictions, or likewise affiliate with parties that can facilitate such 
transactions. 
 
As a result, the casinos are not necessarily privy of the nefarious reputations, allegations, 
associations, dispositions and sources of funds transacted by VIP Room Operators. 
 
Concerns 
 
Our analysis indicates that the Nevada 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. 
 
Though VIP Operator transactions conducted directly with the casino are tightly controlled and 
regulated, criminal transactions are widely alleged to take place just out of the direct purview 
of the casino.  Such activities include back-betting, side-betting, loan sharking, violent loan 
collections, underground banking, and money laundering.   
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Furthermore, it is common knowledge, the operation of VIP Rooms in Macau casinos had long 
been dominated by Asian Organized Crime (AOC), commonly referred to as “triads.” With the 
evolution of gaming in Macau, the same AOC figures are allegedly still working the VIP 
Operations; only now they do it behind a façade of “legitimate” public corporations, complex 
corporate structures, financial guarantees, and third-party assignments.  Public media and 
intelligence sources have affiliated all but one of the seven VIP Room Operator groups of 
interest with reputed AOC figures.  Many of these associations are linked through documented 
public records.  As such, since March 2010, the industry has been facing an increasing deluge of 
media scrutiny concerning the Nevada gaming companies’ ties to organized crime in Macau.   
 
In its purest form, the operation of VIP Rooms is legitimate and lucrative for all parties.  It is 
only in the ancillary affiliated activities that the model is vulnerable to perpetration of 
illegitimate activities.  For example, VIP Room Operators are in a position to offer money 
laundering and underground banking transfer “services” for other criminal activities, especially 
when comingled with legitimate funds. 
 
Money Laundering  
 
A common misconception about money laundering is that to participate, one must help process 
“dirty” money through a system that makes it “clean.”  Rather, under US Federal laws, one 
needs only to accept money suspected of being dirty into the financial system to be a 
participant in money laundering.  Of concern to the United States is that once in the legitimate 
system, that once dirty money can be moved or used for legitimate or illegitimate purposes.   
 
While transactions facilitated directly with casinos have robust anti-money laundering 
procedures, a money laundering vulnerability exists whereby illegitimate money enters the 
system through VIP Room Operator transactions facilitated outside of the casino’s purview.  In 
addition, no one can count the methods and means utilized by criminal enterprises to facilitate 
laundering of money, and indeed, while the concern and the activity exists worldwide, there is 
a special concern with Chinese officials attempting to bring state money out of the mainland 
and possibly through casinos or other businesses in order to land it elsewhere for future use.   
 
Our ability to monitor, investigate, and eventually discipline our Nevada licensees for foreign 
violations is discussed next.        
 
Limitations 
 
From our perspective of regulation in this matter, we have limitations. 
 
The first is evident.  We are the Nevada State Gaming Control Board.  We regulate gaming 
within our borders, but have neither the authority nor the desire to regulate gaming in another 
jurisdiction.   The authority we have granted to us in this regard is in our own Foreign Gaming 
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Statute, Nevada Revised Statute  463.7201. 
 
Second, jurisdictional requirements dictate that we maintain excellent relationships with our 
overseas gaming and law enforcement counterparts, as well as the various US Federal agencies, 
as we investigate issues and allegations that arise.  We also place a heavy burden on the 
Nevada affiliates that operate overseas, as they are held to be acting in the State’s best 
interests in Macau.  While we know many of the associations, and understand much of the 
money flow, we stand in the same position as other law enforcement agencies such as the FBI 
and DOJ when attempting to investigate nefarious allegations or sources and disbursements of 
funds facilitated through various parties removed by many degrees of separation in foreign 
jurisdictions.  I must pause here to indicate the excellent working relationships we have 
overseas, particularly in Asia, with said counterparts, and other American officials, such as 
those in various Embassies throughout the region.      
 
Third, Macau has a strict data privacy law.  The Macanese Privacy Act 8/2005, which took effect 
February 2006, has varying degrees of interpretation.  It essentially forbids businesses there 
from transferring data on individuals to any other country.  In general, therefore, it has 
precluded us from obtaining information from our operators to the degree we are accustomed 
to.  We have opened a dialogue with the data protection office, but as you know, relationships 
in Asia are built on foundations of long term trust, and we must continue to nurture that 
relationship.     
 
Finally, as with most government entities, we are limited in resources.  Macau is an ancillary 
foreign jurisdiction outside of the State of Nevada, and thus outside of our direct oversight.  
Limitations dictate that resources are best expended towards matters within our jurisdiction.  
We do not have the manpower to staff agents in Macau, and nor would we ever do so.  We do, 
however, routinely send agents not only to Macau, but throughout all areas of the world as 
they conduct their investigative activities.   
 
Conclusion 
 
Nevada has long enjoyed a formidable reputation for strict and effective regulation.  The 

                     
1
 NRS 463.720  Prohibited practices.  A licensee shall not, in a foreign gaming operation, knowingly: 

1.  Violate a foreign, federal, tribal, state, county, city or township law, regulation, ordinance or rule, or 

any equivalent thereof, concerning the conduct of gaming; 

2.  Fail to conduct the operation in accordance with the standards of honesty and integrity required for 

gaming in this state; 

3.  Engage in an activity or enter into an association that is unsuitable for a licensee because it: 

(a) Poses an unreasonable threat to the control of gaming in this state; 

(b) Reflects or tends to reflect discredit or disrepute upon this state or gaming in this state; or 

(c) Is contrary to the public policy of this state concerning gaming; 

4.  Engage in an activity or enter into an association that interferes with the ability of this state to collect 

all license fees imposed by this chapter; or 

5.  Employ, contract with or associate with a person whom the Commission or a court in this state has 

found guilty of cheating or to whom the Commission has denied a gaming license, or finding of suitability, 

on the ground of unsuitability. 
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globalization of gaming beyond our borders brings challenges, however, as we do not have the 
authority nor the resources to either regulate gaming or conduct criminal investigations in a 
foreign jurisdiction.   
 
When Nevada licensees first entered the Macanese jurisdiction, the industry, federal agencies, 
international regulators, and the Nevada State Gaming Control Board watched with anticipation 
that the licensees would bring Nevada’s standards of gaming to the enclave battling a nefarious 
reputation of rampant AOC infiltration.  While certain elements of the business model have 
indeed been “westernized,” in effort to compete; however, the business model of the west has 
also become somewhat “easternized.”  Nonetheless, we feel that the business model itself is 
not an issue, nor do we believe that the casinos, themselves, are an issue; it is what the 
business model allows to occur outside of the casino’s purview that may pose problems.     
 
Thank you for the opportunity to testify today. 
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OPENING STATEMENT OF MR. JAMES H. FREIS, JR. 

COUNSEL, CLEARY GOTTLIEB STEEN & HAMILTON LLP 

FORMER DIRECTOR, U.S. TREASURY FINANCIAL CRIMES ENFORCEMENT 

NETWORK (FinCEN) 

 

MR. FREIS:   Thank you,  Mr.  C hai rman,  and thank you for  

invi t ing me to tes t i fy before the Commission today.  

 I  current ly serve  as  counsel  at  the law f i rm of Cleary Gott l i eb  

Steen  & Hamil ton  LLP  here in  Washington,  D.C. ,  but  much of  what  I wi l l  be  

talking about  and  drawing upon i s  from  my previous exper ience,  as  you 

ment ioned,  at  the U.S.  Treasury Depar tment ,  including the las t  s ix  years  as  

the  Director  of  the Financial  Crimes Enforcement  Network ,  FinCEN, the 

ant i -money laundering regulator  of  f inancial  inst i tut ions ,  including casinos,  

in  the  United States .   FinCEN also  serves  as  the f inancia l  inte l l igence  uni t  o f  

the  United States ,  which i s  the au thori ty  that  exchanges informat ion with 

foreign counterparts ,  including those in  Macau,  in  furtherance of  law 

enforcement  invest igat ions of  f i nancial  cr imes.  

 With respect  to  Macau,  I  think you are  a l ready aware of  some of  

the  unique factors  involved  in  a  smal l  juri sdict ion -- the  growth ,  the re l iance 

on junkets ,  and the  VIP  rooms that ,  o f  course,  create some r isks  in  terms of  

gaming act iv i ty outs ide of  the  more regula ted sector  of  the casinos  

themselves .  

 What  I hope that  I  can  add  to  the  di scussion  today is  a  l i t t le  bi t  

more  of  the ant i -money laundering f ramework that  we have in  the  United 

States ,  which draws  f rom global  princip les  that  Danny Gla ser  d iscussed 

ear l ier .   I  worked  very closely with  him on  a lot  of  those  ini t i at ives  at  the  

Treasury Department ,  specif ical ly how some of  those principles  are appl ied  

to  the  casino sector  so that  we can  help  bet ter  understand the r isks  and ,  

therefore ,  some of  the  r isk  mit igat ion efforts .  

 So with  respect  to  ant i -money laundering,  the princip les  are  

rea l ly qui te s imple ,  and that  i s  because  criminals  are motivated  by money.   

Almost  every type  of  cr ime is  motivated  by money,  and  cr iminals  wil l  use 

any way that  one can move or  in termediate money to make  the  proceeds  of  

those  crimes look legi t imate.   That 's  the  source of  the  word "laundering."  

Also,  successfu l  cr iminals ,  over  t ime ,  wil l  want  to  save and invest  thei r  

money.  

 So that 's  basical ly what  we 're ta lking  about  in  terms  of  the  r i sk .  

For  that  reason ,  any way one can intermediate  funds can  be  abused  by 

criminals .  Congress  has  taken the view and expanded,  through several  pieces  

of  l egis lat ion general ly promulgated  together  and  referred to  as  the “Bank 

Secrecy Act ,”  to  al low the Treasury Department ,  th rough my former  agency,  

FinCEN,  to  put  out  specif ic  regulat ions  on  a  variety of  ins t i tut ions .  With 

respect  to  regulat ing  casinos ,  Congress  added that  speci f ic  authori ty in  1994.  

 Ant i -money launder ing regulat ions  themselves  fal l  wi th in a 

couple basic categories .  Fi rs t ,  any regu lated  inst i tut ion  should have an ant i -

money launder ing program.  Generical ly,  i t 's  referred to  as ,  "know your  
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customer,"  but  basical ly i t ' s  vigi lance against  cr iminals  coming in  and  

abusing the otherwise  legi t imate serv ices  that  an inst i tut ion is  making 

avai lable to  the publ ic .  

 So that 's  the  f i rs t  l evel ,  an  ant i -money laundering program.   The 

second is  a  recordkeeping requi rement  to  keep  ledgers  or  elect ronic  records 

of  t ransact ions ,  so that  when a  law enforcement  agency has  an  invest igat ion,  

they can  subpoena those records and fol low the  money  by p iecing together  

the  t rai ls  of  who was involved.  

 You don ' t  send  money to  people you don 't  know !  That 's  why 

ant i -money laundering ef forts  and  those  records produced are some of  the  

most  important  tools  for  l aw enforcement .  

 And the  th ird aspect  is  repor t ing to  FinCEN and ,  through 

FinCEN,  making avai lab le  to  o ther  government  authori t ies  cer ta in t ypes of  

informat ion .   The report ing  s tar ted with  large  cash  t ransact ions ,  in  excess  of  

$10 ,000,  because  the sense of  Congress  was  that  cash was  the  vehic le  of  

choice  by cr iminals ,  tax  evaders ,  and a lmost  anyone involved  in  f inancial  

cr imes.   

 The second major  t ype  of  repor t ing i s  wi th respect  to  suspic ious  

act iv i ty.  Al l  that  needs to  be  understood in  th is  context  i s  any f inancia l  

services  providers ,  including casinos ,  know what  is  normal  business  for  the ir  

customers  and  the  services  that  the ins t i tut ions  provide .  When a f inancial  

services  provider  sees  someone that ' s  engaged in act ivi ty that  doesn 't  make 

any commercial  sense  or  doesn 't  f i t  the profi le  for  that  customer ,  the  

f inancia l  services  provider  needs to  inform the  government .  

 That 's  basical ly what  i t  boi ls  down to .   Congress  has  taken th e  

posi t ion that  these f inancial  intermediar ies  must  be in  partnership with the 

government  to  combat  the scourges of  f inancia l  cr ime.    

 But  i t  i s  importan t  in  that  context  to  recognize  that ,  unl ike  other  

t ypes  of  f inancial  in termediaries ,  the primary role of  casinos  is  not  to  move 

money through the casinos to  o ther  part ies .  I ' l l  be  pleased  to  answer  more 

quest ions in  terms  of  how th e  regulatory f ramework  f i t s  wi th casinos ,  

because  i t  i s  important  to  understanding how gaming services  are provided  to  

the  publ ic .  The casinos --f rankly,  the odds are in  their  favor --would be  happy 

that  the  money s tays  with  them in  the  casinos ,  whi le provid ing the service s  

customers  expect  as  par t  of  thei r  gaming experience.  

 But ,  again ,  that 's  very di f ferent ,  and I think  that 's  importan t ,  

especial l y with respect  to  quest ions about  how money goes in  and out  of  

casinos ,  whether  they can be this  a l ternate vehicle  for  money laundering l ike 

banks  or  money t ransmit ters .  

 Another  part icular  aspect  i s  tha t  casinos  themselves  operate 

through f inancial  inst i t u t ions that  are regulated  for  ant i -money laundering.   

Speci f ical ly,  they re ly on banks.   If  you  want  to  wi re money in or  out  of  a  

casino,  you  do  that  through a  bank.   If  you  get  a  casino check  or  want  to  

bring a  check  in  f rom a  bank to get  credi t ,  there  are other  regulated  f inancial  

intermediaries  involved.  

 So the  quest ion of  how one launders  money through cas inos  goes  
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beyond the t rad i t ional  aspect ,  the assumption of  bags of  cash,  which s t i l l  

ex is ts  in  certain cases ,  especial ly in  a  cash -based economy.   I t ' s  much more  

complicated  than that  in  pract ice ,  and there are happi ly some other  levels  of  

cont rol .  

 The las t  thing I ' l l  jus t  say in  my internat ional  experience (not  to  

repeat  what  Danny Glaser  ment ioned earl ier ) ,  in  the cross -border  aspects  of  

coopera t ion ,  the Macanese author i t i es  a lso have a f inancial  intel l igence uni t  

tha t  car r ies  out  funct ions analogous  to  those of  FinCEN here in  the Uni ted 

States .   

 That  f inancial  intel l igence  uni t  i s  a lso  a  member of  the 

internat ional  group known as  the Egmont  Group,  which has  representa t ives  

from over 130 jur isdic t ions around the  world .   I  th ink  one important  th ing 

for  your  understanding is  that  thi s  group of  f inancial  intel l igence  uni ts  

(FIUs)  even recognizes  ent i t i es  from jur isdict ions that  are  not  sovereign  

s ta tes .  

 So in  the  China context ,  the Hong Kong  and Macau Special  

Adminis t rat ive Regions  are di rec t ly represented with respect  to  thei r  

respect ive FIUs.   The People 's  Republ ic of  China 's  FIU has appl ied for  

membership in  the  Egmont  Group,  but  is  not  yet  an act ive  part icipant  in  that  

group that  fol lows up on cross -border  invest igat ions of  ant i -money 

laundering.   I  think we would al l  welcome that  aspect  of  greater  

part icipat ion.  

 Please le t  me offer  a  f inal  note ,  as  Danny Glaser  ment ioned a 

l i t t l e  bi t  earl ier ,  in  te rms  of  the experience with Banco Del ta Asia  and  some 

of  your quest ions re lated  to  the  Sect ion 311 authori ty that  was  exerci sed by 

my former agency F inCEN.   That  act ion  by the  U.S.  Government  was one of  

the  factors  that  spurred some of  the substant ial  refor ms undertaken  in  Macau 

around 2006 to  implement  some of  the g lobal  s tandards with  respect  to  ant i -

money launder ing.  

 Again ,  thank you for  your  t ime.   I ' l l  be  pleased to  answer 

quest ions.  
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PANEL II: “MONEY LAUNDERING IN MACAU AND 

IMPLICATIONS FOR THE UNITED STATES” 

 

June 27, 2013 

 

Distinguished members,  

 

Thank you for inviting me to testify at this hearing. My name is James H. Freis, Jr.; I work as 

counsel at the Washington office of Cleary, Gottlieb, Steen and Hamilton, LLP. In testifying 

before you today, I will draw primarily upon my prior experience while working at the United  

States Department of the Treasury, which I joined in 2005 as the Deputy Assistant General  

Counsel for Enforcement and Intelligence. From 2007 to 2012, I served as Director of the  

Financial Crimes Enforcement Network (FinCEN), a bureau of the Treasury Department 

responsible among other things for implementing, administering, and enforcing U.S. anti-money 

laundering regulations over casinos and a range of other financial institutions, as well as working 

with counterpart “financial intelligence units” (“FIUs”) around the world in sharing information 

in furtherance of law enforcement investigations of possible money laundering and terrorist 

financing.  

 

I. General Overview of Macau’s Gaming Industry  

 

Gambling has been legal in Macau for the past 150 years, predating the former Portuguese 

colony’s transfer to Chinese rule in 1999. Along with Hong Kong, the jurisdiction of Macau is 

designated as a special economic zone within the People’s Republic of China (PRC), possessing 

the autonomy to govern itself as relates to economic and trade policies, monetary, tax and 

financial regulation.  

 

Perhaps the most notable feature about Macau’s gaming industry has been its exponential growth 

in the past couple of years, reaping $38 billion in revenue in 2012 alone.
1
 Gaming and the 

tourism associated with it are critical to the economy. The jurisdiction’s growth has been fueled 

by casino gaming, especially since 2001, following the expiry of a forty-year monopoly granted 

                     
1
 For perspective, this number reflects revenues six times the size of gaming revenue from Las Vegas casinos. In 

2010, revenue increased by 57%, followed by a “slump” in 2011 of 42%. Bruce Einhorn, Betting on a New 

Gambling Boom in Macau, Bloomberg Businessweek, May 22, 2013, http://www.businessweek.com/articles/2013-

05-22/betting-on-a-new-gambling-boom-in-macau.  
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to Hong Kong businessman Stanley Ho in the 1960s. New licenses granted to US companies in 

the past decade have enabled Las Vegas casinos to expand into the Macau gaming market, 

opening replicas on the Cotai peninsula. This expansion has been lucrative for American casino 

owners, Hong-Kong based capital markets, financiers, accountants and lawyers, which have 

benefitted from the ever-growing tourism from mainland China. The Macau market is 

understood to be focused on gaming, rather than more recreation-diversified tourism, with most 

visitors coming from the Chinese mainland.
2
   

 

Note that Macau is not the only gambling destination in southeast Asia seeing growth. In recent 

years Singapore in particular has become established as a major gambling destination, while  

Vietnam and Manila, Philippines have also sought to attract wealthy Chinese gamblers.  

 

II. Unique Aspects of Macau’s Casino Gaming Industry  

 

As a special administrative region of the People’s Republic of China (PRC), the Macanese 

gaming industry benefits from being the only place in China where gambling is legal. Gambling 

debts are also not enforceable in mainland China. This has implications for the structure of the 

gaming industry and the risks of involvement of organized crime.  

  

Furthermore, at times the PRC has sought to restrict the outflow of money to Macau through 

restrictions on the amounts of money that can leave the mainland, or alternatively through the 

number of visas issued to Macau travelers.
3
 These actions directly affect Macau’s economy, 

which obtains its revenue from a 40% tax on casinos gambling revenues.
4
 In 2011, the  

Macanese government brought in $23.5 billion in revenues, 72% of which was gained from taxes 

on gambling.
5
  

 

Another notable feature of the Macanese gaming industry is the heavy reliance on “junket 

operators” by casinos to recruit gamblers from the mainland into their establishments. “A junket 

is a term of art for a group of players who travel together for the purpose of gambling. A ‘junket 

representative’ is the person responsible for organizing the group.”
6
 In Macau, this structure lies 

at the heart of the recruitment of Chinese high rollers, where junket operators gain up to 40% 

commissions on the amounts spent by gamblers.
7
  

 

The junket operators in many instances operate a type of casino within the casino. Junkets attract 

                     
2
 Other oft-reported characteristics of visitors to Macau for gaming purposes is that the average length of stay is 

relatively short (1.1 nights); and the game of choice is baccarat. See, e.g., Tony Wong, Big Bets in Asia’s Vegas, 

Toronto Star, June 2, 2007, at B01.  
3
 In 2008 and 2009, Chinese authorities restricted the number of visas being issued in Macau. Macau’s gambling 

industry A window on China, The Economist, Dec. 10, 2011, http://www.economist.com/node/21541417.  
4
 Gambling tax ‘stays in the family’, South China Morning Post, Dec. 31, 2004 at 18. See also University of Nevada 

Las Vegas Center for Gaming Research, Macau Gaming Summary (June 24, 2013, 11:41 AM), 

http://gaming.unlv.edu/abstract/macau.html (providing a breakdown of taxation to effective tax of 38 to 39%, 35% 

on gross gaming revenue, 1.6% contribution to Macao Foundation, 1.4% for Sociedade de Jogos de Macau 

(subsidiary controlled by Stanley Ho), 2.4% contribution to the Infrastructure/Tourism/Social Security Fund).  
5
 Macau’s gambling industry A window on China, supra note 3. 

6
 Financial Crimes Enforcement Network, Dep’t of the Treasury, Guidance Frequently Asked Questions: Casino 

Recordkeeping, Reporting, and Compliance Program Requirements, FIN-2012-G004 (Aug. 13, 2012).  
7
 Macau’s gambling industry A window on China, supra note 3. 
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gamblers into VIP rooms in significant part through the extension of credit.
8
 As noted earlier, 

gambling is prohibited in mainland China, and there are restrictions on how money can leave the 

country. Junket operators themselves supply the gambling money to Macau’s visitors during 

their stay. I defer to others to provide more expert details about Macau’s junket lending structure, 

but here are a few reported indicia. Referred to by some as a “shadow lending” structure, the 200 

or so junkets in operation
9
 have consolidated over the years. In recent years, approximately 80% 

of revenues has been reported to go to the top 40 firms.
10

 Net winners at Macau casinos may be 

paid in Hong Kong dollars, which in turn are converted into Chinese yuan. Net losers must pay 

their debts if they wish to be invited to return to gamble again, and also are subject to efforts by 

junkets to collect upon amounts owed.
11

 In some capacity, the involvement of organized crime 

groups such as China’s triads is likely.
12

  

 

III. The U.S. Anti- Money Laundering Framework and Casinos  

 

In general, casinos are considered to have risks for money laundering primarily because of the 

large amounts of money that flow in and out. A premise underlying anti-money laundering 

(“AML”) regulation in the United States, which has since become accepted on a global basis, is 

that any way that money can be moved, or value can be intermediated, is subject to potential 

criminal abuse. The risks of different intermediation channels differ, and, accordingly, the steps 

taken to mitigate those risks should differ as well.  

 

For AML purposes, one distinguishing characteristic of casinos from other entities more 

traditionally understood as financial institutions that operate through account-based relationships, 

the casino customer can conduct his transactions in relative anonymity. “Even when a person 

applies for ‘credit’ at a casino, neither government regulation, or the casino’s normal business 

practice requires it to use the same in-depth inquiry used by other financial institutions to 

determine a person’s ability to repay the debt established.”
13

 It should also be noted that one 

consequence of more stringent AML controls at banks and other more traditional financial 

institutions is that it may cause criminals to seek out other ways to attempt to launder criminal 

proceeds, such as through casinos.  

 

Casinos and other gaming establishments are treated as “financial institutions” for the purposes 

of AML regulation under the Currency and Financial Transactions Reporting Act of 1970, 

                     
8
 Under Law 5/2004, the practice of credit extension by gaming promoters is made legal. See Jorge Godinho, The 

Prevention of Money Laundering in Macau Casinos, Gaming Law Review and Econ. Vol. 17 Num. 4, 264 (2013).  
9
 Macau’s gambling industry A window on China, supra note 3. 

10
 Hard habit to break: Can Macau’s casinos cut their reliance on VIP junkets and draw in the mass market? China 

Economic Review, April 9, 2012.  
11

 Gambling debt enforcement through illegal means was thought to be the source of two hotel room murders in 

2012 reminiscent of Macau in the 1990s. See Crime Scene Macau receives a discomforting reminder of its violent 

past, Inside Asia Gaming, Aug. 3, 2012, http://www.asgam.com/cover-stories/item/1722-crime-scene.html. In some 

capacity, the involvement of organized crime groups such as China’s triads is likely, despite falling figures in violent 

crime rates over the last decade.  
12

 See id. (reporting that Junkets “have provided the triads with ‘access to capital’ and ‘the ability to make money in 

a manner not previously available to them’”).  
13

 Financial Crimes Enforcement Network, Dep’t of Treasury, Issue 17 In Focus: The Casino and Gaming Industry, 

The SAR Activity Review Trends Tips & Issues, BSA Advisory Group 2010, 57.  
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commonly known as the Bank Secrecy Act (BSA).
14

 The Money Laundering Suppression Act f  

1994 extended the application of the BSA to gaming activities. FinCEN has issued implementing 

regulations with respect to casinos. The regulatory requirements consist essentially of an AML 

Program establishing policies and procedures to make the casino vigilant against criminal abuse; 

recording requirements; and reporting requirements, particularly with respect to transactions in 

cash in excess of $10,000 as well as reporting suspicious activity. FinCEN enforces compliance 

with these regulations, and examines for compliance though dedicated staff at the Treasury 

Department’s Internal Revenue Service.  

 

Domestically, money laundering in casinos manifests itself in several ways. The large majority 

of activity reported by casinos as required when they have suspicion of money laundering is in 

the context of “structuring” whereby those seeking to launder money cash out their gambling 

chips at casino and follow these transactions by cash buy-in payments. In other circumstances, 

launderers use an agent to cash in large amounts of chips at different “cages”.
15

 Other forms of 

suspicious activity may be the exchange of small bills, followed by minimal or no play at the 

casino and a cash out for large amounts. Fraud and shared use of player rating accounts make up 

for the remainder of suspicious activity, as players use each others’ accounts to conceal the wins 

and losses of each individual customer.
16

  

 

Casinos that observe suspicious activities must file “suspicious activity reports” (SARs) for any 

transaction where they “know, suspect, or have reason to suspect involvement of $5,000 or more 

in funds or other assets.”
17

  

 

IV. Global Entities Addressing Money-Laundering  

 

At the global level, anti-money laundering principals have been developed in the 

recommendations issued by the Financial Action Task Force (FATF).
18

 These FATF 

Recommendations in turn must be implemented by law in each respective jurisdiction. In the 

United States, this includes relevant provisions implemented in the Bank Secrecy Act. Overall, 

the approach adopted by FATF is “risk-based”. This means that countries with any of a host of 

factors should be particularly careful in designing and implementing laws relating to money 

laundering and terrorism finance. Among the factors that should be considered, FATF lists 1) 

economic structure 2) concentration of criminal activity 3) size and activities carried out by 

designated non-financial businesses and professions 4) channels for money laundering and 5) 

underground or informal areas of the economy.
19

  

 

FATF issues recommendations to financial institutions of its member nations to assist in policy 

construction and regulation of financial flows. In sum, the aim of this body is to make sure that 

                     
14

 31 U.S.C. § 5311 et seq. 
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 A “cage” refers to the cash depository in a casino. See Financial Crimes Enforcement Network, Suspicious 
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financial institutions have properly identified, and know, their customer. Recommendations thus 

take the form of customer due diligence procedures and record keeping, including enhanced due 

diligence with respect to politically exposed persons, in order to mitigate risks of laundering 

proceeds from corruption. Correspondent banking, internal controls on foreign branches and 

subsidiaries, and the reporting of suspicious transactions are other tools at the disposal of these 

member institutions.
20

 

 

 

One of the FATF principles, contained in Recommendation 29, is that each jurisdiction should 

establish a financial intelligence unit (FIU), which is the central agency responsible for the 

receipt, analysis, and dissemination in support of law enforcement investigations, of a range of 

information including reporting by casinos and other financial institutions of suspected money 

laundering and terrorist financing. As noted earlier, FinCEN is the FIU of the United States. 

Macau’s FIU, is the Gabinete de Informação Financeira (GIF). Each of FinCEN and the GIF, 

together with counterpart FIUs from over 130 jurisdictions around the world, are members of the 

Egmont Group of FIUs. The Egmont Group establishes and shares best practices and develops 

common procedures to utilize their unique legal authorities to share intelligence information in 

support of cross-border law enforcement investigations of money laundering and terrorist 

financing.  

 

It should be noted that the PRC is a member of FATF, but the FIU of the PRC does not currently 

participate as a member of the Egmont Group. The Egmont Group includes FIUs of jurisdictions 

that are not states, which in relevant part includes not only the GIF from Macau, but also the 

FIUs of Hong Kong and of Taiwan. Participation in the Egmont Group is one important indicator 

of the level of active cooperation in cross-border efforts to combat money laundering.  

 

V. Macanese Laws Addressing Money-Laundering  

 

As discussed in the previous section, the threat of money-laundering and terrorism financing 

proceeds through various channels, including banking and other financial institutions. 

Nonetheless, because of the predominance of non-traditional banking and other “high risk” 

activities at the core of Macau’s economy, discussion will be focused on designated non-

financial businesses and professions (“DNFBPs”). These include casinos and other gaming 

institutions, accounting and legal services, pawn shop and jewelry dealers, those engaged in 

intermediary real estate services, and non-profit organizations. At the very least, discussion of 

Macau’s legal framework will focus on its anti-money-laundering and combating the financing 

of terrorism laws (henceforth “ML/FT”) through the lens of gaming establishments. Macanese 

law addressing these sorts of crimes target practices on an international, local criminal and local 

regulatory level.  

 

In the international arena, Macau has ratified the International Convention for the Suppression of 

the Financing of Terrorism as well as the Vienna and Palermo Conventions. Moreover, Macau is 

a member of the Asia/Pacific Group on Money Laundering (APG), established as a regional 
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group aimed at coordinating implementation measures laid for ML/FT enforcement. As 

previously mentioned, its financial intelligence unit, the Gabinete de Informação Financeira 

(GIF), is a member of the Egmont group, whose goal is to “provide a forum for [financial 

intelligence units (FIUs)] around the world to improve cooperation in the fight against money 

laundering and financing terrorism.”
21

 Macau has signed agreements with the FIUs of most 

countries in the region, as well as with Portugal.
22

  

 

In 2006, Macau implemented Law 6/2006, which establishes the basis for legal cooperation in 

criminal matters between Macau and other jurisdictions.
23

 This law applies most specifically to 

the surrender of fugitive victims, transfer of criminal proceedings, transfer of sentenced persons, 

and the surveillance of sentenced persons. In line with the Basic Law and its status as a special 

administrative zone within China, however, extradition agreements are not handled by the 

Macanese government, but with the PRC. Still, formalized channels of communications and 

information sharing exist between the judiciary police (PJ) and their correlates in the PRC, Hong 

Kong and Portugal.  

 

Within the past decade, Macau’s local laws have been redesigned to criminalize money 

laundering and terrorism finance, marking these as stand-alone crimes. This is supplemental to 

the existent Article 166 provision of the legal code that makes seizure of assets legally possible if 

related to the commission of a crime or important to an investigation.
24

 A similar and relevant 

provision 6/97/M is targeted as a law against organized crime. More recent provisions of the 

criminal code have been even more specific. Laws 2/2006 and 3/2006 “Prevention and 

Repression of Crime of Money Laundering” and “Prevention and Repression of Crime of 

Terrorism” respectively,
25

 have broad application. The prosecution must prove “beyond a 

reasonable doubt” that property was forfeited from an unlawful activity, except in circumstances 

of unjustified wealth offenses among public servants. Each of these laws has a minimum 

punishment term above 3 years. Those facilitating the commission of these offenses are punished 

as accomplices, with “conspiracy to commit” being considered an autonomous offense.
26

  

 

In addition to the criminalization of ML/FT activities, Macau has several regulatory laws in 

place aimed at ameliorating the monitoring and supervision of financial transactions to avoid 

money-laundering and terrorism financing. The most comprehensive of these is 7/2006 

Administrative Regulation: “Preventive Measures Against Money Laundering and Financing 

Terrorism”.
27

 First among its primary goals is to improve customer identification records and 

record-keeping procedures to retain transaction information for at least five years. Moreover, it 

creates a process by which casinos report suspicious transactions (STRs), denying the 

performance of certain transactions if identification obligations have not been fulfilled. The law 

also allows for fines for non-compliance.  
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There were three main objectives to Macau’s regulatory reforms in 2006 to bring the jurisdiction 

more in line with global AML expectations. First, disclosure rules attempt to ensure that large 

cash transactions are being reported to the appropriate bodies. The bulk of the concern lies with 

cross-border disclosures and the movement of money from China to Macau and out from Macau 

to various parts of the world. Second, “know your customer” policies were imposed on casinos, 

with special guidelines intended for “politically exposed persons” (PEPs). This is meant to 

prevent the gambling of public funds; Macanese officials are likewise prohibited from engaging 

in gaming activities either directly or indirectly. Third, record-keeping was expanded to ensure 

that monitoring is adequate and up to date, requiring businesses to keep their records until at 

least 10 years after the closure of their business.  

 

Enforcement of anti-money-laundering laws is within the purview of the judiciary police (PJ). A 

specialized subdivision of the PJ is dedicated to money-laundering related crimes. Under 7/2006, 

they have the authority to apply administrative penalties to gambling concessionaries when they 

do not comply with the law. In fact, this is the only group that can enforce and investigate 

ML/FT offences. These officers are specially trained and are placed within the Macau casinos 

themselves.
28

  

 

Several regulatory authorities within Macau share responsibility for the vigilance of AML/CFT 

criminal activity. The two primary authorities will be discussed here, though it should be noted 

that there are a total of 8 regulatory agencies that carry out supervisory functions relating to 

money laundering activities.
29

 The main entity bearing these duties is the Macanese financial 

intelligence unit (GIF), established in 2006. It seeks primarily to collect, analyze, and 

disseminate information on suspicious transactions. Suspicious transaction reports must be filed 

by financial institutions and DNFBPs.  

 

The Monetary Authority of Macao (AMCM), the jurisdiction’s central bank, is the financial 

regulatory authority. It also possesses the power to seize documents and assets that constitute the 

object of offenses. In recent years, AMCM’s primary focus has been the expansion of customer 

due diligence (CDD) procedures in line with the generalized goals across agencies of record-

keeping and improved disclosure rules.
30

 

 

The Macanese government has designated the Gaming Inspection and Coordination Bureau 

(DICJ) as the supervising regulatory authority over casinos. Above all, the focus of this entity is 

to ensure compliance with the recording of suspicious and large transactions ($62,500 or higher). 

The DICJ is also charged with the supervision of junket promoters and CDD, ensuring that 

customers have fulfilled all the proper identification requirements under Macanese law. 

Suspicious activities should be reported within two working days to the GIF. Casino operators 

are also encouraged to train their employees to watch for money laundering both through “know 
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your customer policies” and through the use of their existing surveillance infrastructure.
31

 The 

internal procedures set up by the DICJ set a minimum amount of regulation and procedure.
32

  

 

Suspicious transaction reports have increased three-fold in the past four years. This has  

paralleled a growth in that same time period by about three times.
33

  

 

 VI. Money-Laundering in Macau  

 

At the basic level, the risks of money laundering through casinos in Macau are analogous to 

those in the United States and elsewhere. According to Jorge Godinho, an associate professor at 

the University of Macau,
34

 money laundering through casinos generally has two types of 

objectives. “The main objective is to pass funds through the casino, typically taking as an entry 

point the buying of gambling chips, followed by the placing of bets, usually of reduced 

values…in order to avoid significant amounts losses. The gaming session ends with the 

redemption of the chips through the issuance of a casino check. A secondary objective may be to 

ensure that the transactions are split or divided so that each does not exceed the value that 

triggers the automatic recording of operations, a practice known in the jargon as ‘smurfing’.”
35

 

The factors unique to Macau as a jurisdiction, related to the gaming customer base coming from 

outside Macau and primarily China where gambling is illegal, are more dominant considerations.  

 

Outside of the gaming industry, but an important aspect of the U.S. historical perspective in 

assessing money laundering risks related to Macau, is the following. In the USA PATRIOT Act 

of 2001, Congress amended the Bank Secrecy Act to significantly expand the U.S. anti-money 

laundering framework. One of the tools entrusted to the Treasury Department and administered 

by FinCEN is Section 311 of the Patriot Act, codified at 31 U.S.C. § 5318A. This provision 

grants FinCEN the power to prohibit US financial institutions from maintaining or operating 

correspondent accounts in foreign jurisdictions when it deems a jurisdiction, financial institution, 

or certain transactions to be of “primary money laundering concern.” Before acting to do so, 

FinCEN considers several factors, including the extent to which the institution has facilitated or 

promoted money laundering, the extent to which it may have a legitimate business purpose, and 

any undue burdens or disadvantages associated with such compliance.  

 

In September 2005, FinCEN identified Banco Delta Asia (BDA), a small bank with eight 

branches in Macau as a financial institution of “primary money laundering concern.”
36

 In  

March 2007, FinCEN finalized a rule imposing the fifth special measure authorized by Section 

311 to prohibit U.S. financial institutions from maintaining correspondent accounts for BDA, or 

directly or indirectly processing transactions on its behalf. Among the money laundering issues 

identified at BDA were intentionally negotiated low standards of due diligence, suppressed 
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customer identity, routine use of cash couriers, and repeated transfers of round-figure sums with 

no apparent licit purpose as dubious practices assumed by BDA. Upon further investigation,  

BDA was revealed to have been aiding in the laundering funds from Daedong credit bank, a 

North Korean bank holding over $25 million in funds for the financing of its nuclear weapons 

program through illicit sources such as narcotics and counterfeiting. The United States acted in 

cooperation with Macanese authorities, which froze the funds, began implementing AML 

compliance efforts at BDA, and closed all of BDA’s North-Korea related accounts.  

 

This experience with BDA provides important context as to the timing of some of the AML 

reforms in Macau described above.  

 

* * *  

 

Thank you again for inviting me to testify before the Commission today. I would welcome the 

opportunity to respond to your questions.  
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 MR. ROSE:  Thank you,  Mr.  Chairman,  and thank you,  members  

of  the Commission ,  for  inv i t ing me to  tes t i fy.  

 In  prepar ing,  I  rev iewed the s ta tute  that  created the  Commiss ion ,  

and i t  seems that  your  responsibi l i t y i s  basica l ly not  to  determine whether  

China 's  accidenta l  crea t ion of  the world 's  l a rges t  casino  market  in  the his tory 

was r ight  or  wrong,  but  whether  there are r isks  to  the  United States .   

 And when you look at  r i sks ,  you  also have to  look  a t  benefi t s .   

There  are some benefi ts .   The most  obvious  is ,  s imply,  money.   There are  

now three major  cas ino companies  that  make the  majori t y o f  their  revenue 

from thei r  casinos in  Macau.   At  least  two of  them,  the Las  Vegas  San ds and 

MGM, were  on  the  verge  of  bankruptcy during the Great  Recession .  

 MGM, in part icular ,  i f  i t  had  gone under,  would have been  

devastat ing to  the s tate of  Nevada.  It  i s  ei ther  one  of  the largest  or  the  

largest  employer  in  the  s tate .   There have been  ot her  changes ,  though,  that  

have occurred.   I  f i r s t  v is i ted Macau in  1981 and China  in  1987.   And i f  you 

see what  is  going on,  as  you know, in  China,  but  al so in  Macau,  i t ' s  because 

they've  opened the  door to  the West ,  and,  of  course ,  the West  is  get t ing 

informat ion and learning things from China and Macau.  

 But  there  def ini te ly are  r isks ,  and  the  r i sks  come f rom this  

enormous cash industry.   Macau is  one -six th the  s ize of  the  Dist r ict  of  

Columbia.  This  year  i t  wi l l  win  more in  i ts  casinos  than al l  of  the pri vately-

owned casinos  in  the Uni ted S ta tes ,  bu t  what  I  think i s  mos t  important  to  

understand is  the complicated s i tuat ion comes from the his tory and complex  

legal  re la t ionship both wi thin Macau and between Macau and the  PRC.  

 For  example ,  Macau has  had lega l  gambling for  centur ies .   In  the  

PRC, in  China ,  I  should  say,  gambl ing has  always  been considered a s in .   I  

think i t ' s  one  of  the seven s ins  or  eight  s ins  that  you can  be --actual ly used to  

be--executed  for .  

 They s t i l l  have severe rest r ict ions  not  only on  advert i s ing but  on 

the  col lect ion  of  gambling debts .   Of  course,  the United  States  does also ,  but  

we tend not  to  execute  people for  gambling.   The las t  person executed for  

gambling in  China was in  2004,  but  he  was a government  off ic ia l  who also 

embezzled  money.   

 The problem is  that ,  o f  course ,  Macau is  now part  of  China ,  and 

China has  those rest r ict ions  on tak ing currency out .   So  i f  the  casinos are 

winning $40 bi l l ion,  that  means that  hundreds of  bi l l ions  of  dol lars  are being 

gambled .   Given the  currency  rest r ict ion,  there  is  no  legal  way that  money 

can get  f rom the  mainland  to Macau.   So you have what  are  cal led the junket  

operators .   In  my prepared paper,  I  careful ly cal led them VIP gaming 

promoters  because they' re  noth ing l ike the  t radi t ional  casino ju nkets .  

 These VIP gaming promoters  not  only lend money  and get  the 

players  to  Macau.   In  many cases ,  they run the VIP  rooms.   They're  l i t e ra l ly 

mini -casinos  wi thin  the big casinos.   
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 But  probably the most  importan t  thing to  take away f rom my 

tes t imony is  there are two completely d if ferent  sys tems of  cont rol  in  Macau.   

We have three companies  that  are  l i censed  by Nevada,  and ,  in  fac t ,  they' re  

l icensed by other  s tates  as  wel l .   Those  companies  are not  involved ,  as  best  

I 'm able to  te l l ,  wi th - - they cer ta inly s tay away f rom --  any tain ted opera tor .   

They don 't  have the  problems of  the cas inos  that  are not  s tate - l icensed.  

 There  are ,  what  are cal led ,  l egacy casinos in  Macau.   These  are 

casinos  that  come under  the  Stanley Ho umbrel la .   Technical ly,  he i s  the 

l icensee ,  but  he never s teps ,  or  none of  his  people  s tep ,  in  those cas inos.   It ' s  

widely known that  the  casinos are owned,  actual ly owned and opera ted by 

other  people,  some of  whom would never get  a  l i cense in  Nevada,  and they 

s imply give Stanley Ho 's  company so me percentage .   It ' s  be l ieved to  be  15 

percent  for  the  r ight  to  cont inue.  

 We have the  quest ion,  obviously,  i f  gambling debts  are not  

col lected,  how then  do these junket  operators  col lect ?  If  they col lect  through 

force  and threat  of  force,  and  that ' s  where  you have the t i e - in  with  the  t r iads .  

 The quest ion ,  and I fee l  l ike I 've  got  to  come to  Macau 's  defense  

a l i t t l e  bi t  here ,  Macau actual ly does have in  place currency t ransact ion 

report s .   They're  too high .   They're  $62,000 and up rather  than $10,000,  but ,  

in  fac t ,  there  are  hundreds  and  thousands of  repor ts  f i l ed in  Macau.   They 

have suspic ious act ivi ty reports .   There have been ,  in  fact ,  successful  

prosecut ions,  but  there 's  no  way to know real ly what 's  going on with not  jus t  

the  VIP  rooms,  but  with  their  high  rol lers ,  and what  secret  arrangements  they 

have.  

 When they go back to  the  mainland ,  one of  the  common 

suspicions is  a  person who 's  bet t ing say 10,000 Hong Kong dol lars  a  hand,  

when he goes  back  to  the  main land ,  i t  tu rns  out  he was actual ly bet t ing 

100,000 dol lars  a  hand.  

 The casinos  don ' t  l ike  thi s .   The government  of  Macau doesn 't  

l ike this .   I  don ' t  think China  l ikes  this .   They cer ta inly don ' t  l ike  

government  of f icial s  absconding with  money.   They're  not  even supposed to  

be  in  Macau,  and  they are.   They're  embezzl ing and losing i t  in  Macau.   

Occas ional ly,  the  government  in  Bei j ing wil l  s imply rest r ic t  t ravel  because 

of  bad  press .   So there  are  issues .  

 But  I think we have to  very careful ly dis t inguish between the 

s ta te - l icensed opera tors  and the Am erican  companies  and  those that  aren ' t .   

Should there  be addi t ional  federal  l aw?   I  was  teaching in  China  in  2004 

when the  f i rs t  casino opened .  I  was very skept ical  and  very surpri sed -- I have 

to  admit -- to  see  that  Nevada al lowed i ts  operators  to  operate in  Macau given  

the  hi s tory and even  the sys tem that  was  in  place then.  

 But  I do  a lso  have to  say I think Nevada has  done a pret ty good 

job of  keeping i t s  companies  clean .   They do  have some addi t ional  problems.   

Macau has  these  s t r ict  privacy cont rols .   So sometimes you can ' t  ge t  

informat ion--Nevada can ' t  even get  the  informat ion i t  needs  f rom i t s  own 

l icensees ,  bu t  tha t 's  real ly rare.  

 More  important ly,  i t  looks  l ike  the  s tate  is  doing okay.   I  don 't  



59 
 

think there 's  a  whole lot  the United S ta tes  can do about  the  legacy casinos --

they' re  s imply not  under  U.S.  control --or  VIP operators  who have no  

deal ings whatsoever  with American l icensed companies .  

 I 've  looked at  the federal  laws .   I  th ink  the  Foreign Corrupt  

Pract ices  Act ,  in  part icu lar ,  but  al so  controls  by the  SEC, are probably 

adequate for  at  l east  the American companies .   What  you can do about  the  

non-s ta te  l i censed casinos and VIP  operators  in  Macau,  I  don 't  know.  That  

would  be probably inter fer ing with  China 's  sovereignty.  

 Thank you for  invi t ing me,  an d I wi l l  answer any quest ions you 

may have.  



60 
 

PREPARED STATEMENT OF PROF. I. NELSON ROSE 

PROFESSOR OF LAW, WHITTIER LAW SCHOOL 

 
Testimony before the U.S.–China Economic and Security Review Commission 

 
Hearing on Macau and Hong Kong 

Thursday, June 27, 2013 
 

Professor I. Nelson Rose 
Full Professor with Tenure, Whittier Law School, Costa Mesa, California 

Visiting Professor, University of Macau 
 

Gambling and the Law®: 
Macau and China's Gambling Problem

1
 

 
Macau is by far the largest gaming jurisdiction in the world.  This year, the casinos in this 
Special Administrative Region of China are projected to win more than all of the 
privately owned casinos in the United States – about $40 billion.  And Macau is not only 
smaller than the U.S., or Rhode Island; even with its reclaimed land, it would fit inside 
the District of Columbia six times over, with room to spare. 

Imagine how much gambling there would be if it were 100% legal. 

The casinos are not necessarily violating any Macanese laws.  But restrictions in its main 
feeder market, Mainland China, mean that inevitably some laws are being broken by 
individuals and companies who have made this small gaming enclave such a success. 

It starts with the patrons.  It is against the law for anyone from the Mainland to take out 
more than 20,000 yuan renminbi, or about US$3,150, in cash.  That's less than $25,000 in 
Hong Kong dollars:  A typical bet in the high-roller rooms in Macau casinos.  But casinos 
are a cash business.  So, somehow, Mainland Chinese are getting billions of dollars in 
cash across the border. 

One of the most common ways for Mainland players to get their cash to Macau is through 
straight smuggling.  One Macau executive told me about a farmer who walked into his 
casino in dirty, torn clothes and took HK$50,000 in cash out of his sock.  After he lost it, 
he took another HK$50,000 out of the other sock.  

Mainland Chinese like cash, and they don't trust banks.  They even buy houses with cash.  
Of the 28 million visitors to Macau each year, more than half come from the Mainland.  
Not coincidentally, more than half also stay for less than one day.  Millions arrive 
carrying shopping bags, and many of those bags have wads of yuans hidden at their 
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bottoms.  And not all the shoppers who cross the borders with Zhuhai, the connecting city 
on the Mainland, are carrying the cash only for themselves. 

Guards at most border crossings now just wave you through, if they are even there at all.  
Spot checks at Macau's borders with Zhuhai and at the two ferry terminals and the Macau 
Airport are extremely rare.  Players are coming to Macau to gamble.  They know they 
have a better chance of winning a life-changing jackpot on a slot machine than of losing a 
life-changing conviction for violating PRC currency laws. 

Of course, wealthier visitors are also getting their money out in other ways.  Stores in 
Zhuhai and other cities near the border provide money lending and cash transfer services. 
For a fee, they call their counterparts in Hong Kong and Macau, who meet the Mainland 
visitor in the casinos with any amount of cash the visitor wants.  There may be no paper 
records.  And a large operation does not even have to actually transfer the money across 
the border.  It simply keeps millions of dollars in cash on the Mainland and in the 
S.A.R.s. 

Pawn shops have always been associated with casinos.  There does not appear to be any 
law against a player intentionally taking expensive personal merchandise out of the 
Mainland and selling it in Macau for cash for gambling.  The Venetian last year had an 
auction of extremely expensive ceramics, art and jewelry, with many piece coming from 
“private collections.” 

But there are a growing number of high-end jewelry and watch stores popping up in 
Macau, even as booths right on the floors of the casinos.  These stores are not buying, but 
selling.  At least, that's what they pretend to be doing.  What they are actually doing is 
transferring funds out of Mainland China. 

The most common scam is to create a credit card sale of a very expensive item, like a 
watch.  But no actual watch is involved.  The seller gets a small percentage off the top, 
while the bulk of the money goes to the money-lender.  The credit card sale may not even 
be recorded.  It can be held, like a casino marker, for 24 hours so that it can be cancelled 
if the player wins. 

This is done openly and blatantly.  During a recent trip to Macau I watched a player sign 
papers and receive bundles of cash from jewelry stores located directly on the casino 
floor.  No actual jewelry changed hands.  The players are obviously getting the cash to 
use in the casinos while creating a credit card transaction that appears to have nothing to 
do with gambling and is thus enforceable under Mainline Chinese laws. 

I had assumed that if the player won, he would return to the jewelry store with the cash to 
pay off the jewelry store before the credit card transaction went through.  But when I 
asked an insider with knowledge of this business, he told me that the jewelry stores are 
part of a much more complicated arrangement.  There are third-party companies involved 
with the lending and shipment of money for these jewelry stores.  The operators do not 
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want the Mainlander to pay off the loan quickly, because they are charging outrageous 
interest: often 10% a month or more. 

Probably the most common way to get cash to gamble in a casino in Macau is through a 
junket operator.  This is the generally accepted term used in the Western English 
language press.  But the title is misleading.  They are actually called “VIP gaming 
promoters,” which is slightly more accurate.  They 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 promoters can do virtually every part of the 
gambling transaction: recruit players, arrange transportation, provide credit, operate the 
gaming room in the casino, and collect the gambling debt. 

Some of the VIP gaming promoters are large and sophisticated.  One, Asia Entertainment 
& Resources Ltd. (Stock symbol AERL) is traded on NASDAQ.  Its website,  
http://ir.aerlf.com/ , explains how the system works and even details what arrangements it 
has with which casinos. 

Of course, some the VIP gaming promoters are small and undoubtedly have ties with 
organized crime.  The problems arise mainly from the archaic gambling laws of the PRC. 

Much of what the VIP gaming promoters do is completely legal.  There is no law in the 
PRC against making arrangements for travel, although there are restrictions on 
advertising or promoting gambling.  Under the laws of Macau, VIP gaming promoters are 
allowed to share directly in both the theoretical and actual losses of the high-rollers they 
bring to Macau's casinos.  It appears that China does not care if VIP gaming promoters 
loan money for gambling, so long as only paperwork, not currency, crosses the border. 

VIP gaming promoters are at the heart of gaming revenue for Macau’s richest casinos.  
They are so important, in fact, that VIP gaming promoters used to get a much larger share 
of money lost by high-rollers than the actual casinos.  It is not clear, however, whether 
this money is all profits.  VIP gaming promoters complained when the Macau 
government, at the urging of its casinos, put a cap on commissions, claiming that they 
have to give large kickbacks to losing high-rollers. 

How do the VIP gaming promoters get their profits out of China?  Some invest in other 
legitimate businesses on the Mainland, which are allowed to wire funds to Hong Kong 
and elsewhere.  But some turn to those millions of shopping bags, or other, more 
nefarious, means. 

The VIP gaming promoters supply Mainland visitors with the cash they need to gamble 
in Macau.  The arrangements between the player and the promoter are secret and 
unknowable.  A commonly heard allegation is that when a player shows up with what 
appears to be, say, a HK$1 million line of credit and makes bets of HK$25,000 per hand 
at baccarat (and the game is always baccarat), when the player returns to the Mainland to 
settle up he actually had a HK$10 million line of credit and was making bets of 

http://ir.aerlf.com/
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HK$250,000 per hand.  There is no way to know. 

Casinos and the government obviously are not happy with these side agreements.  
Casinos make their money by having a small percentage advantage on every bet made.  
And the Macau government is losing the tax revenue that the players’ actual losses would 
generate. 

But the VIP gaming promotion system persists because it serves many functions, 
including for the casinos.  Visitors from the mainland still have trouble getting their 
money to Macau; gambling debts are still not legally collectable; and there is still very 
little fiscal infrastructure, since most Chinese do not have bank accounts, let alone credit 
cards and credit histories.  So the junket operators bear the risk when they lend money for 
gaming.  

Business in China is mainly conducted informally among people who know each other, 
or the personal contacts of personal contacts.  So it is extremely difficult for a U.S. 
company to break into this market without junkets, with their agents and subagents. 

Anonymity works for casinos as well.  PRC officials are not allowed to gamble in Macau.  
In fact, they are not even supposed to visit the S.A.R. without prior approval.  Casino 
operators can truthfully say that they do not know if a government official is making bets 
in their casinos, because they do not have the names of the high-rollers brought in by the 
VIP gaming promoters. 

The problem of the VIP gaming promoters will not be solved until the PRC modernizes 
its laws.  There has been some movement, but the PRC is still far behind the admittedly 
outdated laws of the U.S. (where gambling debts are still generally legally 
unenforceable).  As an example, gambling in mainland China used to be punishable by 
death.  Today, an operator can still get three years in prison.

2
  But the PRC still punishes 

regular citizens for merely making bets.  Gambling is lumped in with pornography in 
Article 32 of the Regulations of the PRC on Administrative Penalties for Public Security.  
It provides, “The following acts are strictly forbidden:  (1)  gambling or facilitating 
gambling . . . Whoever commits one of the above acts shall be detained for a maximum 
of fifteen days, fined simply or concurrently a maximum of three thousand yuan or given 
re-education through labour according to regulations.  Criminal responsibility shall be 
investigated if the actions constitute a crime.” 

The PRC’s restrictions on promoting gambling apply to advertising casino gaming in 
Macau.  The casinos themselves have found it difficult to know what is allowed, even 
when they don’t directly mention gambling.

3
 

                     
2
  Article 303 of the Criminal Law of the People's Republic of China  

3
  “Marketing casinos in China,” Asian Gambling Brief, June 7, 2013, 

http://asiagamblingbrief.com/component/k2/490-marketing-casinos-in-
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Similarly, gambling debts cannot be collected through the court systems of the mainland, 
although they are enforceable in Macau and Hong Kong.  Because gambling debts are not 
legally enforceable on the Mainland, casinos are extremely reluctant to directly lend 
money to players.   

So, how do the VIP gaming promoters collect?   

The most recent development has been the creation of licensed micro-finance companies 
on the Mainland.  There are now more than 4,000 licensees, lending at least 180 billion 
yuan, or more than US$30 billion, each year.  Loans are supposed to go to small 
businesses.  But VIP gaming promoters and their agents are getting licensed and taking 
the position that it is none of the government's business what the loans are for.  They 
even believe, or at least state publicly, that being a licensed micro-lender somehow 
makes their business of loaning money for gambling legal. 

There is no way China can check every loan.  Yuan-denominated loans now total 7.47 
trillion yuan, or US$1.18 trillion. 

Chinese law, of course, would not allow a lender to turn a non-enforceable gambling debt 
into one that the courts would enforce simply because the lender has a micro-finance 
license.  There is also the possibility of criminal charges being raised for promotion of 
gambling.  Of course, all this would require that the player declare publicly that he and 
everyone else involved knew that the money was being lent for him to gamble in Macau. 

How would an agent of a lender make sure the player does not talk?  For that matter, how 
have agents been collecting those hundreds of billions of yuans over the years, when 
gambling debts were, and are, not legally enforceable? 

That is the greatest risk of China's outdated laws against gambling.  Because gambling 
debts cannot be collected through the legal system, they are sometimes collected through 
illegal means.  In a 2008 study by Macao Polytechnic of 99 high-rolling Mainlanders 
who made the Chinese newspapers for excessive gambling, seven died "extra-judicially," 
meaning they committed suicide or were murdered.

4
   

One interesting side-note of this study: The argument is often raised that the VIP gaming 
promoters are necessary, because only local agents on the Mainland can know whether an 
individual is a good credit risk.  This study showed that many of the “high-rollers” who 
got in enough trouble that they were reported in Mainland newspapers, were actually 
bookkeepers for large companies, who were relatively poor.  This means the VIP gaming 
promoters, or its agents, or its agents' subagents, knew exactly that the player was good 

                                                                  

china.html?utm_source=Asia+Gambling+Brief&utm_campaign=2e72eb1c2e-AGBrief%2300020-

7June13&utm_medium=email&utm_term=0_51950b5d21-2e72eb1c2e-60695561 
4
  Another 15 were sentenced to death, usually for embezzlement.  Zhonglu Zeng and David Forrest, “High Rollers 

from Mainland China: A Profile Based on 99 Cases,” http://digitalscholarship.unlv.edu/grrj/vol13/iss1/3/. 
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for the money, because he was in a position to embezzle it.  

The biggest potential problem for American companies involved with a scandal in Macau 
is that they are all, by definition, licensed by at least one state of the U.S.  The current 
problems involving Las Vegas Sands and MGM are typical of the type of trouble casino 
companies can face when they are associating with VIP gaming promoters or partners 
who bring unwanted scrutiny from state regulators. 

Examples were the startling headlines of three years ago:  From Reuters, the source of the 
original story: “SPECIAL REPORT-High-rollers, triads and a Las Vegas giant.”

5
  Others 

picked it up: “Las Vegas Sands (LVS) Accused Of Mob Ties;” “LV Sands ‘linked to 
Macau gang;’” and the worst, “Macau Murder for Hire Tie-ing Las Vegas Sands.”  
Reuters then ran the inevitable, “Nevada regulators analyzing Macau casino activity.”  
Even the hometown newspaper, the Las Vegas Sun, jumped onboard:  “Macau giving fits 
to Nevada regulators:  Organized crime said to run rampant where state giants do 
business.” 

The murder-for-hire was real.  Four men were convicted in Hong Kong of a plan to have 
a dealer at the Sands Macau killed, for supposedly helping a high-roller cheat a VIP room 
out of millions of dollars.  But the other ties to LVS were weak.  Reuters reported that a 
witness, not a gang-member but only a “regular casino patron,” testified that a man who 
was alleged to have been running the high-roller room was also, allegedly, a member of 
organized crime, and, allegedly, the mastermind of the plot.  This alleged mastermind 
also was a major investor in a publicly traded junket operator. 

It is important to note that the testimony was not strong enough to get the Hong Kong 
police, or anyone else, to arrest the alleged mastermind.  As I wrote at the time: “It is 
doubtful there is enough here for the Macau government to do much in response to this 
news story, other than tighten its procedures and increase background checks on junket 
operators.”

6
  But there certainly was enough to cause major headaches for LVS, and for 

the other companies associated with Macau’s casinos:  MGM Mirage, Wynn Resorts, 
Galaxy Entertainment, Melco Crown Entertainment, SJM Holdings; and even Hard Rock, 
Hyatt Regency, Four Seasons and Mandarin Oriental.  It also put pressure on Nevada and 
other U.S. state regulators to take another look to see whether licenses will be pulled, or 
at least more stringent restrictions should be placed on Macau junket operators. 

Murder-for-hire and casinos obviously made this a major story, and sexy enough to be 
published far and wide.  The timing was particularly bad, coming on top of the ruling in 
New Jersey that MGM's Macau partner, Pansy Ho, was unacceptable due to the alleged 
organized crime ties of her father, Stanley Ho.  

                     
5
  http://www.reuters.com/article/2010/03/29/us-casinos-macau-sands-idUSTRE62S34020100329. 

6
  I. Nelson Rose, “Gambling and the Law®: Macau Junkets Trouble 

Nevada,”http://www.gamblingandthelaw.com/columns/248-macau-junkets-trouble-nevada.html. 
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Problems in one jurisdiction always lead to problems in others.  State governments in the 
U.S. cannot ignore news like this.  American casino companies in Macau have licenses in 
Nevada, Michigan, Mississippi and other states, that are now at risk, if any tie at all with 
organized crime is discovered. 

Nevada has laws on the books that already require regulators to look at the operations of 
its licensees wherever they may be.  The state’s “foreign gaming” law has gone through a 
number of changes over the years. 

Nevada’s original policy was to forbid its operators to open casinos anywhere else.  This 
was obviously designed to keep Nevada the only game in town.  And it worked, until the 
voters of New Jersey approved amending their State Constitution in 1976 to allow 
casinos in Atlantic City. 

The Nevada Legislature reacted by passing a law in 1977 allowing Nevada licensees to 
open casinos outside the state, but only if the gaming regulators gave their prior approval.  
This included evaluating the foreign government’s controls.  I still have a copy of the 
“Report on Gaming Control in New Jersey,” dated April 19, 1979.  The Report 
concludes, “the Nevada State Gaming Control Board finds that a comprehensive, 
effective government regulatory system exists in New Jersey.” 

Although New Jersey might have been okay with Nevada evaluating its laws and 
regulations, politically, it became difficult for the United States when Nevada declared 
itself the arbiter of other nations’ governmental controls.  The U.S. Ambassador to the 
Bahamas told me the leaders of that independent country did not like being judged by a 
mere state.  There were also legal questions of whether Nevada was creating trade 
barriers in violation of U.S. treaties. 

The proliferation of legal gaming eventually made it too costly for Nevada to investigate 
every foreign regulatory system in advance.  And Nevada operators complained that the 
delay allowed their competitors to get a new jurisdiction’s casino licenses first.  So, the 
law was changed, in 1987, 1993 and 1997, to ease the standards and eliminate the 
requirement of prior Nevada approval. 

Now Nevada licensees only have to notify state regulators within 30 days of signing a 
deal for a foreign casino and apply for a “finding of suitability.”  And those regulators 
have been given the impossible job of continuously monitoring activities around the 
world.  Even with contacts, reports filed by licensees, and occasional visits, there is no 
way a Nevada regulator can always be sure that there were not secret agreements made 
on the Chinese mainland. 

New Jersey does not have a specific foreign gaming law.  But the Casino Control Act, 
like similar statutes in all casino licensing states, requires that its licensees show they are 
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of “good character, honesty and integrity” on a continuing basis.
7
   This expressly 

includes a licensee's “business, professional and personal associates,” “to the extent that 
they may reflect upon actual character and present fitness to either hold a casino license 
or participate in gaming operations.

8
  

Casinos in New Jersey have to meet a tough standard: rather than proof by a mere 
preponderance of evidence, found in other states and regular civil suits, New Jersey 
requires applicants and licensees to prove their worthiness by clear and convincing 
evidence.   As New Jersey demonstrated in finding that Pansy Ho was unsuitable, and 
that MGM had to sever its ties with her or leave the state, the standard is equally tough in 
practice as in theory.  Nevada regulators had the same information, but reached a 
different conclusion. 

Part of the difference could be the more relaxed attitude Nevada has toward gaming.  So 
long as an operator or its partner has not been charged, let alone convicted, of a crime, 
Nevada regulators will normally not suspend or revoke a license.   

New Jersey, on the other hand, took the license for the Tropicana Casino in 2007 without 
a specific finding of criminal wrongdoing, or even of charges having been filed.  The 
New Jersey Casino Control Commission found numerous problems, including 
management's “abysmal” regulatory compliance and a “lack of business ability . . .  and a 
lack of good character, honesty, and integrity.”   

Although New Jersey found violations sufficient to deny the renewal of the casino 
license, Nevada regulators never seriously threatened the many Nevada casinos owned 
and operated by the same company, Columbia Sussex.   

Other states are more likely to follow New Jersey than Nevada if a license is actually 
revoked.  Some, in fact, make it automatic.  Indiana law, for example, required Columbia 
Sussex to give up its license for the riverboat Casino Aztar, because Indiana law does not 
allow the state to license anyone who has had its licensed revoked in another state. 

History is a factor here.  When Nevada legalized casinos in 1931, it imposed no 
regulatory controls.  The state allowed convicted felons to obtain gaming licenses.  The 
theory was that since gambling was illegal in all other states, the only individuals with 
experience would be people involved in illegal gambling.  Nevada, fearing federal 
intervention, only began regulating its casinos after the Kefauver televised Congressional 
hearings in the early 1950s focused on organized crime’s ties with gambling, including 
Nevada casinos. 

New Jersey took a completely different approach.  When it legalized casinos in the 
1970s, it expressly stated that it did not want anyone with a background tainted in any 
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8
  In re Resorts Casino Application, 10 N.J.A.R. 251 (CCC 1979).  
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way.  Its theory was that training schools and foreign gaming jurisdictions would fulfill 
the industry’s demand for skilled individuals.  This proved to be correct. 

Today, the children of these original Nevada licensees are sometimes now running the 
casinos in that state.  Nevada regulators are thus not in a position to revoke gaming 
licenses simply because an individual’s father allegely had ties with organized crime.  On 
the other hand, the state is still concerned with possible federal criminal investigations or 
developments in other states that would show Nevada does not adequately regulate its 
licensees. 

Times may be changing.  Macanese law was amended a few years ago to allow casinos to 
loan money directly to players.  Hong Kong courts issued a ruling that allow Macau 
casinos to collect there.   

But, until the PRC allows the enforcement of gambling debts through its legal system, 
and loosens its restrictions on the transportation of cash across its borders, the “junket” 
system will continue.  And who the VIP gaming promoters are remains a problem.  It is 
significant that not a single Macau VIP gaming promoter has been approved by the 
government of Singapore.  The two casinos in Singapore do even more business than the 
largest casino in Macau.  But Singapore requires disclosure of financial information and 
finger-printing of VIP gaming promoters, and it won’t approve one of these junket 
operators until it is sure that the real owners of the VIP gaming promoter are actually who 
they say they are. 

U.S. state and federal investigations are the most obvious danger for American casino 
companies doing business in Macau.  But the other potential problem comes from the 
PRC itself.  As a totalitarian government, the PRC is not overly concerned with legal 
niceties, like holding hearings before changing its rules.  But its leaders do care about bad 
publicity, such as stories of government officials embezzling money and losing it in the 
casinos of Macau. 

Nobody knows for sure why the PRC has occasionally put restrictions on travel from the 
Mainland to Macau.  But when the PRC changed the rules for residents of the provinces 
nearest Macau from daily visits to only being able to enter Macau once every three 
months, the impact was immediate.  I was teaching Gaming Law at the University of 
Macau.  One of my students was in charge of the frequent visitors program for an 
American casino.  When visa restrictions were imposed from Beijing, she lost her job, 
because there were no more frequent visitors. 

There is a fear that other American companies will become reluctant to partner with 
casinos in Macau, and that investors will get scared off if there are more rounds of  bad 
news.  But the major threat and unknown question is whether the Beijing government 
will once again impose visa restrictions on mainlanders' visits to Macau.  If the PRC 
closes the border it would be shooting itself in the foot.  But the bullet would kill the 
casino industry in Macau. 
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END 

 I. NELSON ROSE 

Professor I. Nelson Rose is a Full Professor with Tenure at Whittier Law School in Costa 
Mesa, California, and a Visiting Professor at the University of Macau.  He is an 
internationally known scholar, author and public speaker, and is recognized as one of the 
world's leading experts on gaming law. 

Prof. Rose is best known for his internationally syndicated column and 1986 landmark 
book, "GAMBLING AND THE LAW®."  He is the co-author of INTERNET GAMING LAW (1

st
 

and 2
nd

 editions), BLACKJACK AND THE LAW, the first casebook on the subject, GAMING 

LAW: CASES AND MATERIALS (LexisNexis), and the recently published GAMING LAW IN 

A NUTSHELL (West).   Prof. Rose is co-editor-in-chief of the Gaming Law Review & 
Economics. 

Harvard Law School educated, Prof. Rose is a consultant to governments and industry.  
He has testified as an expert witness in administrative, civil and criminal cases 
throughout the United States, in Australia and New Zealand, including the first NAFTA 
tribunal on gaming issues.  Prof. Rose has acted as a consultant to major law firms, 
international corporations, licensed casinos, tribes and local, state and national 
governments, including the provinces of Ontario and Québec, the District of Columbia, 
the states of Arizona, California, Delaware, Florida, Illinois, Michigan, New Jersey, 
Texas, and the federal governments of Canada, Mexico and the United States. 

With the rising interest in gambling throughout the world, Prof. Rose has addressed such 
diverse groups as the National Conference of State Legislatures, Congress of State 
Lotteries of Europe and the National Academy of Sciences.  He has taught classes on 
gaming law to the F.B.I.; at universities in Spain, France, Slovenia and China; and as a 
Visiting Scholar for the University of Nevada-Reno's Institute for the Study of Gambling 
and Commercial Gaming.  Prof. Rose has presented scholarly papers on gambling in 
Nevada, New Jersey, Puerto Rico, Canada, England, Australia, Antigua, Portugal, Italy, 
Argentina and the Czech Republic. 

Prof. Rose can be reached through his website: www.GAMBLINGANDTHELAW.com. 
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PANEL II  QUESTION AND ANSWER  

 

 CHAIRMAN REINSCH:  Thank you.   That  gives  us  a  lo t  of  

material  to  work with,  and I apprecia te  the  comments  f rom al l  o f  you .  

 Commissioner  Wessel ,  you ' re f i rs t  on my l i s t .  

 COMMISSIONER WESSEL:   Thank you,  gent lemen,  and  for  al l  

of  your tes t imony,  for  appearing today,  and al l  that  you do .  

 And Mr.  Burnet t ,  I  have to  tel l  you that  I  am a fan  of  your  work  

and what  goes on in  Las Vegas  being,  I  don ' t  want  to  say a  f requent  

part icipant  there,  bu t  I  enjoy par t icipat ing there ,  and cer ta inly over the las t  

years  Las  Vegas has  real ly grown to be  a family a t t ract ion .  I  b rought  my 

family there.   So thank you for  what  you do.  

 MR. BURNETT:  You 're always  welcome to come.  

 [Laughter . ]  

 COMMISSIONER WESSEL:   We' l l  ta lk  later .   Talk to  my wife .   

 I  l e f t  for  you at  your seat s  a  chart  that  I  had prepared because  

I 'm a v isual  th inker,  and thi s  i s  so complex ,  i t  reminds  me of  a  Rube 

Goldberg s tyle  equat ion .  When I look at  the interact ion  of  the  various 

players ,  those you regulate,  Mr.  Burnet t ,  and  the  sub -ent i t i es ,  there 's  a  lot  

tha t  fal ls  outs ide of  your  purview,  and thei r  sub - l icensing,  how they do the 

profi t  part icipants .  

 And so what  may be  happening at  the top and  the  goodwil l  that  

Mr.  Rose talked about  in  terms  of  the American gaming companies ,  your 

reach i s  severely l imited because of  the way these  ent i t ies  operate.   And we 

heard  earl ier ,  we 've  heard from you,  in  your prepared tes t imony,  a  lot  of  

ar t icles  we 've looked at ,  and  what  you 've each said  about  what  goes on  there .   

We know what 's  go ing on  there .    

 We know there  are t r iad  relat ionships .   It ' s  been in  the  press .   

We know that  there  are  enormous sums of  money,  $38 bi l l ion in  profi ts ,  

$100s of  b i l l ions ,  i f  not  more,  in  terms  of  actual ly that  which  is  being gamed 

because  of  the house 's  t ake .   It  appears  to  me that  there  is  so much s l ipping 

through the cracks .  This  is  di r ty money that 's  in  the  house ,  in  an American  

house ,  an  American casino operator .  

 They may not  be  the  one operat ing the speci f ic  VIP rooms or  be  

the  junket  f inancier ,  but  i t ' s  happening under thei r  roof .   If  we ' re  aware of  i t ,  

they' re  aware of  i t .   How do we reach  that?   How do you with the s ta te  

secrecy laws  and  a l l  the various o ther  th i ngs  that  we 're  a l l  aware of  with  the  

l imits  in  terms  of  books and records  and get t ing at  some of  these subplayers -

-we know there i s  d i r ty ac t iv i t i es  going on ,  everyone does - -what  do we do  

about  i t?  

 MR. BURNETT:  Thank you,  Commissioner.  

 I ' l l  t ry to  answer your  t r iad ques t ion f i rs t .   You ment ioned the  

t r iad  ac t ivi t i es ,  and  as  I bel ieve  the  Commission  is  very expert  in  China,  

t r i ads  are - - I hate  to  use the  word " infi l t rat ing,"  because that  word has  a 

negat ive  connotat ion --but ,  as  you  know, there are t r iad  ac t ivi t i es  that  are 

bad.   However ,  there are t r iad  ac t ivi t i es  that  are good.  
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 There  are a  lot  of  phi lanthropy act ivi t i es  related to  some of  the 

t r iads .   In  fact ,  I  see that  you  were on  the  board  of  di rec tors  for  Goodyear  

Tire .   If  Goodyear  Tire did  business  in  China in  any capaci ty,  Goodyear  Ti re 

probably touched a t r iad -related organizat ion,  be i t  a  laundromat ,  be  i t  some 

phi lan thropy service,  or  be  i t  an actual  t r i a d  group that  might  be  a t tempting 

to  conduct  some i l l egal  ac t ivi t i es .  And that ' s  the case  in  M acau.  

 There  are t r iads  in  Macau.   However,  i t  would be  my opinion that  

wi th  the  ent rance of  our Nevada gaming l icensed  operators ,  much of  those 

t r iad  ac t ivi t i es  have actual ly decreased in  one fash ion  or  another .  This  goes  

to  the  second par t  of  your  quest i on,  I  bel ieve ,  which i s  the  VIP  room 

operators  and the junket  promoters  and how casino opera t ions have been 

conducted,  and  I th ink there  is  a  dichotomy right  now that ' s  going to  become 

obvious and evident  as  t ime progresses .  

 Prior  to  the ent rance of  Nevad a l icensed gaming operators  and 

other  regula tor  operators  from around the  wor ld,  you  had  one monopol i s t ,  

and that  monopol is t  was  SJM.  And the way casino  ac t ivi t i es  were conducted 

in  the  Far  East ,  in  that  part  of  the  world,  was vast ly d i fferent  than how 

casino operat ions  were  conducted  in  the  West ,  such  as  places  l ike  Nevada 

and many of  your home states .  

 In  Macau,  the owner of  the  house,  i f  you wil l ,  the  l i censed 

gaming estab l ishment  may receive  a l icense  to  operate.   However ,  there  may 

be  sub-concess ions or  sub-cas inos that  are  operat ing in  that  same 

establ ishment ,  which is  an interest ing model .  

 But  I think i t ' s  a  model  that  developed over the years  in  Macau 

and Macau only.   It  i s  unique to  Macau,  and i t  was a funct ion of  the bus iness  

at  the t ime,  and  i t  was  an evolved process  that  occurred  over the course of  20  

years .  

 COMMISSIONER WESSEL:   But  let  me understand ,  i f  I  can.   So 

investors  can  purchase a  s take  in  the profi ts  of  a  junket  over in  Macau.   If  

these people were  subject  to  the l icensing in  Nevada,  would they be  able to  

operate  in  a  s imilar  fashion?  

 MR. BURNETT:  The junkets?  

 COMMISSIONER WESSEL:   Correct .   Or in  the prof i t  pools ,  et  

cetera?   Are they a l lowed to do that  in  the  U.S.?  

 MR. BURNETT:  I  can ' t  speak to  the ent i re  U.S.   However --  

 COMMISSIONER WESSEL:   In  Nevada.   Excuse  me.  

 MR. BURNETT:  - -general ly speaking,  in  the  U.S.  and  in  

Nevada,  no.   If  you were to  par t icipate in  what  we cal l  GGR, gross  gaming 

revenue,  i f  you were to  receive any percentage  of  the gross  revenue f rom a 

gaming operat ion ,  you need to  get  a  l icense.  That 's  t rue in  Nevada,  and I 

think i t ' s  p robably t rue throughout - -  

 COMMISSIONER WESSEL:   Doesn ' t  that  create a  huge loophole 

then in  terms of  how the  Macanese,  the  ent i t i es  operat ing in  Macau are 

operat ing thei r  part icipa nts?  

 MR. BURNETT:  Absolutely ,  and I think that ' s  what  Professor  

Rose tes t i f ied to  ear l ier  as  far  as  his  skept icism of the Macau market  when i t  
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opened up,  and whether  Nevada would al low i ts  l i censees  to  enter  into  that  

jur isd ic t ion.   What  i s  happening now ,  and th is  is  the dichotomy I was 

referencing,  what 's  happening now is  essent ial l y what  I would cal l ,  and this  

is  my own personal  opin ion,  a  wes ternizat ion of  the  gaming element  in  

Macau.  

 Our opera tors ,  Wynn,  MGM, and Venet ian ,  are al l  a t tempt ing to  

do thei r  best  to  operate under Nevada s tandards because they know,  as  my 

tes t imony referenced,  that  what  they do  overseas  or  in  any other  s ta te  may 

affect  thei r  l icense in  Nevada .  We have had ful l  t ransparency with  those 

l icensees  as  they have gone into  that  ju risdict ion and worked to  create a 

gaming cl imate  that ' s  compliant  not  only with  our  regulat ions,  bu t  what  

former Di rector  Fre is  t es t i f ied to  on  FinCEN requirements ,  IRS 

requirements ,  and the  Macanese laws  related  to  gambling and account ing for  

gambling games .  

 To sum up,  you  had the  sys tem where you did have the VIP  

rooms and the junket  operators ,  and I th ink at  present ,  the gaming economy 

in Macau is  s t i l l  l a rgely dependent  upon that  sys tem.  However,  the Nevada 

l icensees  are  requi red  to  conduct  due  di l ige nce with those  VIP  room 

operators  because they' re  essent ial l y what  we would deem lessees ,  tenants  to  

the  gaming operat ion,  and thus we requi re them through thei r  gaming 

compliance  programs to  conduct  due  di l igence  on those  ent i t ies .  

 Some of  the ent i t i es  t hat  have more publ ic  t r iad af f i l i at ions ,  

junket  reps  or  VIP room operators ,  a re  not  doing business  with  our  Nevada 

l icensees .  

 COMMISSIONER WESSEL:   And I see my t ime i s  up,  and  I ' l l  

seek  another  round i f  there  is  one .   Where you see t ransparency,  I  see mo re  

opaci ty.   And because  of  the various  levels  that  ex is t ,  we ' r e talking,  even  in  

your VIP room there may be  some insight ,  because of  al l  the other  levels ,  

there 's  a  whole threshold here which we 're not  deal ing wi th in  terms  of  

what 's  going on .  

 Thank you.  

 MR. BURNETT:  Sure,  Commissioner,  and i f  I  can just  touch on 

that  brief ly.   My las t  vi s i t  to  Macau was  earl ier  this  year ,  and I was escorted 

to  some of  the  VIP rooms at  al l  o f  our Nevada l icensed propert ies .   The 

Nevada l icensees  have s taff  in  the  VIP  ro oms that  moni tor  the  gaming 

act iv i t i es .   They a lso have an observat ion capabi l i t y,  where  much l ike  the  

eye  in  the sky a t  a  Nevada l icensed  establ ishment ,  they are  al so  able to  

observe what 's  go ing on in  the VIP  rooms,  and there  are ,  I  should  say,  there 

is  a  very s t rong implementa t ion of  s t r ic t  s tandards  by our  operators .   I 'm 

very pleased with  the way that  they' re  t rying to  make sure that  there i s  no 

nefar ious act ivi ty,  a t  l east  wi th thei r  own VIP  operators .  

 COMMISSIONER WESSEL:   Again,  and I apologize,  th ey may 

be  able to  have the eye  in  the sky to  see what 's  happening at  the table,  bu t  

they don 't  get  to  see  what 's  happening in  people 's  pockets  or  with the  f low of  

money.  

 Thank you.  
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 CHAIRMAN REINSCH:  Commissioner  Tobin.  

 COMMISSIONER TOBIN:   Thank you,  M r.  Chai rman.    

 Let  me s tar t  wi th Mr.  Burnet t .   What  informat ion  sharing 

relat ionship ,  specif ical ly,  do  you have with  Macau?   And then ,  are there  

occasions when due to  the  informat ion sharing,  when the Nevada Gaming 

Cont ro l  Board  r ings  up  and  connects  wi th  the  FBI?   And how often do you 

send them a  name,  and have you had  ins tances  where  you 've  seen organized  

crime,  not  personal ly,  but  through your  chain?  

 MR. BURNETT:  Thank you,  Commissioner.  

 I ' l l  t ake  your las t  quest ion f i rs t ,  speaking s t r ict l y as  a  Neva da 

regula tor  who regulates  casinos that  do  business  in  Macau.   To date,  we have 

not  seen any organized crime occur with our  Nevada gaming l icensees .  

 To your  f i rs t --  

 COMMISSIONER TOBIN:   In  the  VIP rooms also ?  

 MR. BURNETT:  In  the VIP rooms ,  yes ,  there are always  

al legat ions.   There  are  always  hin ts  in  the  press  of  untoward ac t ivi t i es .   

However ,  our l icensees  have a duty to  repor t  to  us  any i ssues  that  may ari se ,  

and we 've  got  a  cont inuous  dialogue going on  with  them on those i ssues .  

 Your  f i rs t  quest ion  related to  our relat ionship  wi th  Macau,  our 

fel low regulators  there  are  known as  the DICJ ,  and in  my last  meet ing in  

Macau,  I  sa t  down with  my counterpart  who is  a  Macanese individual .   He is  

hal f  Portuguese ,  hal f  Chinese ,  and very proud of  Macau.   

 They are at tempting to  work with us .   They are  reaching out  to  

us .   We have hosted  them over the years ,  we have gone over  there  to  work 

with  them.  Relat ionship s  in  that  part  of  Asia ,  as  you know, are  a  very 

del icate  thing,  and i t 's  something that  we are working  very hard  at  bui lding.   

It  i s  a  s low process .  

 But  I think that  things are going wel l .   In  addi t ion,  I  should  note 

that  Macau regulators  are al so being vis i ted by o ther  regula tors  around the  

world .    I ' l l  jus t  give you a brief  example.   One of  our s is ter  jur isd ic t ions is  

Singapore ,  which we have a very good relat ionship  with ,  and Singapore  has  

one of  the l i censees ,  the  Las  Vegas Sands,  in  i ts  ju ri sdict ion as  in  Macau.   

They have an equal  interes t .  

 So together ,  the  three of  us  are  a t tempt ing to  s i t  down fo r  

t r ipart i te  t alks ,  i f  you wil l ,  and begin the  di scussion to  bring Macau in to  the 

regula tory fold .    

 To your  second quest ion ,  regard ing federa l  agencies ,  we work 

with  the  FBI and the Department  of  Jus t ice,  FinCEN,  a l l  the t ime,  and  we do  

have an  ongoing d ia logue with  them.  I  noted  that  one  of  the quest ions of  the  

Commission earl ier  was in  regards  to  enforcement  of  federa l  l aws overseas ,  

such as  the  Foreign Corrupt  Pract ices  Act .   In  Nevada,  our  pol icy is  to  watch 

those  proceedings  and watch  to  see whether  our  s is ter  agencies  in  the federal  

government  prosecute those,  and ,  of  course ,  we always  have the opt ion  to  

prosecute a  violat ion of  the FCPA Act  i f  one i s  found after  tha t  occurs .  

 COMMISSIONER TOBIN:   And how regular  or  act ive i s  that?   I  

mean I 'm certa in  the  monitoring is  cons tant ,  but - -  
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 MR. BURNETT:  Our  di scuss ions with federal  agencies?   

Technical ly speaking,  they probably occur every week in one form or  

another .   My interact ion  di rect ly with  our  federal  counterparts  probably 

occurs  once  or  twice ev ery week with  any federal  agency.   However ,  we have 

400 s taff  at  the Gaming Cont rol  Board ,  and  more than  hal f  of  those  are 

agents  who do  f requent ly t ravel  to  Macau and  also t ravel  to  various  other  

parts  of  the United States  and  the  world  in  thei r  inves t iga t ions ,  and part  and  

parcel  of  those conversat ions  are always  with s tate and federal  au thori t i es .  

 COMMISSIONER TOBIN:   And for  the other  two gent lemen,  I ' l l  

come back  in  the  second round with quest ions .   Mr .  Burnet t ,  i f  you  could  

think,  as  you heard Commis sioner  Slane  say before ,  we put  together  

recommendat ions ,  and you ment ioned you have l imited  resources  there  as  

you t ry to  regulate.   So think on  what  recommendat ions you wish would  be 

made.   

 Thank you.  

 MR. BURNETT:  Thank you,  Commissioner.  

 CHAIRMAN RE INSCH:  Thank you.  

 Let  me take a turn.   I  have a quest ion  for  Mr.  Burnet t ,  but  I 'm 

going to  give  him a rest  and  ask  the other  witnesses  a  couple of  quest ions ,  

and then we 'l l  come back to  you.  

 Mr.  Fre is ,  can you give  us  some insight  on how Chinese  gambler s  

get  thei r  money out  of  China in  the  face  of  Chinese  capi tal  cont rols?   We 

al ready establ ished that  there 's  substant ial  money that ' s  evading Chinese 

cont rols .  Can you te l l  us  how they do i t  and how they get  thei r  money back  

into  China,  i f  they have any le f t  af ter  they gamble,  and/or  how they park  the 

money overseas ,  which  would include Hong Kong for  this  purpose?  

 MR. FREIS:   Thank you,  Mr.  Chai rman.   

 As has  been ment ioned a number  of  t imes ,  primari ly we 're  

talking about  cash -based  economies ,  and  we 're ta lking about  an internal  

border  tha t  i s  not  necessari l y cont rol led  in  such  a way that  would  prevent  

people f rom moving cash across  those  borders .   So  movement  of  cash is  s t i l l  

very common and can be expected  to  be a pr imary way in which funds are  

moved in  and  out  of  Macau.  

 CHAIRMAN REINSCH:  Sure ,  bu t  hundreds  of  bi l l ions of  dol lars  

tha t 's  apparent ly being gambled,  that ' s  a  lot  of  bags  of  money.   I  mean there  

must  be other  elements  to  thi s .  

 MR. FREIS:   There are  certainly other  e lements .   I ' l l  come back  

to  another  one in  a  second,  but  I  think  i t  i s  important  to  talk about  i t  in  the 

gaming context .  General ly you have a  fai r  bi t ,  especial ly for  high rol lers ,  of  

gaming that  is  done on marker or  on loan --essent ial l y,  on  a l ine of  credi t ,  as  

we would understand i t - -and  th is  is  an aspect  tha t  i s  very wel l  understood by 

the  big inst i tu t ions.  

 The casinos  perform  a  type  of  due  di l igence on  the  credi t -

worth iness  of  thei r  customers ,  because  i f  they are essent ial l y ex tending a  

loan/a l ine of  credi t  to  them while they' r e p laying,  the  cas inos  wi l l  want  to  

have the  abi l i t y to  recover those loans .  
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 As Professor Rose said ,  i t  i s  problematic,  in  a  way that  i s  

somewhat  unique to  the China  s i tuat ion ,  that  gambling debts - - i f  we consider  

them as  a  t ype  of  contractual  debt  that ' s  occurred v is -a-vis  the  service 

provider ,  the  casino ,  and  the  gambler  in  Macau --are  not  recognized  and 

therefore not  enforceable as  a  mat ter  of  law in China .   So that  leads 

casinos / junkets  to  look  to  ex tralegal  means  to  t ry and  enforce  those debts .   

So that 's  part  of  the  problem that  we 're discussing.  

 But  i t  i s  importan t  to  th ink not  jus t  about  phys ica l  cash  moving 

for  every t ransact ion,  certainly not  in  not ional  values  of  revenues  of  funds 

that  are  played .   

 The other  aspect  tha t  I  th ink  is  very important  to  unders tand  

global ly in  terms of  money laundering movements  across  border s ,  which  i s  

noth ing unique to  the Macau or  China  s i tuat ion,  but  i s  a  vulnerabi l i t y based 

on the nature  of  those  economies,  is  what  we refer  to  as  t rade -based money 

laundering.  

 Essent ial l y,  when you are involved  in  a  s i tua t ion of  import ing or  

export ing goods ,  th e phys ical  movement  of  goods  has  value .   The phys ical  

movement  of  goods  is  d isassociated f rom the payments  for  those  goods ,  and  

i t 's  very easy to  manipula te  the  payments  to  ha ve a resu l t  in  value  moving to 

one jur isd ic t ion or  s taying in  one jur isd ict ion.   

 To give  you a  more concrete example of  thi s ,  i f  an impor ter  in  

the  United States  is  buying clothing produced in China  (which ,  of  course ,  i s  

a  huge economic business ) ,  I  personal ly ,  as  a  layman ,  would not  know i f  this  

shipping container  worth  of  appare l  coming in  was  des igner apparel  worth  

$100 mil l ion or  i f  i t  was  T -shi r ts  worth $100,000.  

 But  I could take  th e  invoice corresponding to  the shipment  to  my 

bank and  ini t i ate a  payment  of  ei ther  of  those amounts  of  funds.   So  i f  I  

wanted  to  get  more money in to China  f rom outs ide of  China ,  I  could  overpay 

the  ac tual  value  of  the  sh ipment  underlying the  invoice.   If  I  were  t rying to  

get  Chinese value outs ide  of  China ,  I  could  ship  goo ds out ,  make a nominal  

payment  back  to  China ,  then  sel l  those goods on  the  s t ree ts  or  in  legi t imate  

commerce here in  the Uni ted S ta tes  and then have the resul t ing excess  value  

here in  the Uni ted S tates .   In  each example  I have been  able  to  t ransport  

value across  borders .  

 That  t rade-based money laundering mechanism is  es t imated to  be  

the  bigges t  way global ly  that  value  moves across  borders .   It  certainly 

dwarfs  in  any way physical  movement  of  cash.  

 CHAIRMAN REINSCH:  Thank you.   

 That  leaves me wi th  more q uest ions,  but  le t 's  go on to  

Commissioner  Shea.  

 VICE CHAIRMAN SHEA:  Well ,  thank you al l  for  t es t i fying 

today.  

 I  f ind the subject  very interest ing but  al so very confusing.   Mr.  

Rose,  did I hear  you  say,  I  thought  I heard  you say in  your  tes t imony ,  that  

there are two di f ferent  sys tems,  completely d if ferent  gaming sys tems  in 

Macau .  You have the three  Nevada -based l icensed companies ,  and then  you 
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have the  legacy companies  under  the Stanley Ho umbrel la .   But  did  I hear  

you say that  there i s  no  VIP gaming prom oters  operat ing in  the  U.S. -based 

companies?  

 MR. ROSE:  No.   What  I meant  to  say -- I may have said i t ,  but  

what  I  meant  to  say was that  in  pract ice,  i t ' s  obviously not  in  wri t ing,  but  in  

pract ice,  there are  two di f ferent  sys tems.   The Nevada regulators  are  going 

to  be  very careful  about  who they associate with.   They have to  do  due 

di l igence .  

 If  they are  found to  be  in  business  with anyone who is  

unsui table ,  they could lose thei r  Nevada l icense,  and  in  fact  they could end 

up losing thei r  l i cense  to  do  gami ng everywhere in  the  world.  

 VICE CHAIRMAN SHEA:  Okay.   So there are VIP  gaming 

operat ions,  sort  of  subt le sessions,  in  VIP  baccara t  VIP  rooms in U.S . -based-

-  

 MR. ROSE:  Yes .   Of  course .  

 VICE CHAIRMAN SHEA:  In  Macau?  

 MR. ROSE:  Yes ,  and al so the U.S .  companies ,  probably the  

greatest  r isk  here,  i t  may be  the  VIP  rooms,  but  i t ' s  p robably the  fact  that  

they fee l  they have to  deal  with  the junket  operators  to  get  people in .  

 VICE CHAIRMAN SHEA:  Okay.   Are these junket  operators --so  

these rooms in  the U.S .   Jus t  t alk about  the U.S.  

 MR. ROSE:  Yeah.  

 VICE CHAIRMAN SHEA:  They're  run by,  not  by Sands  or  the  

Venet ian  or  MGM, but  by the  junket  opera tor ,  the VIP promoter ;  i s  tha t  

correct?  

 MR. ROSE:  Wel l ,  I  had always  thought  they were actual ly run 

by the U.S .  companies ,  but  they have agreements  with  a  VIP  operator  who i s  

also on s i te .   Now from Chai rman Burnet t ' s  tes t imony ear l ier ,  i t  sounded l ike  

I may have been  wrong,  that  maybe,  in  fac t ,  they actual ly a re VIP  operators .  

 VICE CHAIRMAN SHEA:  Maybe Mr.  Burne t t  could help.   Are 

these rooms run  by the  Sands or  are  they run  by,  do  they sub -l icensee?  

 MR. BURNETT:  Vice Chairman,  one  th ing I do  want  to  clar i fy,  

and I know there  is  no misunderstanding,  but  there are  no VIP  rooms in the 

United States  or  in  Las  Vega s.  

 VICE CHAIRMAN SHEA:  No,  I understand  that .  

 MR. BURNETT:  You 're refer r ing speci f ical ly - -  

 VICE CHAIRMAN SHEA:  Just  in  Macau.   The U.S.  casinos that  

are  in  Macau.  

 MR. BURNETT:  Yes .   P rofessor Rose is  r ight .   There  are  VIP  

rooms that  are operated  by  o thers  than  the  Nevada l icensees .   However,  the  

Nevada l icensees  who house them,  who lease  the  premises  to  them,  have 

through thei r  agreements  with them due di l igence procedures ,  abi l i t i es  to  

observe,  abi l i t i es  to  look at  the  cash inf low and out f low.   

 They have crafted thei r  own regulatory capabi l i t i es  with  those 

operators .   Does  that  answer  your quest ion?  

 VICE CHAIRMAN SHEA:  Yeah,  so  what  I heard  you say is  tha t  
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some fo lks ,  some of  these VIP gaming promoters  who are  opera t ing in  the  

Macau legacy cas inos,  have been turned down potent ial l y or  are unacceptable  

to  the  U.S. -based companies;  is  that  correct?  

 MR. BURNETT:  Yes ,  Mr.  Vice  Chai rman,  and further  to  my 

previous tes t imony,  I be l ieve that  there  is  a  bi t  o f  a  shi f t  away f rom VIP 

room opera tors  by the  Western casinos  because  th is  goes  to  the his torica l  

act iv i t i es  of  gaming in Macau.  

 You needed those  VIP  room operators  or  the junket  promoters  to  

help br ing in  h igh  rol lers ,  to  help  bring in  players  to  the casino ,  and that ' s  

been  the  case .   However,  i t ' s  my theory,  and thi s  was especial ly evident  to  

me after  my las t  vis i t  to  Macau,  tha t  there wil l  come a point  where the 

Nevada opera tors ,  a t  l east ,  may not  need to  u t i l ize junket  promoters  to  the 

ex tent  that  they are today.  

 VICE CHAIRMAN SHEA:  So  most  of  the  players  in  some of  

those  VIP rooms in the  U.S. -based casinos  operat ing in  Macau are Chinese  

nat ionals ;  i s  that  fai r  to  say?  

 MR. BURNETT:  Yes ,  absolutely.   

 VICE CHAIRMAN SHEA:  And we have these capi ta l  cont rols  of  

$2,000 per  day you can ' t  t ake  out  o f  China ,  in  RMB,  you can 't  take $50,000 a  

year  out .   Clearly,  the  s takes  that  are  being wagered in  those  VIP rooms in 

the  U.S.  company based  casinos  are higher than  those numbers .    

 I 'm having a l i t t l e  t rouble  understanding .  Someone is  vio la t ing 

the  Chinese law here.   And to get  that  money in to the U.S . -based casino,  

someone is  violat ing Chinese law.   And that  then  goes to  the quest ion  of  

sui tab i l i t y.   You have a  sui tabi l i t y s tandard  in  Nevada,  and  U.S.  companies  

cannot  be interact ing with  unsui table chara cters .  

 So i f  someone i s  v iola t ing Chinese  capi tal  controls ,  violat ing 

Chinese  laws,  and operat ing in  your  cas ino,  does that  raise  a sui tabi l i t y 

issue?  

 MR. BURNETT:  To answer  your quest ion di rect ly,  absolu tely,  i t  

would .   However,  we have not  seen any ev idence of  such a violat ion  

occurring.   When you look at  the Macau numbers ,  again ,  as  I t es t i f ied 

ear l ier ,  including the VIP rooms,  but  just  the  mass ive,  i f  I  can put  i t  

col loquial ly,  the mass of  humanity that  is  very,  very c lose to  Macau,  they 

can ' t  he lp but  make that  k ind of  money.  

 And indeed there  would  be  something vast ly wrong i f  they 

weren ' t  making that  kind  of  money.   Even with  the  monetary rest r ict ions and 

compliance  wi th those  monetary rest r ict ions ,  they wi l l  be  cash f lowing a  vas t  

amount .   What  can  s low that  down would be visa  res t r ic t ions by the  People 's  

Republ ic .  

 VICE CHAIRMAN SHEA:  Okay.   Thank you very much.  

 CHAIRMAN REINSCH:  Commissioner  Bartholomew.  

 COMMISSIONER BARTHOLOMEW:  Thank you.   I  rea l ly 

appreciate al l  o f  you coming to  tes t i fy a s  we t ry to  get  a  handle on  thi s .  

 I  was heading down one path  in  my head,  but  now I have a  

separate se t  of  ques t ions.   I  think I want  to  s tar t  out  with  the s tat is t i c  tha t  
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VIP room operators ,  again,  which  are  essent ial l y outs ide the  regulatory 

framework ,  a re responsible for  75  percent  of  Macau 's  gaming profi ts .  

 And Mr.  Burnet t ,  I  think  I just  heard you say that  the  U.S. -based 

casinos  may not  need to  u t i l ize the junket  operators  and  the  VIP room over a 

period of  t ime,  but  there 's  an  awful  lo t  of  money a t  s t ake  there ,  and a lot  of  

money a t  s take there for  the t r iads .  

 And I 'm just  wonder ing how the U.S .  companies  can d isentangle 

themselves .   What  k ind of  leverage they have in  a  process  where they would 

t ry to  s tep away f rom doing that?  

 MR. BURNETT:  Thank yo u,  Madam Commissioner.    

 I ' l l  answer that  f rom my own personal  experience  as  a  gaming 

regula tor  for  15  years .   This  goes  to  the  western izat ion  of  what 's  happening 

in  Macau.   Again,  this  is  my opinion.   This  is  what  I  see ,  and I ' l l  jus t  give 

two examples .   When I f i rs t  vi s i ted  Macau,  i t  was r ight  af ter  the f i rs t  

concession was  granted  to  Galax y and  Las  Vegas Sands.  

 The Sands  was  bui l t ,  a  very smal l  casino that  d id not  have a 

hotel .   When you went  in to  that  casino f loor ,  there  was  only baccarat ,  and i t  

was a very serious ,  quiet ,  almost  somber atmosphere  because the Chinese  

mind-set  regarding gambling is  one  of  seriousness .   I 'm going to  get  one over 

on the house;  I 'm here to  win .   There 's  a  lot  of  superst i t ion,  and i t ' s  a  very 

serious  a tmosphere.   It ' s  not  a  party a tmosphere  or  a  fun type  of  enjoyable  

atmosphere  where you br ing your wi fe and k ids ,  and there ' s  shows,  there 's  

dinners  to  go to  l ike  you would  f ind  in  Las  Vegas.  

 My last  vis i t  was earl ier  this  year .   Those  days  that  I  just  

referenced are becoming a  thing of  the past .   There 's  been an  int roduct ion of  

s lot  games  and  s lot  technology on to  the casino  f loors  tha t  has  reinvigorated 

the  s lot  model ,  which was absolutely unheard  of  previous to  the Nevada 

l icensees  en trance .  

 In  addi t ion,  now when I re turn t o  cas ino  faci l i t i es  in  Macau,  they 

essent ial l y mirror  what  you f ind  in  Las  Vegas with the dining,  the  shows.   

Now,  they' re  bringing in  Western  ac ts ,  Cirque du Solei l ,  th ings  of  thi s  

nature .   It ' s  changing the  dynamic that  occurred  while gaming was operated  

by one monopol is t  into a  compet i t ive  environment  that  i s  at t rac t ing 

mult i tudes  from Asia.  

 One other  i tem to note  is  there 's  a  growing convent ion business  

in  Macau.   The convent ion  business  has  been  very helpful  to  the Las Vegas  

economy over  the  years ,  an d  the Las Vegas operators  that  are doing bus iness  

there are at t ract ing businesses  not  only from the People 's  Republ ic  but  f rom 

other  parts  of  As ia  to  come and have convent ions at  thei r  faci l i t i es .   So I 

think that 's  the  change that ' s  occurr ing.  

 And,  again ,  th is  is  my own speculat ion ,  but  there  may come a 

t ime when the junket  promoters  aren ' t  needed in  the  same context  as  they 

were previously.  

 COMMISSIONER BARTHOLOMEW:  I guess  one of  the things  

I 'm having t rouble  bel iev ing or  thinking about  i s  that  the organized crime 

that  i s  making an  enormous amount  of  money out  of  these  operat ions would  
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easi ly or  wil l ingly walk away f rom what  has  been a  profi t  center  for  them . 

I 'm f inding mysel f  wonder ing i f  as  th is  western izat ion  happens,  i f  there 's  a  

westernizat ion of  organized crime tact ics  that  t ake place?  

 Mr.  Fre is ,  I  don ' t  know if  you  have any observat ions or  thoughts  

on that .   I  mean I don 't  think that  they' re going to  s i t  s t i l l .   I  think  they' re  

going to  f igure out  how to do bus iness  in  another  way,  but  I  don ' t  know.  I 'm 

not  an expert  on these  things.  

 MR. FREIS:   I  don ' t  have a  speci f ic  view on that  point  as  i t  

relates  to  Macau,  but  anyone wil l  t el l  you that  cr iminals  evolve  very readi ly,  

and they cer tain ly wil l  look  at  the changing ci rcumstances .  I t 's  always  

dif f icu l t  for  e i ther  regulators  or  law enforcement  just  to  keep up with the  

cr iminals ,  much less  get  ahead of  them.  

 COMMISSIONER BARTHOLOMEW:  Mr.  Rose,  do  you have 

anything you want  to  add?  

 MR. ROSE:  Yes ,  ac tual ly,  we do have a  his tory that  when Green  

Fel t  Jungle  was  wri t ten ,  which was l ike 1959,  one  of  i ts  premises  was  that  

l i te ral ly every casino in  Las  Vegas was  cont rol led by organized crime,  with 

one or  two except ions.   Part  of  the  problem at  tha t  t ime was  that  no  

corporat ion could  own a  casino becaus e  you have to  l i cense  every owner,  

which  means  every shareholder .  

 Howard Hughes  came in  during the 1960s,  and at  that  t ime 

everybody thought  he  was  a genius ,  and al l  the other  hotel  companies  s tar ted 

want ing to  get  into Las  Vegas.   Nevada changed the laws ,  al lowed legi t imate 

f inancing by corporat ions ,  the reputa t ion changed,  so i t  wasn 't  jus t  t eamsters '  

money,  i t  became banks .  I  think i t  would be pre t ty safe  to  say that  there i s  no 

mob involvement  wi th the  ownership  of  the  big casinos in  Las  Vegas now.  

So in  o ther  words ,  they were l i t e ra l ly bought  out .   They were driven out .  

 What  happened in  Macau,  in  2004,  the  Las Vegas  Sands opened.   

Steve  Wynn was bui lding his  cas ino  at  the  t ime,  and he  told  the Macanese  

government  he  would not  open  his  casino unless  they changed the law to  

al low casinos to  di rect ly lend money,  and so they did.   So  the  casinos want  

to  be  in  th is  bus iness .   They don ' t  want  the  VIP  operators .   

 Up unt i l  about  f ive  years  ago ,  the  VIP  operators  ac tual ly got  

more  profi t  f rom the players  th an  the casinos d id,  and  then  the government  

put  a  cap on i t ,  bu t  i t 's  s t i l l  very large -- i t 's  l ike  40  percent  of  every dol lar  

tha t  i s  lost  goes to  the  VIP operators .   The casinos want  to  get  r id  of  them.  

They want  to  be  the  VIP opera tors .   So they need to  be  able  to  have the r ight  

to  advert ise in  China.   Col lectabi l i t y of  gambl ing debts  would help  al though 

they've  done very wel l  in  the  United  Sta tes  without  gambling debts  being 

col lectable.  

 Probably the  bigges t  hurdle i s  tha t  the  Chinese  want  to  do 

business  with  people they know. So the  VIP opera tors  have agents  and  

subagents  in  vi l lages  and  in  ci t i es ,  and there the subagents  are  the  ones who 

go out  and  go to  the  owner  of  a  company and say,  “ I can  ar range  i t  for  you,  

you  want  to  gamble a mil l ion  dol lars ?  Just  show up in Macau,  my f r iend  and  

I wi l l  give you the  mil l ion dol lars . ”  
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 If  the  American  operators  can overcome that  reluctance  of  the  

Chinese  mainlanders  who want  to  do business  with  people they know and 

s tar t ,  and i t  seems to be happening this  way in the  acceptance of  s lot  

machines ,  the  acceptance of  banking,  and credi t  cards  seems to be 

developing on the main land .  

 COMMISSIONER BARTHOLOMEW:  Mr.  Chai rman,  I  have one 

observat ion ,  and then I 'd  have a second round.   Mr.  Rose ,  I  hope you 're  

r ight ,  I  mean both  of  you,  in  terms of  th is  concept  of  the  western iza t ion,  but  

I  would  note that  sort  of  compari son to  western processes  with things  having 

to  do with China  has  some pret ty s ignif icant  l imits .   It ' s  no t  a  count ry that ' s  

known for  having a system of a  rule of  l aw,  and i t ' s  not  a  count ry that ' s  

known for  having a regula tory sys tem that  is  easi ly non -corrupt ible .   So I 

think we have to  be  careful  as  we watch  al l  o f  thi s  unfold becauseI have a 

tough t ime seeing Macau moving along a path that  Las  Vegas  i tsel f  or  t ha t  

Nevada might  have moved along.  

 Thanks ,  and  I ' l l  have other  quest ions,  Mr.  Chai rman.  

 CHAIRMAN REINSCH:  I 've  got  you  down.  

 Commissioner  Talent .  

 COMMISSIONER TALENT:  Thank you,  Mr.  Chai rman.  

 Mr.  Burnet t ,  jus t  so  I understand your personal  theory,  a nd I 

know you 've  said  i t  was a theory,  i s  i t  your v iew that  as  t ime goes  on ,  

gaming in Macau,  that  more and more of  i t  wi l l  go over to  the American 

casinos?   Or  is  i t  your  theory-- I shouldn ' t  say American -- the  Nevada 

l icensed,  or  is  i t  your  view that  the n on-Nevada- l icensed  casinos are  going to  

have to  s tar t  operat ing more  l ike  the  Nevada -l icensed  casinos?  

 Do you see  what  I 'm saying?   I  mean are  those l i censed under 

your jurisdict ion going to  get  a  bigger  and bigger  share of  the  business  

because  they' re  op erat ing in  a  way consumers  l ike or  are the others  going to  

become more and  more l ike yours ,  in  your  view?  

 MR. BURNETT:  Thank you,  Senator .   

 Yes,  that  would be  my theory.   I  feel  that  some of  the legacy 

casinos  that  are  s t i l l  operat ing in  Macau are havin g a  tough t ime s t ruggl ing 

to  keep  up with how the Nevada operators  are doing business .  

 The Nevada operator  model  wi l l  have shows,  dining that  i s  

unmatched around that  region of  Asia.   I  see  new shopping locat ions.   None 

of  these  i t ems  are present  in  some of  the major  legacy casinos .   However,  I  

think that  they' re  under cons truct ion,  and they' re  t rying to  compete in  that  

regard.  

 I  a lso see ,  and this  i s  in terest ing,  when I was f i rs t  in  Macau,  I  

saw mainly mainlanders  in  my opinion  coming in from Zhuhai ,  wor king class  

Chinese  c i t izens  coming in  with  probably a smal l  amount  of  money,  coming 

in and dayt r ipping,  and maybe doing that  mult iple  t imes .  

 Now,  I see the  nouveau r iche  from China coming down f rom the 

mainland ,  perhaps  p laces  l ike Shanghai .   Young people  who obviously have 

made a  lot  of  money,  who are walking around with  Versace and Gucci  

shopping bags  and buying the sui t s  and the  clothes  and  returning back to  
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the ir  home.   It ' s  becoming more  of  a  touris t  mecca .  

 I  d id  want  to  fol low up earl ier .   I  don 't  w ant  to  give  the  

impression that  we as  Nevada gaming regulators  feel  that  everything is  

perfect  and rosy in  Macau.   We have ongoing dialogue,  almost  dai ly,  to  

ensure that  whatever happens there ,  the  r i sk  is  on  them, as  they know, and 

that  there is  no  embarr assment  to  the  s tate.  

 So going to  Commissioner Bartholomew's  las t  point ,  i t ' s  not  my 

tes t imony that  th ings are  perfect ly beaut i ful  and wonderful  l ike they are  

perhaps in  other  places  of  the  world ,  bu t  we are working on  i t ,  and  i t  i s  my 

tes t imony that  we a re working on i t  together  wi th the indust ry.  

 COMMISSIONER TALENT:  And one more  thing.  For  those  who 

are  get t ing money out  of  China in  v iola t ion  of  the currency regulat ions  there,  

are  they able  then to  pat ronize your l i censed faci l i t ies ?   And,  i f  so,  I  know 

you don ' t  want  to  be  par t  of  that ,  but  is  some of  that  money ending up in  

your faci l i t i es  or  l i censed faci l i t ies ,  and  i f  so,  how do they do i t?   And have 

you spot ted  any of  that ,  any of  your operators  spot ted  any of  that?  

 MR. BURNETT:  Thank you,  Senat or .   

 Yes,  some of  the opera tors  have spot ted  that .   One of  the terms  

that  was referenced  by my col leagues is  KYC,  "Know Your Customer ," and 

there is  a  fai r l y hefty a t tempt  by the Nevada operators  to  know thei r  

customer.  

 If  they f ind that  the  person comin g in  is  a  PEP,  under the Foreign 

Corrupt  Pract ices  Act ,  a  pol i t i ca l ly exposed person,  perhaps a general  or  a  

Pol i tburo off ic ia l  or  some person of  a  government  capaci ty,  they are to  

refuse bus iness  with  that  person,  s imply because there  may be  an 

embezzlement  tak ing place f rom the  s ta te or  an  a t tempt  to  launder money 

throughout  the casino.  

 It ' s  interest ing.   When you 're in  Macau,  and this  is  outs ide  of  the 

casino context ,  and  this  may occur in  o ther  places ,  other  parts  of  Asia  that  

pol i t ical ly exposed  perso ns  from China  may go  to ,  bu t  there  are watch shops  

or  gold shops ,  for  example,  that  we don ' t  have any regula tory capabi l i t y 

with ,  that  a  person can probably access  eas ier  and  embezzle money,  s tate -

owned money,  through those  ent i t i es  than they can  a  casino.   But  those  

businesses  also do exis t ,  and I be l ieve they exis t  in  other  parts  of  Asia as  

wel l .  

 COMMISSIONER TALENT:  Thank you.  

 MR. ROSE:  May I answer that?   I  actual ly was making a l i s t  o f  

ways ,  for  the previous quest ion ,  on  how money get s  out ,  and in  my wri t ten  

comments  I have more detai ls  on  i t .   P robably the  two most  common ways  

are  s t raight  smuggl ing,  and  I have a s tory about  the farmer  who had $50,000 

in h is  socks ,  and  the second  way i s  the VIP  rooms where they make the 

arrangement  on the  mainland ,  and then  when they show up in Macau,  they 

gamble and then  they go  back to  the  mainland .  

 So i t ' s  the VIP operator  who 's  making the  loans,  but  a  couple of  

other  ways  that  have developed fai r l y recent ly,  there  are  s tores  in  Zhuhai ,  

which  is  the  ci t y r ight  a cross  the  border ,  and  whatever they pretend to  be ,  
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they' re  basical ly moneylenders .   So you go there  and  say I want  a  mi l l ion 

Hong Kong dol lars ,  I 'm going to  Macau,  and the operator  in  Zhuhai  s imply 

cal ls  hi s  f r iend -- they don ' t  even need  to  have paper  recor ds- - to  say,  okay,  

this  guy i s  coming in.  He 'l l  be  here  at  this  place  at  this  t ime,  del iver  the 

money to  him.  

 And maybe no cash actual ly goes  across  the borders .   They 

s imply reconci le  the ir  records.    

 One I saw,  which I think  could  involve  Nevada opera to rs ,  a re 

jewelry s tores .   One was  actual ly on the  f loor of  a  casino ,  and I jus t  s tood 

there and watched,  and a person  probably pretending to  buy a  watch,  s igns 

with  a credi t  card .   He didn’t  buy  a  watch .   He gets  a  wad of  cash,  and the 

t ransact ion  is  recorded as  buying expensive jewel ry,  therefore i t ' s  

enforceable in  China.  

 By the  way,  I  asked  an insider  thi s ,  and  I assumed that  i f  the 

player  had  won,  he  would  then  take the money,  go back to  the  jewel ry s tore  

that 's  on the f loor  of  the casino and have the c redi t  card  t ransact ion r ipped 

up.   They don ' t  do that  because  the  lending of  money is  a  factor  here .  

 Lenders  are lending somet imes at  t en  percent  a  month .   So they 

don ' t  want  the  player  to  pay i t  o f f  real  fas t .   They l ike being able to  have 

usurious  rates .  

 CHAIRMAN REINSCH:  Okay.   Commissioner  Wessel .  

 COMMISSIONER WESSEL:   Thank you.  

 Mr.  Burnet t ,  I  want  to  d ig a  l i t t l e  deeper into  one of  your  

responses ,  and  I t ake in  good fai th  your  comment  about  the quest ion  of  t r iads  

al though I- -and I have been  to  fa velas  in  Brazi l  where I 've  seen  the  poorest  

people in  the country l iving in  shacks ,  some made out  of  packing boxes ,  who 

are  able to  have some benefi ts  because  of  the  gangs  that  operate there ,  but  I  

don ' t  condone what  the  gangs  do in  terms of  the prost i tu t i on,  the  money and 

everything el se .  

 You said there are some good things that  t r i ads  do.   I  think that 's  

a  quest ion  that  needs deeper understanding f rom your views ,  but  i f  I  was 

seeking a gaming l icense  in  Nevada,  and I owned a business  with  a  known 

mafia boss ,  you know, a  convicted  maf ia boss  known to be  cont inuing to  

engage in  the k ind  of  act ivi t i es  that  the  mob is  involved in ,  would  I be able 

to  get  a  l icense in  Nevada?  

 MR. BURNETT:  What  would your  associat ion be?  

 COMMISSIONER WESSEL:   Bus iness  par tner s  with that  mafia 

boss .  

 MR. BURNETT:  We would  probably not  be happy with that .   We 

would  explore  that  relat ionship .   We would look to see  what  that  individual  

did i f  that  individual  is ,  as  you s tate,  and I think that  that  would  be  very 

problematic  f rom a  l icensing s tandpoint  for  yoursel f .  

 And let  me f lesh  out  my s tatement  on the  things t r iads  do.  

 COMMISSIONER WESSEL:   P lease .  

 MR. BURNETT:  The Asian t r iads ,  as  you know, go back 

thousands of  years .   They are  ac tual ly an offshoot  of  ant i -government  
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movements  that  occurred .   I 'm by no  means condoning t r iads  in  any fashion .   

They are very s imilar  in  their  worst  capaci t ies  to  the  U.S.  mob that  we work 

so hard to  get  r id  of ,  especial ly in  Las Vegas.   They conduct  i l l egal  business ,  

drug t raf f icking,  money laun dering,  and  my test imony i s  by no means to  say 

that  they are  good.  

 What  I meant  to  say is  that  in  that  par t  of  Asia,  and I think ,  as  

you know, having been there  probably more  t imes  than I,  i s  that  i f  you  s tep 

into  a  cab ,  or  i f  you  take a ferry ,  or  i f  you go  drop your clo thes  off  at  a  

laundry,  you  may be  doing business  with a t r iad .   They may not  be  ex tort ing 

money f rom you,  they may not  be  enabl ing you to conduct  a  cr iminal  

enterpri se ,  but  I  think that  speaks  to  the opaci ty,  as  you put  i t  earl ier ,  as  to  

what 's  going on  in  Macau.    

 I t ' s  very hard  to  di scern when our  l i censees  or  any l icensee  is  

doing bus iness  with  an individual  or  an ent i t y,  whether  that  is  some criminal  

enterpri se  that ' s  going on ,  or  whether  that  person might  be a  member of  the 

t r iad ,  which i s ,  as  I  understand i t ,  a lmost  l ike  being in  some cases  at  the 

lowes t ,  lowest  levels ,  l ike being a member of  the  Elk 's  Club or  the Elk 's  

Lodge.   That  individual  may not  have any say or  authori ty or  conduct  any 

i l legal  bus iness ,  but  they may be touching t hat  t r i ad in  some fashion.   That 's  

what  I  meant  by that .  

 COMMISSIONER WESSEL:   And I understand  your poin t  

al though I see a di f ference .   If  I  go  and s tep into  a cab ,  I  have no  reason  to  

bel ieve,  nor am I doing due di l igence ,  about  the  cab dr iver .  I  don ' t  ask him 

for  his  resume and his  legal  documents  and everything else .   

 We're talking with the  junket  promoters  and al l  the various  other  

ent i t i es  of  t ens  of  b i l l ions of  dol lars ,  and i t  seems to me the duty of  care for  

these casino operators  is  much di f feren t  than  me jumping in to a cab .  

 And I understand there 's  sort  of  a  hierarchy that  they may look in  

their  l i censing at  the f i rs t  l evel ,  but  they know that  everyth ing el se i s  going 

on below that .   They just  don 't  want  to  say anything about  i t  o r  do anything 

about  i t .  

 And again our involvement  here is  the U.S . -China  Commission ,  

and some of  the  largest  players  in  China,  in  Macau,  are U.S.  gaming 

operators .   And so the  quest ion is  are they a iding and  abet t ing these t r iads?   

Are  they faci l i t at ing money launder ing ?   And are they turn ing a  bl ind  eye  to  

i t?  

 And as  a  resul t ,  a re we seeing a  huge influx  of  di r ty money into  

these U.S .  companies  that  are  publ icly t raded?   Are thei r  boards  looking a t  

this  and  wondering the  same ques t ion you asked me earl ier ,  whether  a  bo ard 

that  I  may be  involved  in ,  I 'm going to  ask the quest ion .   Are they asking the 

quest ions?   How deep  can you go?   You have l imited resources .   You 're,  as  

you talked about ,  al l  over  the world,  you have U.S.  ent i t ies ,  Singapore ,  et  

cetera .   What  k ind of  s upport  do  you need?   When are  we going to  s top  

turning a bl ind  eye  to  what  everyone says  i s  happening?  

 Mr.  Rose talked about  the  col lect ion  issue .   There 's  a  high 

suicide  rate ,  i t  tu rns  out ,  f rom what  I 've  been told among those people who 
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own gambling deb ts .   I  don 't  know i f  that ' s  suicide  or  provoked act ivi t i es .   It  

seems to me that  there  is  something that  we 're not  doing wel l  enough.   We 

need  to  look  deeper.   What  tools  do  you need  to  do that?   Do you have the  

resources?   Do you need  the  help of  the  Feds  so  that  we can  get  deeper  into 

this?  

 MR. BURNETT:  Thank you,  Commissioner.  

 The s ta te of  Nevada 's  debt  is  about  $400 mil l ion r ight  now,  and 

we are  t rying to  s t ruggle  our  way out  of  that ,  absolutely.   However ,  I  am 

happy with  the  way that  our Gaming Cont rol  Board can  essent ial l y monitor  

and work  with  our  counterparts  overseas ,  wherever they may be in  the world.   

Would  we benefi t  by anything that  you might  recommend?   I  think that ' s  

probably more  for  the  ent i t ies  that  would be  under  your jur isdict ion ,  such  as  

FinCEN,  such as  the  FBI,  the DOJ,  who we work wi th very c losely.  

 I  think,  i f  I  can  a t  l east  sum up the way I think  of  things  r ight  

now, i f  there was an  event  to  occur,  our  l icensees ,  the Nevada l icensees  are  

on s t r ict  not ice that  the ir  l i cense  is  up f or  essent ia l l y execut ion ,  which i s ,  as  

Mr.  Rose,  Professor  Rose ,  poin ted out ,  the  death penal ty throughout  the  

world  because  of  the repercussive ef fec ts  tha t  tha t  would  have.  

 They are working hard to  implement  whatever  they can and take 

whatever measures  they can ,  and I think  that  your  counterparts  on the  

various  boards of  di rec tors  of  those  companies  are very concerned,  and ,  in  

fac t ,  the individuals  who run those  companies ,  who I have spoken with  

personal ly,  are al so  very concerned .  

 They are t rying to  mi rror  in  each  opera t ion  the  compliance 

act iv i t i es  that  they do in  Las Vegas  that  I  referenced earl ier  in  my test imon y 

regarding compl iance programs.   For example ,  where they conduct  due 

di l igence  on not  only the  high  r isk ,  and I agree  with you 100 percent ,  the  

r isk with the  t r iad  associat ion  is  a t  tha t  VIP  room and that  junket  room level ,  

and that  has  caused us  concern s ince Macau welcomed our l i censees  in to the 

fold.  

 But  thei r  compliance programs are al so  at tempting to  touch those  

others  that  I  guess  I  was  a l luding to  when I ment ioned that  do  "not  so bad" 

criminal  enterpri ses ,  such as  conduct ing due di l igence on the groundskeepers  

who cut  the  lawns in  front  of  the hotel s ,  who may in  some fashion be  

connected  in  one way or  another  to  an improper organizat ion .   They're  

working on doing that .  

 Our sensi t ivi ty at  the Nevada Gaming Cont rol  Board  level  i s  to  

not  offend the Macanese  regulators ,  and  i t ' s  a  relat ionship  that  I  think i s  

tak ing us  some t ime and is  a  s low one.  

 COMMISSIONER WESSEL:   And I appreciate i t .  What  I 'm 

hearing today is  I  th ink we need to  go  deeper into  thi s ;  we need  to  ass is t  

you .   You have relat ionships  to  maintain .   You have a huge job,  and  I 

appreciate al l  tha t  you 're doing.  

 But  I 'm not  sure the  companies  are looking as  deep  as  they need  

to  in  their  operat ions,  that  the prof i ts  are dr iving thei r  act iv i t ies ,  and  i t ' s  

worth  some s t r icter  scrut iny.  
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 CHAIRMAN REINSCH:  Okay.   We're running low on t ime.   Let  

me urge Commissioners  to  keep  thei r  quest ions  shor t ,  and  let  me urge  the 

witnesses  to  keep the answers  short  so everybody who wants  to  have a  

second round wi l l  have an opportuni ty.  

 Commissioner  Tobin.  

 COMMISSIONER TOBIN:   Thank you.   

 Mr.  Fre is ,  I 've  heard that  American cas ino operators  main tain  

bank accounts  in  Asia,  in  most  As ian count r ies ,  the  purpose  being to  

fac i l i t ate  money t ransfers  for  gamblers  when they come to  say Las  Vegas or  

Reno,  and  they send that  money to thei r  accounts  in  Cal i fornia .   Do you 

know anything about  thi s ,  and  why don ' t  they send i t  to  Nevada?  

 MR. FREIS:   Sorry.   T hat  might  be  a bet ter  ques t ion for  

Chairman Burnet t ,  but  there certain ly are arrangements  that  casinos  have 

made of  which I 'm aware in  terms of  col lect ion of  debts  that  they do through 

service  companies .  Sometimes ,  f rom  my own personal  experience,  having 

bought  a  sandwich a t  a  casino in  Las Vegas,  the credi t  card bi l l  showed up as  

an  ent i t y that  was  based  in  Cal i forn ia  for  bi l l ing purposes .  

 That  could have been thei r  corporate connect ion of  that  

concessionai re who is  not  that  cas ino  i t sel f .  But  there are some pract ices  in  

terms  of  how things  are bi l l ed  in  the  gaming indus try general ly to  avoid  the  

impression that  people  are  involved in  gambling .   That  obvious ly can  ra ise 

money launder ing concerns because par t  of  the whole money laundering 

framework  is  to  get  greater  t ransparenc y into the f lows  of  funds .  

 But  more  broadly in  terms of  casinos having bank accounts ,  

again ,  banks watch  those  very closely in  terms  of  the expected  ac t ivi ty,  

knowing for  what  purpose  t ransact ions  are  being processed .   I t  would  not  be  

out  of  the  normal  for  patron s  of  a  casino to  t ransfer  funds  f rom thei r  own 

bank account  to  a casino  bank account ,  again,  ei ther  to  fund thei r  gaming 

act iv i ty or  to  pay off  a  debt  f rom that  casino .  

 COMMISSIONER TOBIN:   So are  you saying i t  might  be just  f or  

sheer  image sake that  they keep  in ,  tha t  they move i t  to  Cal i forn ia?  

 MR. FREIS:   Yes ,  I 'm told,  but  Professor Rose could talk more 

about  some of  that  or  hi s torical  pract ices  that  developed in  terms of  

enforceabi l i t y of  gambling debts  even  in  the  United  States .  

 COMMISSIONER TOBIN:   Mr.  Burnet t  or  Professor  Rose ,  do 

you have anything to  say?  

 MR. ROSE:  Wel l ,  I  think  i t  i s  importan t  to  understand that  

gambling debts  are  not  col lectable  in  the Uni ted S ta tes  genera l ly e i ther .  It ' s  

based f rom the  Statute  of  Anne of  1710,  which  is  part  of  the common law of  

every s tate of  the  United States ,  including in  Nevada.  

 Nevada wil l ,  by s tatute ,  al low a casino  to  sue  on a wri t ten 

marker that  i s  in  the  form of a  check.   A player ,  for  example ,  cannot  sue a  

casino i f  a  casino refuses  to  pay.   They just  have to  go  to  a regula tor  and 

make the  complaint .  

 There  is  a  hi s tory here .   I  go t  a  sol ic i ta t ion  for  a  Caesars  Palace  

credi t  card ,  and I read  the f ine print ,  and i t  said  cannot  be used at  Caesars  
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Palace  because  i t ' s  a  gambl ing debt .   You could use i t - -so there probably are 

his tor ical  or  other  regulatory,  maybe tax  issues .  

 I  d id  want  to  make a recommendat ion .   I 've  looked at  thi s ,  the  

col lectabi l i t y of  gambling debts  for  a  long t ime.   The gambling indust ry is  

actual ly bet ter  than almost  every o ther  indust ry in  terms of  i ts  actual  

col lect ions even when technical ly they can ' t  go to  court ,  and that ' s  main ly 

because  the  players  want  to  be invi ted back.  If  they don ' t  pay,  they' re 

blackbal led.  

 So probably that ' s  only a  smal l  part  of  the  problem.   I  think  the 

biggest  part  of  the problem i s  the PRC's  currency rest r ict ions,  and  i f  I  was 

going to  urge  the Commission to  do anything,  I  would  say,  and I don ' t  know 

how you do  i t ,  but  to  put  pressure on  that .   That  l imi t  i s  so smal l ,  and  

whenever you have currency res t r ic t ions l ike  that ,  i t 's  going to  cause al l  

sor ts  of  d is tor t ions.   And we a lso  know from prohibi t ion when something is  

i l legal  but  people want  i t ,  then criminals  wil l  fulf i l l  that  need .   So they wi l l  

f ind ways  to  get  the  money out  of  China .  

 COMMISSIONER TOBIN:   And just  one very brief  quest ion ,  Mr.  

Burnet t ,  you ment ioned that  these companies  are  under a lo t  of  pressure to  

do the r ight  thing,  the  Nevada companies .   Does their  audi t  commit tee  have 

to  be  Sarbanes -Oxley complian t ,  and does  that  touch this  p icture of  the  VIP  

rooms?  

 MR. BURNETT:  Short  answer ,  yes .   However ,  i f  they' re  l i s ted  

on the Hong Kong Exchange,  arguably Sarbanes  does not  apply,  and so 

technical ly I 'm not  sure  of  the answer to  that  quest ion .  

 However ,  the comp anies  have,  at  l east  in  my understanding,  have 

undertaken  the  same pol ic ies  and procedures  in  thei r  As ian operat ions over 

in  Asia that  they have here .   So  I would  bel ieve  that  the audi t  commit tees  do 

get  that  informat ion .  

 COMMISSIONER TOBIN:   Okay,  that ' s  a  key tool .  

 CHAIRMAN REINSCH:  Thank you.  

 Let  me take a turn.   Mr.  Burnet t ,  what 's  the  di f ference  between 

how your board  judges sui tab i l i t y and how your  counterpart s  in  Macau do?  

 MR. BURNETT:  I  would  submit  that  the  di f ference is  vast .   The 

way the sub-concess ions  were granted I think i s  the  l i censing regime.   In  

other  words,  when Macau opened up ,  and they were going to  add the 

concessions  to  the  monopol is t  that  was  al ready there,  they just  received 

offers  and tenders ,  and I be l ieve that  they did condu ct  some due di l igence.  

 I 'm not  sure the  ex tent  of  i t  or  what  t ype that  was,  and then  they 

granted the concessions ,  and those  concess ionaires  can then  grant  sub -

concessions .  

 I  can  explain the Nevada process ,  bu t  i t  i s  vast ly di f ferent  than 

that .    

 CHAIRMAN REINSCH:  I  think that 's  suff icien t .   Just  le t  me 

take  that  a  s tep further .  May I a lso,  or  may we also ,  in fer  that  there are 

dif ferences in  the way the two regulatory bodies  conduct  due di l igence?   Or 

what  they expect  the casino  operators  to  conduct  due  di l igence on?  
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 MR. BURNETT:  Yes ,  those  di f ferences are  vast .   However ,  in  

my communicat ions  with the DICJ ,  they ' re real ly a t  least  seeming to  t ry to  

make an at tempt  to  understand how we do things  in  addi t ion to  our  partners  

in  Singapore ,  for  example ,  and  i t  looks l ike they' re  making some s teps  

towards more  of  our  model .  

 CHAIRMAN REINSCH:  Mr.  Frei s ,  when you were  at  FinCEN, I 

can ' t  ask you what  concerns they have now,  but  I  can ask you what  concerns 

they had then .   Were you concerned about  Chinese  gamble rs  in  Las  Vegas,  or  

in  Nevada genera l ly,  l aundering their  winnings  or  jus t  moving ungambled  

cash  in to the United  Sta tes  economy?  

 MR. FREIS:   That  was not  a  major  preoccupat ion of  ours ,  and I 

can say in  par t  tha t  was due to  the very good cooperat ion we had  with 

Chairman Burnet t -- though ,  he  was  not  yet  chairman the las t  t ime he  v is i ted  

me in my off ice  in  h is  prior  capaci ty,  or  the number  of  t imes that  I 've  been 

out  to  vis i t  his  predecessors .  

 There  is  c lose  coopera t ion.   As he  said,  for  is sues - -part icularly 

in  terms  of  corrupt ion --proceeds are watched very c losely.   There  are a  lot  of  

people coming who have an  interest  in  the  gaming indus try and want  to  spend  

their  funds ,  too.  

 The dif f icul t  i ssue i s ,  again,  t rying to  d if ferent iate those  who are 

using criminal  proceeds .  Regarding  the  aspect  of  ac tual ly laundering funds  

through cas inos--meaning bringing in  di r ty funds  and  t rying  to  get  out  

something that  looks l ike  clean funds -- there i s  a  his tory of  cont rols  in  

Nevada under  thei r  previous f ramework  before  the  appl icat ion  of  federal  

money launder ing laws.  

 Af ter  Congress  passed  the money laundering laws,  bas ical ly they 

were appl ied f i rs t  in  al l  s ta tes  except  Nevada ,  because Nevada a l ready had an 

arrangement  i t  had  worked  out  a  number of  years  ago.   In  2006,  becau se the  

federal  framework  had  matured ,  the Nevada ent i t i es  were again  subject  to  the 

federal  frameworks under FinCEN's  background.  

 But ,  for  instance,  some of  the  s tandards  under the former Nevada 

Rule 6A were  that  i f  you  wired funds  in  to  a  casino f rom a  bank account ,  and 

i f  you  had any funds lef t  over  af ter  gambling ,  then the  cas ino would wi re  the  

remaining funds back to  that  same bank account .   If  you  walk in  with  $20 

bi l ls ,  then after  gambling when you cash  in  your  remaining chips ,  you  get  

$20  bi l ls  back.  

 So there are  a lot  of  cont ro ls  in  place  so  that  you  cannot  

effect ively bring in  cash  and  then wire  out  to  a  bank account  in  a di fferent  

name.   That 's  been  prohibi ted ,  and that ' s  a  pract ice that ,  to  my knowledge,  

the  casinos  s t i l l  pract ice here.  

 CHAIRMAN REINSCH:  Thank you.  

 This  is  for  al l  th ree of  you --my last  quest ion.   In  cont rast  to  Mr.  

Rose 's  suggested recommendat ion  of  deal ing wi th the capi tal  t ransfer  

requirements ,  l i s ten ing to  a l l  this ,  i t  seems to me that  in  terms of  a t  l east  the  

involvement  o f  organized crime,  the  cr i t ical  factor  may be the  fact  that  you 

can ' t  co l lec t  gambling debts  in  China.  
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 If  the  Chinese were  to  change their  l aw to permi t  using the legal  

system, such  as  i t  i s  in  China ,  to  col lect  gambl ing debts ,  wouldn ' t  that  have 

the  ef fect  of  reducing the role  of  organized  crime in  China and reducing the  

way,  changing the  way that  the VIP rooms operate,  o r  am I missing 

something here?  

 MR. BURNETT:  Mr.  Chai rman,  I  guess  I can s tar t ,  and this  goes  

to  Commissioner  Wessel ' s  earl ier  comments .   I  think the answer to  that  i s  

yes ,  and I think  that  in  terms of  what ,  i f  Nevada needs anything or  i f  the  

federal  government  needs anyth ing,  i t ' s  my thought  as  I s i t  here today,  that  

the  re la t ionships  that  we have and the relat ionship  that  former Di recto r  Freis  

just  spoke of  i s  sol id  and  intac t  and working very,  very wel l .  

 I  think the r isk,  i f  I  can speak  f rankly,  i s  China 's .   I  know that  

they are  t rying to  crack down on corrupt ion and  i tems  that  may bring 

dis repute  to  them, but  tha t  i s  one area  that  the y could  probably change that  

may reduce that  r i sk .  

 CHAIRMAN REINSCH:  Professor  Rose .  

 MR. ROSE:  I  th ink  i t  wi l l  over  t ime make things  bet ter ,  but  the  

Chinese  l ike  to  deal  with cash so they want  a  way to get  the  cash out .   Also ,  

they l ike,  as  I ment ioned ,  the  personal  relat ionship .   They don 't  know Steve 

Wynn.   If  Steve  Wynn says  I 'm going to  lend  somebody a  mil l ion dol lars ,  I  

mean,  so he  can come and gamble ,  the Chinese  mainlander is  going to  rather  

deal  wi th  somebody they know.  That 's  the  way the relat ionships  are  bui l t .  

 I  a lso have to  say i t  would be  very di ff icul t  for  the Uni ted States  

to  tel l  China to  change i t s  l aw on  gambling debts  when our  law is  that  

gambling debts  are  not  col lectable ,  and  we have legal  gambling in  48 of  the 

50 s tates .   And then  ours  is  based  on a moral i t y principle a lso,  al though i t ' s  

from 1710.   So I don 't  know how you could  do that  pol i t i ca l ly.  

 CHAIRMAN REINSCH:  Okay.   We're about  out  of  t ime.   We 

have two people that  want  to  cont inue.  Commissioner  Bar tholomew.  

 COMMISSIONER BARTHOLOMEW:  Thanks  very much.  

 CHAIRMAN REINSCH:  And then Commissioner Shea.  

 COMMISSIONER BARTHOLOMEW:  And again thanks to  a l l  o f  

you .   It ' s  very enl ightening.  

 Chairman Burnet t ,  I 've seen  that  there was a 2009 report  done by 

the  New Jersey Divis ion  of  Gaming Enforcement  that  noted  that  your  board  

wouldn 't  l i cense  Stanley Ho,  largely because  of  his  use  of  the t r iad - l inked 

VIP  room operators .  

 You 've  s tated  that  some of  the same Asian  organized crime 

f igures  are  s t i l l  involved  in  the  VIP rooms and the junket  operat ions.   Some 

Nevada-based  casino operators  ut i l ize some of  those same VIP  operators .   

And in your tes t imony,  you discussed ,  and we haven ' t  t alked about  thi s  at  

al l ,  some fai r ly formidable obstac les  l imit ing the board 's  abi l i t y to  actual ly 

effect ively monitor  i l legal  act ivi ty and nefar ious associat ions in  Macau 's  

gaming indust ry.  

 I  know you 've  talked about  the s t rong developing relat ionship 

that  you  have in  the  work that  you 're  doing.   But  my quest ion is  has  the  
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Board  ever  taken any act ion,  be i t  d iscipl inary or  preventat ive ,  against  a  

Nevada-based  casino 's  potent ial l y unsui tab le  associat ions  in  Macau?  

 MR. BURNETT:  Sorry,  Madam Commissioner.   No,  we have not  

taken formal  di sc ipl inary ac t ion against  a  Nevada operator  in  Macau for  

anything that ' s  occurred in  Macau.   However ,  I  would  say that  they probably 

have suffered to  some extent ,  because they have to  pay our costs  for  the  

work  that  we do .   The s tate doesn 't  come out  of  pocket  for  our agency.   We 

frequent ly t ravel  there  to  meet  with our  counte rpart s  and to  audi t  the  

operat ions that  are ongoing in  Macau.  

 So t ravel  to  China  i s  not  cheap ,  and we are  rout inely sending 

agents  there  now.  That 's  probably the  f i rs t  t ime that ' s  ever  been  said 

publ ic ly by the  chai rman of  the Gaming Control  Board.   Howe ver ,  the 

expenses  are  fai r l y large for  those companies  to  comply with what  we 're 

doing.  

 COMMISSIONER BARTHOLOMEW:  Do you guys  have the  

authori ty to  take preventa t ive  act ion  against  the casino ,  and have you ever  

done that?  

 MR. BURNETT:  There  is  a  s tatut ory mechanism for  doing that ,  

and i t ' s  too long to explain  here .   It  would be essent ial l y what  we would cal l  

a  cal l  forward  to  see i f  that  relat ionship is  sui table ,  but  we do  take 

preventat ive  act ion everyday essent ial l y in  our dialogue wi th the  casinos.  

 Again ,  our agents  are speaking wi th thei r  CEOs,  CFOs,  CTOs,  

COOs,  compliance personnel ,  p re t ty much on a  dai ly basis .   In  addi t ion,  

we 've  got  one agent  that  is  ass igned  to  monitor  each company fu l l t ime,  as  

part  of  their  regular  job .  

 COMMISSIONER BARTHOLOM EW:  Great .   And I was jus t  

pleased to  see  in  your  tes t imony that  you acknowledged the  good cooperat ion 

you get  f rom U.S .  government  agencies  as  you 're doing a l l  of  thi s .  

 MR. BURNETT:  It ' s  excel lent .  

 COMMISSIONER BARTHOLOMEW:  Great .   Thank you.  

 CHAIRMAN REINSCH:  Thank you.  

 Commissioner  Shea,  the las t  word .  

 VICE CHAIRMAN SHEA:  I 'm going to  ask some very specif ic  

quest ions.   It ' s  been  a  l ively d iscussion .   Quest ion  for  Mr.  Rose.   Is  i t  i l l egal  

in  China to  col lect  a  gambling debt ,  o r  can you not  get  a  judic ia l  order  

enforcing the co l lec t ion  of  a  gambling debt?  

 MR. ROSE:  It ' s  ac tual ly an excel lent  quest ion.   China,  l ike  other  

count r ies ,  l ike Por tugal ,  ac tual ly have two sys tems.   They have a cr iminal  

system so  you can get  three  years  in  pr i son  i f  you  a re running gambl ing.   At  

least  you don 't  get  the  death  penal ty.  

 But  i f  you are merely bet t ing,  i f  you ' re just  a  player  in  China,  

you  can s t i l l  be put  in  a labor camp for  14 days .   That 's  no t  considered  

criminal .   That 's  cal led  adminis t rat ive.   That 's  thei r  safety.   And the  

gambling res t r ic t ions come r ight  under the  same as  pornography.  

 It  appears ,  as  best  I 'm able to  te l l ,  that  i t  i s  no t  a  cr ime to lend 

money.   It ' s  s imply that  i t ' s  no t  enforceable .  
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 VICE CHAIRMAN SHEA:  So  i t ' s  not  i l legal  i f  I  have a  be t  wi th  

someone for  f ive  bucks on a basketbal l  game in  China,  and  I win  and  you 

lose,  and  I say you owe me $5,  that ' s  not  i l legal?  

 MR. ROSE:  Yes ,  i t  i s .   It 's  the  gambling part  that  wi l l  put  you  in  

a labor camp,  a  reeducat ion  camp,  for  up to  14 days ,  but  they don ' t  consider  

tha t  a  cr ime.  

 VICE CHAIRMAN SHEA:  Okay.    

 MR. ROSE:  But  the  debt  part ,  in  other  words,  I  think  that  the  

person  who is  promoting gambling in  China i s  a  cr ime.   So the  VIP  gaming 

promoters  possibly are  violat ing that  l aw.  

 VICE CHAIRMAN SHEA:  That 's  what  I 'm going to  ask nex t .   So 

to  ex tend  the model ,  you  say wi th the VIP ,  the main  model  with  these  VIP  

gaming promoters  is  they extend a l ine of  credi t  to  someone in China --r ight?  

 MR. ROSE:  Yes .  

 VICE CHAIRMAN SHEA:  -- that  could  be tapped to  do  gambling 

in  Macau,  and then when they get  back  to  China,  they set t l e  up  with  the 

individual ;  i s  that  basical ly the model?  

 MR. ROSE:  Yes .  

 VICE CHAIRMAN SHEA:  Okay.   Is  that  i l l egal  in  China,  

technical ly i l l egal  in  China?  

 MR. ROSE:  It  may or  may not  be .   Because --  

 [Laughter . ]  

 MR. ROSE:  Wel l ,  you do  have --again,  we have the  dual  system 

of  both criminal  and  then  what  they cal l  adminis t rat ive .   So  i t  may be s imply 

a bad moral  i ssue  so  you might  end up in  a labor camp for  14 days ,  but  i t 's  

not  technical ly a  cr ime.   S imilar  for  advert is ing Macau casinos  on  the  

mainland .   They are  not  al lowed to  do that .  

 If  they do i t ,  the ads  are  pul led,  but  nobody,  nobody is  ta lking 

about - - that ' s  no t  the  same as  running the gambling operat ion on the 

mainland .  

 VICE CHAIRMAN SHEA:  Okay.   But  the  fact  is  the  business  

model  of  these VIP  gaming promoters  under  Chinese law is  murky a t  best .  

 MR. ROSE:  Yes .  

 VICE CHAIRMAN SHEA:  Okay.   So I mean for  me --you don 't  

have to  comment --  that  ra ises  ques t ions of  su i tabi l i t y.   If  you ' re  engaged in a  

business ,  i f  you  have l icensing ar rangements  with people  who are  doing 

things that  are murky under another --whose legal  s tatus  is  murky-- that  to  me 

would  rai se  a sui tab i l i t y issue.  

 MR. ROSE:  It  i s  undoubted -- I would say that  i f  the gaming 

promoter  is  careful ,  they' re  not  going to  be v iolat ing any main land  Chinese 

law.   The same thing ac tual ly goes  a l l  over  the world.   South Carol ina has  a 

s ta tute that  says  you can ' t  advert ise an  act iv i ty that ' s  i l l egal  in  South  

Carol ina,  so  i f  a  cas ino advert ises  in  South Carol ina ,  they could  technical ly 

be  violat ing that  s ta tute.   So  there i s  an  enormous number  of  res t r ict ions on 

gambling.   Firs t  of  al l ,  i t ' s  no t  the same as  somebody operat ing gambling on 

the  main land .   That  clear ly is  a  cr ime.  
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 If  we ' re  talk ing about  promot ing on the  mainland an act iv i ty that  

is  l egal  outs ide of  the  mainland ,  tha t 's  probably not  a  cr ime.  

 VICE CHAIRMAN SHEA:  Yes .  

 MR. ROSE:  And so  I think  we have to  dis t inguish between those 

type of  people and the  ones that  a re  connected  with  the  mobs,  that  are 

lending money,  running the  rooms and using violence  to  co l lect .  

 One thing I do  want  to  say before  we end is  that  I  go to  Macau 

once  or  twice  a  year ,  and  I 've  been  teaching both  at  the Universi t y of  Macau 

and Macau Polytechnic  once ,  and s ince 2004,  and  the Macau government  

does care.   It  i s  moving in  the  di rect ion of  more and more  regula t ions and 

report ing.   It  i s  suscept ible to  publ ic relat ions  pressure  for  bad s tories  

appearing in  the press .  

 In terest ingly,  what  Chairman Burnet t  said  is  in  one of  the largest  

casinos ,  the Grand Waldo,  more than hal f  of  the  high rol ler  rooms are closed .  

The smal l  operators ,  the  market  i s  forcing change.  But  despi te  the fact  that  

this  is  an enormous business ,  and there  clear ly are rea l ly b ad guys  who I 

don ' t  think are associated  with  the American l icensed  opera tors ,  I  don ' t  want  

i t  al l  be dumped on the  head  of  the Macau government .   They are at  l east  

t rying to  move in the r ight  di rect ion.  

 VICE CHAIRMAN SHEA:  Okay.   Thank you very much.  

 COMMISSIONER WESSEL:   Is  there a possib i l i t y,  jus t  a  

clar i f icat ion?   Mr.  Burnet t ,  in  response  to  Mr.  Rose 's  comments  on  

sui tab i l i t y,  what  was your view?   I  saw that  you  might  agree in  terms of  that  

could  rai se sui tab i l i t y i ssues  in  response to  Commissioner Shea 's  comment?  

 MR. BURNETT:  Yes ,  absolutely.  

 COMMISSIONER WESSEL:   Okay.  

 MR. BURNETT:  You know there are  bad  indiv iduals ,  and  there 

are  bad  indiv iduals .   The Gaming Cont rol  Board,  we 're used to  that ,  I  guess  I 

should  say.   I  think  in  any context ,  the  hammer  of  discipl ine would  come 

down fast  and  swift  i f  there  was an  issue that  we became aware of .  

 COMMISSIONER WESSEL:   Great .   Thank you.  

 CHAIRMAN REINSCH:  Thank you to  a l l  th ree.  Your exper t ise 

and vast  knowledge in  the  area is  evident ,  and we 're ap preciat ive  of  al l  the  

informat ion you 've  provided.   We may have fol low -up ques t ions in  wri t ing,  

and we 'd  appreciate i t  i f  you  would be so kind  as  to  respond.  

 As you probably know,  we conduct  these hearings  for  u l t imately 

producing an Annual  Report  to  Cong ress  with  any recommendat ions .  It  may 

wel l  be  on an  issue of  us  having to  conduct  further  research because  of  how 

complicated  the  issue  is .   We may want  to  get  back to  you on a one -on-one 

basis  for  comments  and advice prior  to  our work  on  the  Annual  Report ,  

which  wil l  be in  the  fal l .   But  that  wi l l  be  something we ' l l  address  later .  

 In  the meant ime,  thank you very much for  your  tes t imony.   We 

wil l  now recess  for  lunch  and  reconvene at  1:00  o 'clock wi th the  panel  on 

Hong Kong.  

 [Whereupon,  at  12:11 p .m. ,  the  hearing recessed,  to  reconvene a t  

1:04  p .m. ,  this  same day.]  
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PANEL III  INTRODUCTION BY VICE CHAIRMAN SHEA  

 

 VICE CHAIRMAN SHEA:  Good afternoon,  everyone.   We' l l  now 

begin  our  th i rd panel ,  which is  on Hong Kong press  f reedom, universal  

suff rage,  and  pol i ce  survei l lance in  Hong Kong.   

 We are  very priv i leged to  have two dis t inguished witnesses  with 

us  this  af ternoon.  Fi rs t ,  we look forward  to  hear ing from Dr .  

Sophie  Richardson,  who is  China Di rector  a t  Human Rights  Watch.   Dr.  

Richardson i s  the  au thor of  n umerous ar t icles  on domest ic Chinese pol i t i cal  

reform, democrat iza t ion ,  human r ights  and i ssues  related  to  Hong Kong.    

 She 's  a  prol i f ic  t es t i f ier .   She has  tes t i f ied  before the  European 

Parl iament ,  the U.S .  Senate ,  U.S .  House  of  Representa t ives  on the s t a te  of  

human r ights  in  China .   Dr.  Richardson is  a  graduate of  the  Universi t y of  

Vi rginia,  the Hopkins -Nanj ing Program, and  Ober l in  Col lege .  

 We also look forward to  hearing f rom Ms.  Madel ine  Earp,  

Research Analys t  a t  Freedom House.   Ms.  Earp 's  research  fo cuses  on 

censorship and press  r ights  in  China .   She has  a lso  tes t i f ied  before  us  in  the  

past .   

 Prior  to  joining Freedom House,  Ms.  Earp worked at  the 

Commit tee  to  Protect  Journal is ts  and Human Rights  in  China .   She has  a 

s te l lar  educat ional  background,  re ceived a mas ter 's  degree  in  East  Asian 

Studies  from Harvard Univers i t y and  a bachelor 's  in  Engl i sh  l i t e ra ture from 

Cambridge Universi t y in  the UK, and has  s tudied Mandarin  Chinese  in  

mainland  China and  Taiwan.  

 And before we go to  Dr.  Richardson,  I  just  wa nt  to  thank Paul  

Magnusson and Owen Haacke of  the Commission  s taf f  for  thei r  f ine work  in  

put t ing together  thi s  hearing,  and I just  remind you that  seven minutes  i s  

what  we request  so  that  we have plenty of  t ime for  quest ions.  

 Dr .  Richardson.  
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OPENING STATEMENT OF DR. SOPHIE RICHARDSON 

CHINA DIRECTOR, HUMAN RIGHTS WATCH 

 

DR.  RICHARDSON:   Thank you very much for  invi t ing us  to  jo in  

you here  th is  af ternoon.    

 S ince  i ts  re turn  to  PRC sovereignty in  1997,  Hong Kong has  

remained  the  only part  of  China with a  robus t  and independent  legal  sys tem,  

relat ively s t rong protect ions on  the f reedom of  expression,  and l imi ted but  

regular  e lect ions.   But  there  have been  some very worrying developments  of  

late,  including remarks  by senior  off ic ia ls  from Bei j ing suggest ing  that  the 

cent ral  government  would  approve candidates  for  elect ion  to  senior  of f ices  

in  Hong Kong via  l i tmus  tes ts  for  loyal ty to  the  PRC and the Chinese  

Communis t  Party.  

 And there have been  clumsy a t tempts  to  impose  nat ional is t  

sent iment  on Hong Kong's  p opulat ion through efforts  such as  a  proposed 

"patr iot ic  educat ion" campaign in  schools  in  which  the  government 's  vers ion  

of  recent  hi s tory is  presented without  ment ion  of  human r ights  vio la t ions.  

 The proposal  was  withdrawn in the face  of  remarkable publ ic  

opposi t ion .   That  l arge numbers  of  Hong Kong residents  cont inue to  object  to  

what  are considered  int rusions  on  Hong Kong's  autonomy and ral ly in  

remarkable numbers  to  remember  events  l ike the Tiananmen massacre  

suggests  that  they take the exercise  of  thei r  r ights  very seriously.  

 In  recent  years ,  we have focused on three key i ssues  in  Hong 

Kong:  universal  suffrage;  press  f reedom; and  the  f reedom of  assembly.   

Because  my esteemed panel is t  wi l l  be ta lking about  press  freedom, I 'm going 

to  focus on the other  two issues .  

 With respect  to  universal  suff rage ,  the Internat ional  Covenant  on 

Civi l  and  Pol i t i cal  Rights ,  which does  cont inue to  apply in  Hong Kong,  

s t ipulates  that  elect ions  be conducted on  the basis  of  universal  and equal  

suff rage,  and  that  the vote of  one elector  should  be equal  to  the vote  of  

another .  

 Yet  the  processes  of  selec t ing Hong Kong's  Chief  Execut ive,  

Execut ive Counci l ,  and Legis la t ive Counci l ,  o r  LegCo,  do not  meet  these 

s tandards  because  these  posi t ions are not  al l  e lected through di rect  

representat ion .   Hong Kong's  LegCo consis ts  of  70  members ,  but  not  al l  

members  are  e lected  equal ly.   35 members  are di rect ly elected  through 

geographical  const i tuencies  in  which members  of  the genera l  popula t ion cast  

one vote.  

 Another  35 LegCo members  are  e lected  through funct ional  

const i tuencies  in  which people  in  certa in professions  are al lowed to cast  a  

vote in  addi t ion  to  thei r  vote  in  their  geographic  const i tuency.  

 As there  are  far  fewer electors  in  the  funct ional  const i tuencies ,  

each of  these  votes  can weigh far  more  heavi ly towards  genera t ing 

representat ives  in  the  funct ional  const i tuencies .   In  2012,  the  Hong Kong 

government  int roduced changes  to  the  LegCo elec t ions.   Five  seats  were to  

be  added to the  LegCo through geographical  const i tuencies  and f i ve to  be  
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added through so-cal led "super sea ts"  to  enable the general  populat ion to  

cast  a  second vote  in  a funct ional  const i tuency.   But  these  changes are,  in  

our v iew,  largely cosmetic because  they do  not  mit igate  the underlying 

problem of unequal  votes .  

 As impor tant ,  al though the  central  government  in  Bei j ing has  

s ta ted via 2007 Nat ional  People 's  Congress  Standing Commit tee decis ion that  

there "may be" universal  suff rage  for  Hong Kong's  next  Chief  Execut ive 

elect ion in  2017 and LegCo in 2020,  nei ther  the  Hong Kong government  nor 

the  Chinese government  has  out l ined  c lear  plans on  how universal  suff rage 

might  be  ins t i tuted.  

 Current ly,  the  Chief  Execut ive is  selec ted ,  not  even real ly 

elected,  by a  1,200 member  body.   Those people  are largely chosen by the 

cent ral  government  in  Bei j ing.   Al though the  Hong Kong government  s tated  

in  2012 that  i t  wi l l  begin  consul ta t ions on the electoral  methods of  the 2016 

LegCo and the  2017 Chief  Execut ive elect ions ,  the quest ion  of  universal  

suff rage was  conspicuous ly absent  in  the current  Chief  Execut ive 's  f i rs t  

pol icy address  in  January 2013.  

 The next  watch  poin t  on  the  hor izon  rea l ly i s  October  of  thi s  

year  when there wil l  be another  pol icy address ,  but  s igns sugges t  tha t  there 

isn ' t  clar i t y yet .   We can  come back to  that  more .  

 With respect  to  the freedom of assembly,  which I think is  

actual ly probably the most  in teres t ing i ssue to  watch in  the next  year ,  

demonst ra t ions and protests  in  Hong Kong are governed  by the  Publ ic Order 

Ordinance .   The Publ ic Order  Ordinance  s t ipulates  that  organizers  of  publ ic 

assemblies  of  more than 30  protes ters  have to  not i fy the pol ice seven  days  in  

advance and to receive  a not ice of  no object ion  from the government  before  

they can  be held .  

 In  1995,  af ter  the  passage of  Hong Kong's  Bi l l  o f  Rig hts  

Ordinance,  the Publ ic Order Ordinance was revised to  al low protest s  to  take  

place wi thout  prior  permission,  and therefore  in  conformity with  

internat ional  l aw,  which s t ipulates  that  permission be given  only on  very 

narrow publ ic order  ci rcumstances .  

 Unfortunately,  immediately af ter  Hong Kong returned to  Chinese 

cont rol ,  the  Provis ional  Legis lat ive  Counci l  es tabl i shed  by the PRC 

government  again revised  the ordinance and again inst i tuted  the regime of  

prior  permission.  

 Recent  reports  suggest  an increas ing number  of  arrests  and  

prosecut ions against  protes ters .   According to  the Hong Kong organizat ion 

Civi l  Human Rights  Front ,  in  2011 alone,  444 protesters  were ar res ted by the 

pol ice,  which  surpassed the total  number of  protes ts  ar rested  s ince  1997.  

 According to  pol ice  f igures ,  out  of  those arrested,  44 were  

charged  were unlawful  assembly under the  ordinance.   The pol ice argued that  

this  is  due  to  increased v iolent  incidents  dur ing pro tests ,  but  protesters  

al lege  that  the  government  i s  using par t s  of  the Publ ic  Order Ordinance,  

which  includes vague s tandards such  as  whether  at  a  given  protes t  "a  breach 

of  the peace is  l ikely to  be  caused" to  punish and deter  protesters .  
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 Human Rights  Watch is  also concerned about  the  use  of  cameras  

and v ideo  recording  devi ces  by the  Hong Kong pol ice to  f i lm demonst rat ions 

with  close -up shots  of  demonst rators  even  when there  is  no criminal  behavior  

during the  demonstrat ions ,  and even when protesters  have expl ici t l y told the 

pol ice that  they do  not  wish to  be f i lmed.  

 Officia l  survei l lance i s  not  only int rusive  on  privacy but  can 

inhibi t  exerci se  of  the  r ight  to  assemble  and associate  publ icly .   They should  

have to  be  just i f ied  on a case -by-case  basi s  in  law by some threat  to  publ ic  

safety or  publ ic order  ra ther  than imposed  u ni lateral ly on  every gathering.  

 A number of  individuals  and organizat ions in  Hong Kong have 

proposed that  i f  meaningful  democrat ic  reforms are  not  made over the course 

of  the coming year ,  they wil l  hold  nonviolent  s i t - ins  in  the heart  of  Hong 

Kong,  the  so -cal led  "Occupy Central"  campaign ,  in  the summer of  2014.   

Government  off ic ia l s  have a l ready publ icly s tated that  there  wil l  be  no 

possibi l i t y that  such  gatherings  wi l l  be  lawful  or  peaceful ,  warning that  the 

government  would  not  tolerate  i t ,  and that  i t  w i l l  "end in  bloodshed."  

 Such rhetor ic  ra ises  concerns  that  the authori t i es  are t rying  to  

suppress  plans  for  assembly because of  the  issue at  s take  ra ther  than  publ ic  

order  concerns .   These s tatements  also raise concern as  to  whether  the pol ice  

are  being p rimed to  use force  in  inappropriate  ways .   Human r ights  

s tandards ,  both local  and  in ternat ional ,  require  that  the authori t i es  use force 

only when necessary for  the maintenance of  publ ic order  and in  a  degree 

s t r ict l y proport ional  to  the threat  posed  to  pub l ic safety and  order .  

 Overal l ,  Hong Kong does  cont inue to  en joy the ru le  of  law and a 

high  level  of  press  f reedom, but  the  lack of  universal  suff rage,  report s  of  

government  interference,  and  sel f -censorsh ip  of  the press ,  increasing 

numbers  of  ar rests  and prosecut ions against  protes ters ,  as  wel l  as  

survei l lance  of  protesters ,  a re  issues  that  pose  serious threats  to  Hong 

Kong's  ci t izens '  enjoyment  of  thei r  civi l  and  pol i t i cal  r ights .  

 Thank you.  
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PREPARED STATEMENT OF DR. SOPHIE RICHARDSON 

CHINA DIRECTOR, HUMAN RIGHTS WATCH 

 

 
 

June 27, 2013  

Sophie Richardson  

China Director, Human Rights Watch  

  

Testimony before the U.S. – China Economic and Security Review Commission 

“Hearing on Hong Kong and Macao” 

  

Human Rights Watch appreciates the opportunity to testify at this timely discussion on the status 

of human rights in Hong Kong.   

  

Since its return to People’s Republic of China (PRC) sovereignty in 1997, Hong Kong has 

remained the only part of the PRC with a robust and independent legal system, relatively strong 

protections on the freedom of expression, and limited but regular elections. The status of human 

rights in Hong Kong matters not just for the people of Hong Kong but for China.  

  

Yet there have been some worrying developments of late, including remarks by senior officials 

from Beijing suggesting that it would identify candidates for election to senior offices in Hong 

Kong via a litmus test for loyalty to the People’s Republic of China and the Chinese Communist 

Party. And there have been clumsy attempts to impose nationalist sentiment on Hong Kong’s 

population through efforts such as proposed “patriotic education” campaigns in schools, in which 

the Chinese government’s version of recent history is presented without mention of human rights 

violations; the proposal was withdrawn in the face of widespread public opposition. That large 

numbers of Hong Kong residents continue to object to what are considered intrusions on HK’s 

autonomy, and to rally to remember events like the Tiananmen Square Massacre, suggests that 

they take the exercise of their rights very seriously.  

 

In recent years, Human Rights Watch has focused on three key human rights issues in Hong 

Kong: universal suffrage, freedom of assembly, and press freedom. Because my fellow panelist 

will address issues around press freedom, I will focus on the first two topics.  

  

Universal suffrage. The International Covenant on Civil and Political Rights (ICCPR), which 

continues to apply in Hong Kong, stipulates that elections be conducted on the basis of 

“universal and equal suffrage” and that “the vote of one elector should be equal to the vote of 

another.” Yet the processes of selecting Hong Kong’s Chief Executive, Executive Council, and 

Legislative Council (LegCo) do not meet these standards because these positions are not all 
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elected through direct representation. And an important step forward for political rights in Hong 

Kong — the means of electing the chief executive — continues to hang in the balance.  

  

Hong Kong’s Legislative Council consists of 70 members, but not all members are elected 

equally. 35 members are directly elected through geographical constituencies, in which members 

of the general population cast one vote. Another 35 LegCo members are elected through 

“functional constituencies,” in which people in certain professions are allowed to cast a vote in 

addition to their vote in their geographic constituency. As there are far fewer electors in 

functional constituencies, each of these votes can weigh far more heavily towards generating 

representatives in these functional constituencies. In 2012, the Hong Kong government 

introduced changes to the LegCo elections: five seats were to be added to the LegCo through 

geographical constituencies and five more to be added through “super seats” to enable the 

general population to cast a second vote in a functional constituency. But these changes do not 

mitigate the underlying problem of unequal votes.  

  

Equally important, although the central government in Beijing has stated via a 2007 National 

People’s Congress Standing Committee decision that there “may be” universal suffrage for Hong 

Kong’s next chief executive election in 2017 and LegCo in 2020, neither the Hong Kong nor 

Chinese governments have outlined clear plans on how universal suffrage might be instituted. 

Although the Hong Kong government stated in 2012 that it will begin consultations on the 

electoral methods of the 2016 LegCo and 2017 Chief Executive elections, the question of 

universal suffrage was conspicuously absent in the current Chief Executive’s first policy address 

in January 2013.   

  

Human Rights Watch has urged the Hong Kong government to ensure that the new electoral 

methods developed for 2016, 2017, and beyond are in compliance with international standards 

on political participation.  

  

Freedom of assembly. Demonstrations and protests in Hong Kong are governed by the Public 

Order Ordinance, which stipulates that organizers of public assemblies of more than 30 

protestors have to both notify the police seven days in advance and receive a “notice of no 

objection” from the government before they can be held. In 1995 after the passage of Hong 

Kong’s Bill of Rights Ordinance, the Public Order Ordinance was revised to allow protests to 

take place without prior permission; only organizers of assemblies of more than 50 protestors 

need to notify the government a week in advance. However, immediately after Hong Kong 

returned to Chinese control, the Provisional Legislative Council established by the PRC 

government again revised the ordinance, and again instituted the regime of prior permission. 

International law does not require prior permission except in very narrow public order 

circumstances.   

  

Recent reports also suggest an increasing number of arrests of and prosecutions against 

protestors. According to the Hong Kong organization Civil Human Rights Front, in just one year 

in 2011, 444 protestors were arrested by the police, which surpassed the total number of 

protestors arrested since 1997 (314 protestors were arrested in this period). According to police 

figures, 45 out of the 444 arrested were charged with “unlawful assembly” under the Ordinance. 

The police argued that this is due to increased violent incidents during protests, but protestors 
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allege that the government is using parts of the Public Order Ordinance, which includes vague 

standards such as whether at a given protest “a breach of the peace is likely to be caused,” to 

punish and deter protestors.   

 

Human Rights Watch is also concerned with the use of cameras and video-recording devices by 

the Hong Kong police to film demonstrations, with close-up shots of demonstrators, even when 

there is no criminal behavior during demonstrations and even when protestors have explicitly 

told the police that they do not wish to be filmed. Official surveillance is not only intrusive on 

privacy, but can inhibit exercise of the right to assemble and associate publicly, and should have 

to be justified on a case-by-case basis in law by some threat to public safety or public order, 

rather than imposed on every gathering.   

  

A number of individuals and organizations in Hong Kong have proposed that if meaningful 

democratic reforms are not made over the course of the coming year, they will hold nonviolent 

sit-ins in the heart of Hong Kong—the “Occupy Central” campaign—in the summer of 2014. 

Government officials have already publicly stated that there “will be no possibility” that such a 

gathering would be “lawful or peaceful,” warning that the government would not tolerate it, and 

that it would “end in bloodshed.” Such rhetoric raises concerns that the authorities are trying to 

suppress plans for assembly because of the issue at stake rather than public order concerns. 

These statements also raise concern as to whether the police force is being primed to use force in 

inappropriate ways. Human rights standards, both local and international, require that the 

authorities use force only when necessary for the maintenance of public order and in degree 

strictly proportional to the threat posed to public safety and order.  

  

Hong Kong authorities should be questioned about their views on possible reactions to “Occupy 

Central,” and on police surveillance practices in light of the right to freedom of assembly and 

association. In addition, Human Rights Watch urges the Hong Kong government to revise the 

Public Order Ordinance to ensure that the Ordinance is in accordance with provisions of the 

International Covenant on Civil and Political Rights and Hong Kong’s Bill of Rights Ordinance.  

  

***  

 

Overall, Hong Kong continues to enjoy the rule of law and a high level of press freedom, but the 

lack of universal suffrage, reports of government interference and self-censorship of the press, 

increasing number of arrests and prosecutions against protestors as well as surveillance of 

protestors, are issues that pose serious threats to Hong Kong citizens’ enjoyment of their civil 

and political rights.  
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OPENING STATEMENT OF MS. MADELINE EARP 

RESEARCH ANALYST, FREEDOM HOUSE 

 

 MS.  EARP:  Thank you for  invi t ing me to tes t i fy on  press  

freedom in  Hong Kong as  part  of  today's  hearing.  

 I  am a  researcher wi th Freedom House 's  annual  Freedom on the  

Net  report .   So my focus is  on  In ternet  and d igi ta l  media  freedom in China  

and the  rest  of  Asia.   My comments  today draw on three Freedom House 

resources :  the  2013 Freedom of the Press  report  on  Hong Kong speci f ica l ly,  

which  is  appended with  my wri t ten  tes t imony;  the China  Media  Bul le t in ,  

which  is  a  biweekly news d igest ;  and the upcoming China count ry chapter  for  

the  Freedom on the  Net  report ,  2013 ,  which includes Hong Kong,  and  of  

which  I am the author .  

 Freedom of expression i s  protected by law in  Hong Kong,  but  

pol i t ical  and economic pressures  are  threatening the media 's  abi l i t y to  

sustain thei r  t radi t ional ly l ively cr i t i ci sm of  the local  governm ent  and the 

Central  Communist  Party leadership in  China.   A pol l  by the Hong Kong 

Journal is ts  Associa t ion las t  year  found that  87 percent  of  journal is t s  bel ieve 

press  freedom had eroded during the seven -year  tenure of  Chief  Execut ive  

Donald Tsang,  who s tepped down in 2012.  

 In  part icular ,  Bei j ing 's  Liai son Office cont inues  to  exer t  a  

negat ive  influence  on press  freedom.   The Office 's  pas t  intervent ions in  

Hong Kong general ly involve mainland pol i t ical  is sues ,  but ,  in  2012,  i t  

played a  uniquely aggressive  ro le in  the run -up  to  the  Chief  Execut ive 

elect ion,  ef fect ively ordering news out lets  to  support  the eventual  winner,  

Chief  Execut ive  Leung.   Local  of f icial s ,  bus iness  interes ts ,  and  cr iminal  

groups have also t r ied  to  res t r ic t  coverage of  Hong Kong  -  speci f i c  issues  in  

the  pas t  two years .  

 Freedom House  data  ref lec ts  thi s  increasingly di ff icul t  

envi ronment  for  the  press ,  showing Hong Kong's  press  freedom in a gradual  

decl ine over  several  years .   The Freedom of the Press  index  assesses  print ,  

broadcast  and In t ernet  freedom in 197 count r ies  and  terr i tories .   It  produces  

numerica l  scores  and overal l  ra t ing of  f ree ,  part l y f ree  or  not  free .  

 Hong Kong s tar ted  out  as  free in  2005,  with  a score  of  29 out  of  

the  worst -poss ible 100,  but  i t  has  s l ipped in  subsequent  ye ars  and  is  ranked 

as  only par t l y f ree s ince  2009.   The score dropped a  fur ther  two points  in  the 

lates t  report  f rom 33 to  35.  

 That  decl ine ref lect s  two main t rends .   The f i rs t  i s  phys ical  and 

technical  at tacks against  repor ters ,  Web s i tes  and  media  ent i t i es .   In  one 

example,  a  vocal  ci t izen -journal i sm plat form,  In Media,  was  raided by four 

masked men who t rashed computers  in  thei r  off ices  las t  August .   This  Apr i l  

the  same Web si te  was forced  temporar i l y of f l ine by a  mal icious  cyber  at tack  

short ly af ter  i t  reported  on  a s t r ike by Hong Kong dockworkers .  

 Earl ier  thi s  month,  the  owner of  iSun Affairs  magazine was 

beaten  up in  the s t reet  one day before  the  anniversary of  the 1989 Tiananmen 

massacre.   The magazine is  known for  repor t ing on issues  that  are  pol i t i cal ly 
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sensi t ive,  and  i t  did  say that  the at tack was related  to  i ts  coverage al though 

i t 's  no t  clear  whether  i t  was motivated by the  t iming of  the sensi t ive  

anniversary or  by a  cr i t i cal  ar t icle  that  i t  had  publ i shed  on the  Hong Kong 

leadership .  

 Just  yesterday,  the Journal i s ts  Associat ion repor ted that  three 

people associated with the Next  Media  Group have been  at tacked  in  the  past  

week,  including the owner,  J immy Lai .   Pol ice  are  invest igat ing these  

incidents  though some journal is t s  do quest ion  thei r  commit ment .    

 The second t rend  behind  the  score decl ine  involves  local  

government  res t r ict ions  on  access  to  informat ion .   Tightened securi ty 

surrounding the Legis lat ive  Counci l  makes i t  much harder  for  journal is ts  to  

interact  wi th lawmakers  than i t  has  been in  the  pas t .   Reporters  note that  

government  press  conferences  are held  less  often,  they' re  e i ther  replaced by 

formal  s tatements  or  by ad hoc off - the- record br ief ings that  make product ive  

quest ioning and  engagement  much more  chal lenging.  

 The Hong Kong Journa l i s ts  Associat ion  in  the same pol l  found 

that  more  journal is t s  expressed concern  about  this  is sue than about  sel f -

censorship,  which  has  been the pr imary press  freedom concern  s ince  China 

resumed sovereignty.   That  i s  not  to  say that  sel f -censorsh ip i s  l ess  

prevalent .   

 In  part icular ,  af ter  a  former employee of  the mainland 's  s tate -run  

China Dai ly newspaper was  appointed as  the  chief  edi tor  at  Hong Kong's  

South China Morning Post  in  January 2012,  s taffers  accused  him of 

downplaying s tories  that  might  defend Bei j ing and  refusing to  renew the  

cont ract  of  a  veteran human r ights  journal is t .   These  are real ly t roubl ing 

s igns of  caut ion at  such an  influent ial  news out let .  

 I ' l l  end on a  more posi t ive note.   Despi te these developments ,  

journal i s ts  and  act ivis t s  in  H ong Kong are  s t i l l  f ree  of  the over t  and 

systemat ic  censorsh ip found in  the  rest  of  China,  and they' re s t i l l  much 

bet ter  able to  withstand pressure than thei r  co l leagues  on the mainland.  

 In  one recent  success  with  major  impl icat ions  for  economic  

t ransparency,  they pet i t ioned against  a  January 2013 legis lat ive  proposal  to  

res t r ict  in format ion  about  corporate di rectors ,  the kind of  data used  by the 

New York Times  and Bloomberg to  t race the family asse ts  of  top Communis t  

Party leaders  in  las t  year 's  high -profi le  exposes .  

 So while  the Financial  Services  and Treasury Bureau  is  s t i l l  

rewri t ing Hong Kong's  Companies  Ordinance,  i t  has  agreed  to  cut  the 

proposed rest r ict ion  fol lowing the publ ic outcry.   Achievements  l ike this  one  

help explain why Freedom House rank s Hong Kong 71st  in  the  wor ld for  

media  freedom.   China ,  on the other  hand,  i s  among the  worst  aggressors  in  

179th place .  

 Maintain ing th is  cr i t ical  measure of  independence even as  

pol i t ical  and economic t ies  wi th the mainland  cont inue to  s t rengthen  is  the  

biggest  chal lenge now facing Hong Kong's  press .  

 Thank you.  
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Thank you for inviting me to testify on press freedom in Hong Kong as part of today’s hearing. I 

am a researcher with Freedom House’s annual Freedom on the Net report, where I focus on 

internet and digital media freedom in China and the rest of Asia. My comments today draw on 

three Freedom House resources: the 2013 Freedom of the Press report on Hong Kong, which 

covers the calendar year 2012 and is appended in full at the end of my written testimony; the 

China Media Bulletin, a biweekly news digest; and the upcoming China country chapter for the 

2013 Freedom on the Net report, of which I am the author. 

 

While freedom of expression is protected by law in Hong Kong, political and economic 

pressures are threatening the media’s ability to sustain their traditionally lively criticism of the 

local government and the central Communist Party leadership. A poll by the Hong Kong 

Journalists Association found that 87 percent of journalists believed press freedom had eroded 

during the seven-year tenure of Chief Executive Donald Tsang, who stepped down in 2012. In 

particular, Beijing’s Liaison Office continues to exert a negative influence on press freedom in 

the territory. Whereas its past media interventions in Hong Kong generally involved mainland 

political issues, the office played a uniquely aggressive role in the run-up to the chief executive 

election last year, effectively ordering news outlets to support the eventual winner, Leung Chun-

ying. Local officials, business interests, and criminal groups have also tried to restrict coverage 

of Hong Kong–specific issues in the past two years. 

 

Reflecting this increasingly difficult environment, Freedom House data show Hong Kong’s press 

freedom in a gradual decline. Our annual Freedom of the Press index assesses print, broadcast, 

and internet freedom in 197 countries and territories, producing numerical scores and an overall 

rating of Free, Partly Free, or Not Free. While the index rated Hong Kong as Free in 2005, with a 

score of 29 out of worst-possible 100, it slipped in subsequent years, and has ranked as only 

Partly Free since the 2009 edition. The score dropped a further two points in the latest report, 

from 33 to 35. 

 

That decline reflected two main trends. The first is physical and technical attacks against 

reporters, websites, and media entities. A vocal citizen-journalism platform, In Media, was 

raided by four masked men who destroyed computers last August; this April, a malicious 

cyberattack forced the same site temporarily offline, shortly after it reported on a strike by Hong 

Kong dockworkers. Earlier this month, the owner of iSun Affairs magazine was beaten up in the 

street one day before the anniversary of the 1989 Tiananmen Square massacre. The magazine, 

known for reporting on issues that are considered politically sensitive in mainland China, said 
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the attack was related to its coverage, although it is not clear whether it was motivated by the 

sensitive anniversary or by its critical articles on the Hong Kong leadership. Police are 

investigating these incidents, though some journalists question their commitment. 

 

The second trend behind the score decline involves local government restrictions on access to 

information. Tightened security surrounding the Legislative Council makes it much harder for 

journalists to interact with lawmakers than it was in the past. Reporters also note that government 

press conferences are held less often, replaced by formal statements or ad hoc, off-the-record 

briefings that minimize journalists’ chances of productively engaging officials. The Hong Kong 

Journalists Association found that more journalists expressed concern about this narrowing 

access in 2012 than about self-censorship, which had been the primary press freedom concern 

since China resumed sovereignty. That is not to say that self-censorship is less prevalent. After a 

former employee of the mainland’s state-run China Daily newspaper was appointed as editor in 

chief at Hong Kong’s South China Morning Post in January 2012, staffers accused him of 

downplaying stories that might offend Beijing and refusing to renew the contract of a veteran 

human rights journalist—troubling signs of caution at such an influential outlet. 

 

Despite these developments, journalists and activists in Hong Kong are still free of the overt and 

systematic censorship found in the rest of China, and they are much better able to withstand 

pressure than their counterparts on the mainland. In one recent success, they petitioned against a 

January 2013 legislative proposal to restrict information about corporate directors, the kind of 

data used by the New York Times and Bloomberg to trace the family assets of top Communist 

Party leaders in high-profile exposés last year. While the Financial Services and Treasury Bureau 

is still rewriting Hong Kong’s Companies Ordinance, it agreed to cut the proposed restriction 

following the public outcry. Achievements like this one help explain why Freedom House ranks 

Hong Kong 71st in the world for media freedom, while China is among the worst aggressors in 

179th place. Maintaining this critical measure of independence even as political and economic 

ties with the mainland continue to strengthen is the biggest challenge now facing Hong Kong’s 

press. 

 

 

 

Freedom of the Press 2013 

Hong Kong 

 

Status: Partly Free 

Legal Environment: 11 

Political Environment: 15 

Economic Environment: 9 

Total Score: 35 

 

Survey Edition 2008 2009 2010 2011 2012 

Total Score 30 33 33 32 33 

Status Free Partly Free Partly Free Partly Free Partly Free 

 

Freedom of expression is protected by law, and Hong Kong media remain lively in their criticism 
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of the territory’s government and to a lesser extent the Chinese central government. However, 

political and economic pressures have narrowed the space for free expression. According to a 

poll published in June 2012 by the Hong Kong Journalists Association (HKJA), 87 percent of the 

journalists surveyed believed that press freedom had eroded during the seven-year tenure of 

Chief Executive Donald Tsang, who stepped down in July. Over the course of the year, growing 

government restrictions on access to information, violent attacks on the offices of two media 

entities, and heightened intrusiveness by Beijing’s Liaison Office further threatened press 

freedom in the territory. 

Under Article 27 of the Basic Law, Hong Kong residents enjoy freedoms of speech, 

press, and publication, and these rights are generally upheld by the territory’s independent courts. 

However, they risk being undermined by the power of the National People’s Congress (NPC), 

China’s rubber-stamp parliament, to make final interpretations of the Basic Law; Chinese 

surveillance in the territory; and the mainland economic interests of local media owners. Hong 

Kong has no freedom of information law. An administrative code is intended to ensure open 

access to government information, but official adherence is inconsistent, prompting local 

journalists and watchdog groups to urge the government to give freedom of information 

requirements the force of law. A number of legislative items proposed by the Hong Kong 

government during 2012 could threaten free expression, though none had passed by year’s end. 

The HKJA expressed concern that proposed antistalking legislation could be used to limit 

reporters’ movements by classifying legitimate journalistic activity as stalking. Critics also 

argued that draft amendments to the Copyright Ordinance could be used to penalize political 

parodies, including those circulated online.  

Press freedom advocates continue to question the selective application of the 

Broadcasting Ordinance and the constitutionality of existing procedures for granting licenses to 

new media outlets. Decisions to grant or refuse licenses are made by the executive branch rather 

than an independent body. To date, only two broadcast companies, Television Broadcasts 

Limited (TVB) and Asia Television Limited (ATV), have licenses to compete in the free-to-air 

television market. The lack of competition has led to doubt about the diversity of news coverage 

and unfair advantages in attracting advertising. In early 2012, the government appeared ready to 

issue more free-to-air television licenses. No new licenses had been issued by year’s end, 

although three prospective broadcasters had received initial approval from the Broadcasting 

Authority. Some observers speculated that the delay stemmed from the Chinese central 

government’s hesitation to expand public access to new stations beyond its control. The 

prodemocracy station Citizens’ Radio, having operated for years without a license, has faced 

repeated raids and prosecutions on charges of illegal broadcasting. The activists who run the 

outlet argue that the prosecutions are illegitimate because the licensing procedure is 

unconstitutional. A magistrate dismissed charges against the station on those grounds in January, 

but an appellate court reversed the ruling in April. The activists planned a final appeal, and the 

station continued broadcasting during the year. Separately, in November, five lawmakers from 

Hong Kong’s Democratic Party won a final appeal against their conviction for speaking on the 

radio station. The defendants had each been fined HK$1,000 (US$129) in 2009 for participating 

in a 2008 Citizens’ Radio forum. In a case that raised questions about Chinese journalists’ ability 

to work in the territory, the Hong Kong immigration department continued to delay a 2011 work 

visa application by outspoken mainland journalist Zhang Ping (pen name Chang Ping), who had 

been hired as editor of the online magazine iSun Affairs. Observers reported that replies are 

typically obtained within four weeks.  
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In recent years, Beijing’s efforts to influence the news, publishing, and film industries 

have increased. This trend intensified in 2012, particularly in the run-up to the chief executive 

election in March, during which the central government shifted its support from candidate Henry 

Tang to the eventual winner, Leung Chun-ying, prompting an unusual split in the pro-China 

camp. Press freedom groups reported that staff from the Liaison Office of the Central People’s 

Government, mainland China’s representative agency in Hong Kong, contacted newspaper 

publishers, owners, and even editors by telephone or in person to castigate them for articles that 

were critical of Leung or pressure them to report favorably on the office itself. In most cases, the 

targeted outlets appeared to stave off the pressure, at least in the immediate term. However, in 

what was perceived as a serious infringement on press freedom, Sing Pao altered an opinion 

column by commentator Johnny Lau that had rejected both Tang and Leung, reframing it as a 

virtual endorsement of Leung. Although the paper’s chief editor initially apologized, it later 

discontinued Lau’s column after he submitted a piece about the death of prominent U.S.-based 

Chinese democracy advocate Fang Lizhi. These incidents represented a change from the past, 

when the targets of Chinese pressure were primarily voices and topics perceived as politically 

sensitive on the mainland, rather than related to internal Hong Kong politics. In April and May 

2012, the newly elected Leung sent four letters to the Hong Kong Economic Journal and Apple 

Daily, complaining about their critical reporting. In a positive development, however, he signed 

a pledge presented to him by the HKJA, promising to defend press freedom and not enact laws 

banning treason, sedition, and other such offenses—as called for in Article 23 of the Basic 

Law—without first reaching public consensus. 

Media self-censorship continues to pose a serious threat to free expression. Among the 

respondents to the June 2012 HKJA survey, nearly 36 percent admitted to self-censorship, citing 

the following practices in order of most to least common: downplaying information unfavorable 

to conglomerates that wield strong influence over advertising, downplaying information 

unfavorable to the central government, downplaying information detrimental to the media 

owners or their interests, slanting news in favor of a chief executive candidate, and downplaying 

information unfavorable to the Hong Kong government or slanting news in its favor. Some self-

censorship stems from the close relationship between local media owners and the central 

government. Several owners sit on the Chinese People’s Political Consultative Conference 

(CPPCC), an advisory body that has little real influence over government policy but is used by 

China’s ruling Communist Party to co-opt powerful members of society. A number of Hong 

Kong media owners are also current or former members of the NPC, and many have significant 

business interests in mainland China. The appointment of editors with ties to China has also 

prompted accusations of self-censorship, even in otherwise well-respected outlets. In January 

2012, Wang Xiangwei, a mainlander who had once worked for the state-run China Daily, was 

hired as chief editor of the influential English-language South China Morning Post. Controversy 

surrounded Wang after he reportedly downplayed an article on the suspicious death of mainland 

activist Li Wangyang, prompting a backlash from senior staff, and discontinued the contract of 

award-winning journalist Paul Mooney, who had been responsible for many of the paper’s 

hardest-hitting stories on human rights violations in China. 

The Hong Kong government has tightened control over journalists’ access to information 

in recent years. Indeed, in the HKJA survey, an overwhelming majority of journalists said this 

had contributed to a decline in press freedom. Over the past two years, officials have 

increasingly shifted to off-the-record briefings to announce policies and released official footage 

for news events rather than opening them to the press. In addition, the police and fire 
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departments have released less detailed and timely information about newsworthy incidents. One 

example of withheld information that provoked particular criticism in 2012 was the 

government’s concealment of a trip to Beijing by the education minister at the height of a 

controversy over a proposed national education curriculum. Separately, after the Legislative 

Council moved to a new complex in 2011, the government issued new security rules that 

restricted journalists’ ability to interact with lawmakers; these regulations remained in place 

throughout 2012. 

Violence against journalists is rare in Hong Kong. However, several attacks against 

journalists and their property occurred in 2012. In August, four masked men entered the offices 

of the citizen journalism and commentary website In-Media, destroying computers and other 

equipment. The Sing Tao media group suffered two attacks: a stolen car rammed into its 

headquarters in Shau Kei Wan in August, and in September men wielding axes attacked the 

company’s offices in southern Kowloon. The motives remained unclear, though organized crime 

involvement was suspected in the Sing Tao attacks. On December 30, at a pro–Hong Kong 

government rally, several participants attacked two journalists, leading to minor injuries. One of 

the perpetrators was arrested and later fined based on video footage of the assault. During a visit 

by Chinese president Hu Jintao in June, a journalist from Apple Daily was briefly detained after 

yelling out a question regarding the 1989 Tiananmen Square massacre. Although restrictions on 

media access were more stringent than during past visits by Hu, they were not as heavy-handed 

as those imposed during Vice Premier Li Keqiang’s trip in 2011, which had sparked a large 

public outcry. 

Online media are sometimes disrupted by attackers with apparent political motives. Two 

days before the chief executive election in March 2012, administrators of an online election poll 

organized by Hong Kong University reported that the website was brought down by a massive 

denial-of-service attack. The poll aimed to gauge the general public’s opinion of the candidates, 

as only the 1,200 members of an elite electoral committee are able to participate in the official 

vote. 

Hong Kong journalists face restrictions and intimidation when covering events on the 

mainland, limiting their ability to provide national news to the local population. Chinese 

authorities require journalists to obtain temporary press cards from the Liaison Office in Hong 

Kong prior to each reporting visit to the mainland, and to obtain the prior consent of 

interviewees. Even with accreditation, journalists from the territory have repeatedly been 

subjected to surveillance, threats, beatings, and occasional jailing when reporting on the 

mainland. In September 2012, Felix Wong Chi-keung of the South China Morning Post 

sustained severe bruises to his face and legs after police in Shenzhen beat him as he tried to 

photograph anti-Japanese protesters, despite the fact that he identified himself as a journalist. 

Hong Kong’s media are outspoken. There is a high degree of professionalism, and 

political debate is vigorous. Dozens of daily newspapers are published in Chinese and English, 

and residents have access to satellite television and international radio broadcasts from services 

like the British Broadcasting Corporation. Radio Television Hong Kong (RTHK) operates as an 

independent department in the government and earns high public-approval ratings for its critical 

coverage of the authorities. After rejecting proposals to turn RTHK into an independent public 

broadcaster in 2009, the government issued a new charter in 2011 that redefined its mission to 

include promotion of the official “one country, two systems” policy on Hong Kong’s autonomy 

within China, among other changes. Also that year, Roy Tang Yun-kwong, previously the deputy 

secretary of the Labour and Welfare Bureau, was appointed as the new director of broadcasting. 
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The choice marked the first time since the 1930s that an outside civil servant was “parachuted 

in” to lead RTHK; directors were typically appointed from within the station. Some feared this 

could threaten the station’s editorial independence. RTHK was also criticized in November 2011 

for discontinuing the contracts of two popular current affairs talk-show hosts. Such criticism 

eased somewhat in 2012 after the station introduced a new television program, Face to Face, 

featuring a young host who aggressively questioned government representatives. Publications 

known for their criticism of the Chinese central government, such as Apple Daily and the Epoch 

Times, have reported difficulties in attracting advertisers in recent years because of fears among 

private business owners that the association would damage their economic interests on the 

mainland. 

There are no restrictions on internet access in Hong Kong. The territory has one of the 

highest internet usage rates in Asia, with nearly 75 percent of the population accessing the 

medium during 2012. 



107 
 

PANEL III  QUESTION AND ANSWER  

 

VICE CHAIRMAN SHEA:  T hank you very much,  Ms.  Earp.   I  

wi l l  s tar t  wi th the f i rs t  quest ion,  and  i t ' s  going to  be  very h igh level ,  and  

maybe a l i t t l e  bi t  unfair ,  but  we are the U.S . -China  Economic and Securi ty 

Review Commission .   You 're both human r ights  act ivi s ts .   I  think  that ' s  a  

fai r  descript ion of  both of  you.  

 Expla in to  me how promot ing human r ights  in  the  U.S. -China  

relat ionship  fur thers  the  economic and securi ty interests  of  the United 

States .  

 DR.  RICHARDSON:   Let  me give you my favori te  recent  

example of  how human r ights  are not  s imply a  bout ique issue  for  the  State 

Depar tment .   I  think  i t  i s  di ff icul t  to  f ind any issue in  the bi lateral  

relat ionship ,  whether  i t 's  economic,  whether  i t ' s  securi ty,  d iplomacy,  that  

doesn ' t  somehow fundamental ly res t  on the  free f low of informat ion ,  a  

funct ioning independent  judic ia l  sys tem in China ,  and/or  the ab i l i t y of  

people ins ide China  to  express  thei r  view s f ree ly.  

 If  you  want  bet ter  product  safety,  the Chinese press  has  to  be  

able  to  wri te  on scandals ,  on ta inted  formula.   If  you want  bet ter  commercial  

relat ions ,  you  need  a legal  sys tem that  operates  according to  precedent  rather  

than Party whims.  

 The case that ' s  mesmerized me lately  involves  audi ts ,  which  I 

have never in  my l i fe  cared about .   I  don 't  understand  what  the  SEC does al l  

day,  however,  the SEC has grappled  of  late with a  very complicated issue 

that  had threatened to  hal t  the work  of  the  Big Fo ur  U.S.  audi t ing f i rms  in  

deal ings with their  Chinese  subsidiar ies .   It  was because the Chinese  

subsidiaries  were refus ing to  open thei r  books  to  the  kind  of  review that ' s  

necessary in  order  to  remain in  compliance with the law here.  

 What  law,  what  ground s were the Chinese  companies  and Chinese 

subsidiaries  resort ing to  in  making th is  claim?   It  was the s tate secrets  l aws;  

the  same law that  so  often is  used  to  s i lence diss idents  or  to  prosecute people  

the  government  wants  s imply to  shut  up  was  a l l  of  a  sud den proving to  be  a  

chal lenge for  the Big Four  audi t ing f i rms.  

 I  think there  are many examples  of  where what 's  of ten perceived 

to  be  our  wor ld versus  your  wor ld intersect .   There 's  a  lo t  of  room to  sugges t  

tha t  many part s  of  the  U.S.  government  have a s ta ke in  bet ter  human r ights  

protect ions in  China .   I  think they don ' t  want  to  talk  about  i t  because they 

think i t ' s  uniquely complicated  or  catchy,  but  there i s  just  as  much in i t  for  

them as  there i s  frankly for  human r ights  act iv is ts  in  China .  

 VICE CHAIRMAN SHEA:  Thank you.  

 Ms.  Earp.  

 MS.  EARP:  I  would absolu te ly echo that ,  and  I would  return  to  

the  example that  I  c losed  wi th in  my tes t imony.   When the  New York Times  

and Bloomberg publ ished  these  real ly s tar t l ing exposes  about  the  f inancial  

asset s  of  Wen J iabao and  Xi  J inping,  there  were repercussions  in  mainland  

China.   Thei r  Web s i tes  were blocked.   Bloomberg reported  that  sales  of  i t s  
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te rminal  service ,  so  not  i t s  news  s i te ,  but  what  makes  i t  f inancial ly v iable  as  

a  source of  economic informat ion,  repo r ted  that  sales  at  that  te rminal  service 

had decl ined  in  China ,  possibly in  a  ref lect ion of  the  pressure f rom 

authori t ies  t rying to  squeeze them out  in  punishment  for  thi s  report .  

 The proposal  in  Hong Kong to t ry and remove ident i fying data 

about  corporat e di rectors  from the publ ic domain was a  very di rec t  at tempt  

to  ex tend  that  kind of  res t r ic t ion into  Hong Kong,  which is  obviously an 

essent ial  economic center  worldwide.   So the  fact  that  Hong Kong was able 

to  withstand this  at tempt  i s  rea l ly cr i t i cal  and  that  is  r ight  now the  

dif ference  between what  we see  on the  mainland ,  what  the  mainland  would 

l ike to  see in  Hong Kong,  and  what  Hong Kong i s  just  about  cl inging on to  

for  the benef i t  of  the U.S .  and anyone e lse  who has  a  s take  in  economic  

t ransparency.  

 VICE CHAIRMAN SHEA:  I  have 34 seconds .   When Pres ident  

Obama and Xi  J inping met ,  what  was your  take f rom a human r ights  

perspect ive?   Was there anyth ing that  came out  of  that  discussion  that  you 

fel t  was  favorable or  were  you disappointed about  i t?  

 DR.  RICHARDSON:   I  wish I was in  a  posi t ion  to  give you a 

very c lear  answer  to  that .   I  mean obviously i t  was  not  meant  to  be  an 

interact ion  that  was  about  specif ic  del iverables  in  the  way that  you  would 

expect  of  the S trategic  and  Economic Dialogue,  for  exampl e.  

 At  the same t ime,  I  do think i t  was yet  another ,  and  i t ' s  ge t t ing to  

be  a  long l i s t ,  o f  missed opportuni ty for  the adminis t rat ion to  put  down 

markers  about  ei ther  specif ic  human r ights  issues  or  an intent ion to  talk to  a 

much broader Chinese  audience .   We are talking after  al l  about  a  government  

that  i s  manifest ly not  representat ive,  and at  a  t ime when there  is  an 

increasing amount  of  content ion  inside  China,  and  I think the  

adminis t ra t ion 's  fai lure to  acknowledge that  audience and ta lk more  di rect ly 

to  i t  cont inues to  be  shor t -s ighted.  

 VICE CHAIRMAN SHEA:  Thank you.  

 I 'm going to  go over  to  Commissioner Wessel .  

 COMMISSIONER WESSEL:   Thank you both for  being here,  and 

I think Chai rman Shea  was asking a broad  pol icy issue when he has  been a  

great  advocate for  human r ights .   So  he was wai t ing for  your answer,  not  that  

he  didn ' t  share  the  v iews,  which  is  why in part  we 're doing this  hearing here  

today.  

 I 'd  l ike to  fol low up on  what  Commissioner Shea was asking ,  in  

part ,  about  President  Obama and the  at t i tude towards human r ights  because 

some of  us  grew up on Capi to l  Hi l l  in  the  old days  of  Wei  J ingsheng and 

Harry Wu and al l  the wel l -known democracy act iv is ts .   It  appears  tha t  in  past  

years ,  tha t  our economic interests ,  cybersecuri ty ha s  pushed human r ight s  

as ide,  i f  you wil l ,  in  terms  of  being near  the  top of  our  pol icy agenda,  and 

there may be  a lot  of  missed  opportuni t ies .  

 What  do you think  Congress  could  be doing bet ter?   What  could  

the  adminis t rat ion  be doing bet ter  to  promote these American  ideals  wh ich  I 

agree are  connected  to  our economic interests  as  wel l?  
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 MS.  EARP:  I  would l ike  to  see more  speci f ic  support  of  

individual  cases .   There are a number  of  groups,  both  ours  and o thers ,  that  

are  vet t ing these  cases  and assessing which ones  we bel ieve de serve support .  

 They're ,  as  Dr.  Richardson ment ioned ,  representa t ive of  the  

larger  community in  China  so by naming one case and asking for  speci f ic  

del iverables  in  one case,  whether  i t  be  someone who is  imprisoned or  

someone who has  been  driven into  ex i le ,  someone who has  been otherwise 

harassed,  that  s ignals  to  a much broader const i tuency that  the  U.S.  suppor ts  

the ir  ac t ivi t i es .  

 I  appreciate  that  i t ' s  a  chal lenge because as  soon as  you ment ion 

one individual ,  then  that  in  some ways  invi tes  content ious  deb ate about  

whether  that  was  the r ight  case  or  whether  that  was  an appropriate level  of  

engagement .  But  I think  i t ' s  been much too easy to ,  as  you say,  put  these  

cases  below the economic interest s  because  everyone can general ly agree  on 

some economic s teps  f orward .   Whereas  the individuals  who are suffering as  

a  resul t  of  human r ights  abuses ,  that  t ends  to  resul t  in  a  k ind of  s tonewall .   I  

think that  we have to  keep  rai s ing those  cases .  

 COMMISSIONER WESSEL:   I  haven ' t  been on  the Hil l  for  some 

t ime,  but  there was always  prior  to  any of  the codels ,  any o f  the delegat ions 

going over,  discuss ion with the human r ights  communit ies  and of ten let ters  

brought  over,  e t  cetera .  

 Has that  l evel  of  in teract ion  s tayed  the same,  gone down,  gone 

up?   Are people  reaching out  to  you in Congress  to  have those d iscussions?  

 MS. EARP:  I  would say my impression  is  that  people have been  

relying on  this  phrase ,  "oh,  we ' l l  rai se  i t ,  you  know, behind  closed  doors ," 

rather  than providing the  media  or  human r ights  groups  with  speci f ic  

examples  that  they can then  fol low up on and say,  wel l ,  accord ing to  this  

discussion that  you  had on this  date ,  you said you would do  thi s .   That 's  the  

kind  of  detai l  that  real ly helps .  

 Dr .  Richardson may have more .  

 DR.  RICHARDSON:   To answer the quest io n that  you  just  raised 

a moment  ago,  no ,  i t  doesn ' t  happen the  way i t  used to  in  certain  t imes.   I  

mean there i s  a  very s talwart  set  of  members  of  Congress  who are  ut ter ly 

devoted  to  this  issue for  which we are ex tremely gratefu l .   But  they are few 

in number.  

 To t ry to  answer the  broader quest ion ,  the  f i rs t  Obama 

adminis t ra t ion very ear ly on  planted a  f lag saying that  they would  take a 

whole-of-government  approach to  human r ights  promotion.   Maybe I 

misunderstood what  they meant  by that  because  I don ' t  see  i t .  

 I  see  actual ly a  less -of-government  approach .   I  see an  inter -

agency process  that  is  not  what  i t  could be ,  especial ly for  human r ights  

issues .   Look,  I  don ' t  see a clear  expecta t ion  f rom the President ,  f rom the  

leaders  of  the House and the Senate ,  th e leaders  of  both part ies ,  that  every 

s ingle  Cabinet  member,  every s ingle commit tee head,  every s ingle member  of  

Congress  not  only wil l  go to  China  or  wil l  meet  wi th Chinese off icial s  armed 

with  at  leas t  one human r ights  t alking point ,  but  that  they wil l  b e  expected  to  
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report  back  on  how that  d iscussion went .  

 The number  of  t imes people say to  me,  oh,  we rai sed i t ,  we 

talked about  tha t ,  you know, I would  be  a  r ich woman i f  I  had  a  nickel  for  

every t ime somebody said that  to  me .   But  when you asked  for  detai l s ,  when 

you asked  them to talk  about  that  publ icly,  when you asked  them to  fol low 

up,  i t  gets  to  be a  very much less  clear ,  tangible conversat ion.  

 COMMISSIONER WESSEL:   Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Tobin.  

 COMMISSIONER TOBIN:   Thank you.  

 I  was going to  ask  what  your  thoughts  are  concerning how we as  

a Commission  can best  highl ight  the issues ,  but  I  think you 've  addressed that  

in  your response to  Commissioner  Wessel .  

 What  you were  talk ing about ,  Dr.  Richardson,  i s  that  there  needs 

to  be  an accountabi l i t y mechanism from the execut ive  branch.  Would that  be  

a fai r  s ta tement?  

 DR.  RICHARDSON:   Roughly,  yes .  

 COMMISSIONER TOBIN:   Okay.   And woul d  there  be  material  

from the scoring process  you discussed ?   Could  you both imagine a  

framework  where  we could  say these  are the i ssues ,  integra te them,  and then 

have accountabi l i t y?  

  DR.  RICHARDSON:   Off  the top  of  my head ,  

tha t  could  be anything,  including asking for  brief ings f rom Cabinet  

Secretaries  who have been to  Bei j ing recent ly to  ask them what  human r igh ts  

issues  they ra ised .   Such as ,  what  did Secretary Lew raise when he was  

there?  Even  Secretary Kerry made a few passing comments  at  the  end  of  his  

vis i t ,  but  wasn ' t  qui te  as  clear  as  one might  have l iked,  and ,  frankly,  i t ' s  not  

the  State Department  I 'm especial ly concerned about .   That 's  a  sor t  of  

accessible inst i tut ion.   It ' s  others .    

 But  I think creat ing  an expecta t ion,  whether  i t ' s  through regular  

hearings ,  whether  i t ' s  the party leadersh ip cal l ing members  in  and asking 

what 's  been done,  s i mply,  I  think creat ing the expecta t ion i s  hal f  the bat t le  

and report ing back  i s  the  other  piece of  i t .  

 COMMISSIONER TOBIN:   And does your  organizat ion  provide 

the  data  downward to   the Cabinet  agencies?  

 DR.  RICHARDSON:   Both of  our organizat ions  produce huge 

amounts  of  research  material  that  is  al l  in  the  publ ic  domain .   On the 

occasions when I have t r ied taking that  material  out  to  sor t  of  the "u nusual  

suspects , "  meaning tak ing informat ion about  press  f reedom , for  example,  to  

the  Department  of  Agricul tur e to  say your  issues  and thi s  i s sue are  related -- I 

don ' t  mean to s ingle  out  the  Department  of  Agricul ture,  thi s  is  a  

hypothet ical - - the  react ion tends  to  be  that ' s  an i ssue  for  the State  

Depar tment .   They're the ones who deal  with  human r ights ,  not  us .   Thi s  is  

not  real ly sal ient  to  our port fol io ,  and  there 's  usual ly a  sense  of  rea l  

discomfort  in  being asked to  take  up a human r ights  i ssue  as  opposed to  

something that ' s  perceived  as  being much more or  much less  touchy or  

problematic .  
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 COMMISSIONER TOBIN:   An d,  yet ,  as  you 're both saying,  i f  i t  

became commonplace,  then  i t  does  create the repet i t ive pressure.   I  think we 

can use what  you 've  jus t  shared.   At  least  I ' l l  have i t  in  mind as  we do  

prepare the report .   And I have o ther  quest ions,  bu t  I ' l l  wai t  for  th e  next  

round.   

 Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Slane .  

 COMMISSIONER SLANE:   Thank  you  to both  of  you tak ing the 

t ime to  come here .   We real ly appreciate i t .  

 Ms.  Earp,  you talked about  the deter iorat ion of  the  freedom of 

the  press ,  and do  yo u see that  as  a  t rend?   Do you see that  as  the  Chinese 

Communis t  Party incremental ly t ightening the noose?  

 MS. EARP:  Do I see i t  as  a  t rend?   Yes .   Do I see i t  as  a l l  

coming from the Communist  Party?  Not  necessar i l y.   I  th ink the  s i tuat ion has  

become inc remental ly more  complex .   The fact  that  we see  local  of f icials  and  

local  ac tors  t rying to  res t r ict  press  f reedom on issues  that  are only re levant  

in  Hong Kong and do not  have an  immediate  impact  on the mainland  is  a  s ign  

that  the  Communist  Party's  example may be causing other  actors  to  seek  to  

cont rol  the press ,  but  i t ' s  no t  al l  coming di rect ly f rom them.  

 I  would  say they are  the pr incipal  aggressor in  this  case.   It ' s  the 

Bei j ing Lia ison Office.   The fac t  tha t  these other  local  inst i tut ions  and  

individuals  are observing that ,  t aking on some of  those pract ices ,  i s  actual ly 

making the  ef fects  even worse than  i t  would  be  otherwise  i f  i t  was al l  related 

to  what  was  happening on  the mainland.  

 COMMISSIONER SLANE:   C ommissioner Bartholomew and I 

think Commissioner  Shea have on occas ion met  with some pol i t i cians  in  

Hong Kong,  and my sense  is  that  the despair  is  pret ty palpable  in  terms  of  

the  s i tuat ion get t ing worse .   Would you agree with  that  Vice  Chai rman Shea?  

 VICE CHAIRMAN SHEA:  You 're  r ight .   We've met  wi th  various 

f igures  within  the pan -democrat ic  movement  in  Hong Kong,  and I kind  of  

would  agree  wi th you,  Dan,  tha t  a  l i t t l e  bi t ,  certainly beleaguered ,  but  I  

would  be curious from the  panel is t s  what  your  assessment  of  the s tate of  the  

democrat ic  element  in  Ho ng Kong is - - the pol i t i ca l  element?   How are  they 

doing?  

 MS. EARP:  I  would say beleaguered  is  not  necessari l y a  bad  

thing when i t  resul t s  in  the  kinds  of  civ ic act ions that  we s t i l l  see in  Hong 

Kong on  a  very regular ,  a lmost  surpris ing bas is .   That  is  a  s ign to  me that  

however  assai led they feel ,  they s t i l l  have resources  that  are the hal lmarks  of  

a  democrat ic  society to  f ight  back.   Whether  they' l l  cont inue to  be  able  to  do  

so at  the level  that  they now can is  real ly the  quest ion that  we 're  al l  

grappl ing wi th.  

 DR.  RICHARDSON:   I  agree ent i rely.   I  think  the only poin t  I  

would  add  to  that  is  especial ly with  the  decis ion about  whether  there  wil l  be 

s teps  towards universal  suffrage  in  2017.   I  mean thi s  i s  arguably the hardes t  

deadl ine  we 've come up agains t  s ince 1997,  and I do  think  i t 's  causing a  

cer ta in amount  of  anxiety,  not  just  for  pol i t ic ians  themselves  but  across  the  
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populat ion as  a  whole.   People are very engaged on  th is  issue,  but  I  al so 

think that  has  often been  the  case  in  the  past ,  there 's  plenty  of  room for  the  

U.S .  and o thers  to  s ignal  support  and  make clear  an  expecta t ion  that  there 

wil l  be universa l  suff rage .  

 There  used to  be  much more f requent  di scussions about  Hong 

Kong,  and  i t ' s  fal len a b i t  of f  the radar ,  and I think  the  kind of  at tent ion  that  

even  doing a session l ike  this  brings to  those i ssues  helps  to  some extent  

with  that  sense of  beleaguerment .   It ' s  wi th in  your  grasp to  help  rel ieve that  

a  bi t .  

 VICE CHAIRMAN SHEA:  Commissioner Bartholomew.  

 COMMISSIONER BARTHOLOMEW:  Thank  you  very much.  

 Commissioner  Tobin,  I  can  talk  to  you,  and I 'm sure our 

witnesses  wi l l  be  ab le to  ta lk  to  you,  about  the many ways  that  they ac tual ly 

do have a very ac t ive presence ,  advocacy presence,  working with people  on 

Capi tol  Hi l l .   I  think one of  the chal l enges i s  to  both  come up with tools  that  

members  can employ and  also just  t rying to  get  members  to  pay at tent ion  a t  a  

t ime when there are  so  many other  demands.   So I 'd  be  pleased to  talk to  you 

more .  

 Mr.  Chai rman,  you  ment ioned that  these two witnesses  a re old 

hands .   I  a lso would  acknowledge that  they are  black  hands .   But  thank you 

both  for  coming to tes t i fy.   

 I  am going to  get  back  to  Hong Kong.   I 've been concerned for  a  

number of  years  about  what  I see as  the long arm of  Chinese  censorship  here  

in  the  United States ,  and  i t ' s  a  much shorter  arm for  Bei j ing to  be  t rying to  

inf luence what 's  go ing on  in  Hong Kong,  and  the  creeping Chinese influence ,  

which  we 're  al l  concerned about .  

 There 's  been anecdotal  evidence over  the course of  the  past  

couple of  years  that  there  are  people from the  mainland  going to  Hong Kong 

to part icipate in  things  l ike  the  June 4 th gathering,  that  people have the  June 

4th assembly,  so I wonder ,  i s  that  a  t rend that ' s  growing?   Are  people f rom 

the  main land  indeed  going to  Hong Kon g to  be  able to  voice thei r  own 

concerns about  some of  the  things that  are  going on?  

 MS. EARP:  I  would say i t ' s  hard to  assess  whether  i t ' s  growing,  

but  certain ly among the sort  of  very engaged diss ident  communit ies ,  

especial ly in  southern  China.   It 's  a  very sor t  of  porous  border .   There 's  a  lot  

of  exchange both  digi tal l y and phys ical ly between those two spheres ,  and  

I 've  certainly met  with dozens  of  mainland Chinese  ac t ivi s ts  in  Hong Kong,  

as  sort  of  a  mat ter  of  course,  that  they' r e going a l l  the t ime,  I 'm going,  and 

then that ' s  where  we sort  of  meet  in  the middle ,  as  i t  were .  

 So Hong Kong def in i tely has  a very pos i t ive role  to  play there,  

and I don ' t  see  i t  decl ining as  of  r ight  now .  I think that ' s  why i t  can  be easy 

to ,  as  Dr .  Richardson suggested,  fo rget  tha t  Hong Kong s t i l l  needs  a lot  of  

at ten t ion because i t ' s  so easy for  us  to  compare  i t  to  China and think,  wel l ,  

Hong Kong,  you know,  i t ' s  do ing okay.   And i t  i s  do ing okay,  but  i t ' s  in  a  

very vulnerable pos i t ion .  

 DR.  RICHARDSON:   I  would  jus t  add t o  that  that  even on  the 
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occasion  of  Chen Guangcheng's  vis i t  to  the Taiwanese Parl iament  a  few days  

ago,  which created a certain  amount  of  at ten t ion and discussion  on the  

Chinese  blogosphere and twi t tersphere,  that  there  were some very evocat ive 

comments  made essent ia l l y saying there are oppor tuni t ies  for  democrat ic  rule 

in  Hong Kong and Taiwan;  c learly they' re not  incompat ible with  Chinese 

cul ture;  why don ' t  we get  to  enjoy those r ights  ourselves?  

 So I couldn 't  give you an  exact  f igure of  the numbers  or  ev en  the 

kinds of  people who are crossing the border  to  part icipate .   But  I do  think  

there is  qui te  a  rea l  sense of  compari son  and of  what  people on the mainland 

don ' t  ge t  access  to .  

 COMMISSIONER BARTHOLOMEW:  And there  have been some 

interes t ing art icles  l ately about  people f rom the  mainland  and the  

publ icat ions that  they are buying when they come to Hong Kong .  Which  

raises  to  me an  in terest ing quest ion about  why the  Chinese government  i s  

tolerat ing th is  in  Hong Kong,  and a second piece  that  would go along with  

that  i s  what  l everage do the people  of  Hong Kong have in  order  to  be able  to  

maintain  the  openness  that  i s  current ly in  Hong Kong?  

 MS. EARP:  I  th ink  they' re  tolera t ing i t  in  part  because they have 

to .   It  would  just  be  too  chal lenging to  launch the kind of  crackdown that  

would  requi re closing off  those avenues of  informat ion .  When i t  comes  to  

sor t  of  black  market  publ icat ions ,  for  example ,  that  are get t ing into China 

from Hong Kong,  I don ' t  see  Chinese off icials  real ly that  concerned  about  

tha t  in  te rms  of  the bigger picture.  

 In  some ways ,  i t  even  kind  of  f i t s  in  wi th China 's  informat ion 

model ,  which  is  not  to  keep  everything out ,  but  jus t  to  keep  what 's  kind  of  a  

dissent ing viewpoin t  a t  a  manageable level .  

 In  terms of  resources  the  people in  Hong K ong have,  what  I  see  

them having i s  this  abi l i t y to  assemble that  is  missing on  the mainland .   

That 's  why Dr .  Richardson 's  assessment  is  so  s igni f icant  because  i f  tha t  i s  

something that  is  po tent ial l y going to  be  eroded,  then I think they' re  lef t  

wi th  much fewer opt ions.  

 DR.  RICHARDSON:   I  think the  changes that  Bei j ing may have 

at tempted to  ef fec t  in  Hong Kong,  the  ones that  have been  moderate ly 

successful ,  and I don 't  use that  t erm in  the  normat ive sense -- they' re  not  a  

good thing--have been  done extremel y gradual ly,  very quie t ly.   I  think when 

they rea l ly overstep  with things  l ike  the  proposed  pat r iot ic  educat ion 

program in the schools ,  and  there 's  such  a  remarkable push back  from the 

Hong Kong popula t ion,  i t ' s  a  reminder that  there are l imitat ions .  

 COMMISSIONER BARTHOLOMEW:  This  s tatement  that  

Chinese ,  tha t  Hong Kong off icial s  have made about  Occupy Central  

campaign  ending in  bloodshed i s  real ly very chi l l ing.   I  mean that  would 

change the character  and the nature  of  everything that  we 're  ta lking about .  

I 'm having a tough t ime bel iev ing that  somebody in  Hong Kong would say 

that  on his  or  her  own wi thout  get t ing some sort  of  s ignal  or  guidance f rom 

Bei j ing.  

 DR.  RICHARDSON:   It ' s  hard  to  know some of  these comments  
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ul t imate providence,  but  certainly for  a  place that ' s  had a  pol ice  presence 

and pol ice pract ices  that  have genera l ly been very t ransparent ,  very 

consis tent ,  very much in  keeping wi th internat ional  l aw,  even  just  a  

rhetorical  sh if t  I  think i s  qui te  jar r ing to  people .  For a  popula t ion that  

embraces  regular ly the  freedom of assembly,  the idea  that  res t r ict ions would  

be  put  on thi s  part icular  gathering in  response  to  a fai lure to  make progress  

on democrat ic  reforms,  I  think ,  i s  one of  the b ig issues  to  watch  in  the  

coming year .  

 COMMISSIONER BARTHOLO MEW:  Dr.  Richardson,  as  you 

were ta lking about  this  prior  permiss ion  regime,  I just  found mysel f  thinking 

about  the  protes ts  that  sprung up recent ly when Edward  Snowden was taking 

refuge there .   Do you have any idea i f  anybody got  prior  permission for  tho se 

protests?  

 DR.  RICHARDSON:   I 've  asked  my col leagues to  look into  that .   

I  don ' t  have a  c lear  answer to  that ,  but  I  would be  happy to  come back  to  

you.  

 COMMISSIONER BARTHOLOMEW:  And would  your 

presumption be  i f  there  was no pr ior  permission ,  tha t  this  would  not  have 

happened without  the government  a l lowing i t  to  happen?  

 DR.  RICHARDSON:   Unclear .  

 COMMISSIONER BARTHOLOMEW:  Okay.   Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Talent .  

 COMMISSIONER TALENT:  I  have a quest ion,  Ms.  Earp.   You 

referred to  this  before,  but  maybe you could  clar i fy,  or  Dr.  Richardson.   One 

of  the things  we know that  the mainland government  i s  concerned about  i s  

the ir  l egi t imacy wi th thei r  own people,  and that  i s  a  const ra int  on  the 

crackdowns there  a l though,  unfortunate ly,  no t  enough of  a  one.  

 So how do the  people on the mainland feel  about  l ibert ies  in  

Hong Kong?   In  other  words ,  how would they respond i f  there  were a sudden 

crackdown on the r ight  of  assembly in  Hong Kong?   Would  i t  engender a  

response  on the  mainland?   Would  they not  care?   Is  i t  someplace in  

between?  

 MS. EARP:  It  would be deeply shocking to  the  kinds of  people 

who are  engaged on  pol i t i cal  issues  in  China,  certainly because  of  the ro le  

that  Hong Kong current ly p lays  as  a  sor t  of  haven.  

 I  think for  the rest  of  the populat ion ,  i t ' s  a  l i t t l e  harder  to  assess  

how st rongly they feel  about  Hong Kong and how much they even  know 

about  what 's  d i f ferent  in  Hong Kong.  

 In  some ways ,  there 's  a  lot  of  interchange just  in  terms of  

popular  cul ture  between Hong Kong and th e  rest  of  China,  and there is  a  lot  

of  sort  of  awareness  of  how Hong Kong operates .  In  o ther  ways ,  for  people 

in  China who are not  pol i t i cal ly engaged,  who may see Hong Kong as  posing 

a chal lenge to  cent ral  author i t i es  in  the same way that  they view sort  o f  other  

out lying adminis t ra t ive  regions  or  provinces  as  somehow chal lenging sort  of  

Chinese  nat ional i sm,  there may not  be the  kind  of  support  f rom those people  

i f  Hong Kong were to  suffer  in  that  way.  
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 DR.  RICHARDSON:   I  can ' t  improve on that .  

 COMMISSIONER TALENT:  Thank you,  Mr.  Chai rman.  

 VICE CHAIRMAN SHEA:  A quest ion  about  Art icle  45,  the 

Universa l  Suff rage  Provis ion  of  the Bas ic Law, and as  I read i t  in  the  

brief ing book or  the  excerp t ,  i t  reminded me of  Iran a l i t t l e  bi t .  

 I t  says  here  that  the  ul t i mate  aim is  the select ion  of  the Chief  

Execut ive by universal  suff rage  upon nominat ion by a  broadly representat ive 

nominat ing commit tee in  accordance wi th democrat ic  procedures .  

 So what  I see  as  one  potent ial  ou tcome i s  what  you have in  Iran,  

where  you have three or  four candidates  who are acceptable ,  broadly 

acceptable ,  to  the  Ayatol lahs ,  and  then you put  them up for  universal  

suff rage.   Am I r ight  to  be a  l i t t le  bi t  concerned  about  that ,  or  is  that  where 

you th ink  th is  might  head i f  the Chinese  author i t i es  move forward  with  

providing universal  suff rage?  

 DR.  RICHARDSON:   I  can ' t  speak to  the Iran part  of  the 

quest ion ,  but  the principle certainly makes sense.   Look,  th is  is  the  concern  

about ,  f i rs t  o f  al l ,  the  current  process  s ince  c learly the  way the grou p of  

people who current ly e lec t  the Chief  Execut ive essent ial l y funct ion,  they are  

chosen  for  the ir  perceived  pol i t ical  loyal ty to  then amongst  themselves  

choose  the Chief  Execut ive.  

 And to the  ex tent  that  s t ra tegies  for  a  nominat ing commit tee have 

been  ar t iculated ,  and th is  is  al l  s t i l l  qu i te  murky .   It  l eaves open precisely 

that  quest ion  that  wi l l  the  nominators  themselves  be so  eas i ly cont rol led that  

the  only people who are al lowed to s tand are  ef fec t ively preselected  vet ted 

candidates  who are acceptabl e  to  Bei j ing .   Recent  remarks  by senior  Chinese 

off icials  have suggested that  that  would  be the  case,  that  these decis ions  wil l  

be  made on  the basi s  of  people 's  sense  of  pat r io t ism and nat ional i sm,  and  by 

that ,  they don ' t  mean being pat r io t ic  Chinese peopl e or  lovers  of  Chinese  

cul ture.   They mean feal ty to  the  Chinese  Communist  Party.  

 MS.  EARP:  I  would just  add as  a  point  of  compar ison to  that ,  

when I s tudy the way that  the  word "democracy" is  censored in  China,  those 

cont rols  were relaxed in  2005 around  the same t ime that  a  government  whi te  

paper  began defin ing democracy as  the Chinese  Communist  Party rul ing on 

behalf  of  the people .   So I think that ' s  an in teres t ing poin t  of  comparison.  

 VICE CHAIRMAN SHEA:  Two quest ions .  If  the  process  

unfolded this  wa y,  where  you had  sort  of  a  r igged system, where  you had  

people put  up for  e lect ion who are precleared and then put  up for  universal  

suff rage,  what  would be the react ion wi thin  the  Hong Kong populat ion to  

that  k ind of  process?   Can you speculate about  tha t?  

 And,  secondly,  what  can  the  United  States  do?   I  mean you 

ment ioned,  Dr .  Richardson,  tha t  we ought  to  be  saying th is  is  a  hard 

deadl ine ,  this  is  something the internat ional  community expects  to  happen.   

What  can the United  Sta tes  do to  ensure that  an  ele c t ion occurs  in  2017 that  

meets ,  broadly speaking,  democrat ic  s tandards?  

 DR.  RICHARDSON:   Well ,  quickly,  on  the  second point ,  I  think  

s imply s tat ing that  expectat ion,  that  thi s  t ime period between 1997 and 2017,  



116 
 

tha t  the  United States '  expectat ion has  bee n  over  that  t ime,  there  would be a 

move progress ively towards universal  suff rage ,  not  l eaving i t  unt i l  the very 

las t  minute  wi thout  a  clear  p lan to  go  forward .  The expectat ion is  that  those 

elect ions  wi l l  t ake p lace in  conformity with  internat ional  s tandar ds.  

 VICE CHAIRMAN SHEA:  And the  Uni ted  States  has  not  made 

that  clear  to  date?  

 DR.  RICHARDSON:   It  does  periodical ly.   I  mean that  is  the 

U.S . '  posi t ion,  but  i t 's  one that  I  think  now tends to  get  ar t iculated only as  a  

react ive mat ter ,  not  as  a  proact iv e one,  and I think this  is  a  rea l ly good t ime 

to be  proact ive .   We needn ' t  ge t  into  al l  the  detai l s  of  the  process ,  bu t  

essent ial l y i t  i s  such that  between October and January,  the  Chief  Execut ive 

is  expected to  give another  pol icy address  in  which  th is  is sue  speci f ical ly 

wil l  be addressed .   

 And that  was why there was so  much concern when i t  was  not  

addressed in  the one January of  this  year .   So  that ' s  one  answer .   I  mean i t 's  

very di f f icul t ,  I  think,  to  speculate  about  the future,  bu t  I  th ink the broad  

expectat ion amongst  people  in  Hong Kong i s  that  governance there  wi l l  

become progressively more democrat ic .  

 And i f  you  go back and read some of  the press ,  for  example ,  

around the establ i shment  of  these  super  seats ,  which were  meant  c learly to  

sor t  of  soften  some of  the oppos i t ion to  retaining cer ta in kinds  of  

const i tuencies  that  had l imited  part icipat ion,  logical ly,  you  might  think give  

people more seats ,  give people  more opportuni t ies  to  part ic ipate ,  and thei r  

frust rat ion  over the other  i ssues  wil l  l essen.   I  don ' t  think i t  necessar i l y had  

that  effect  a t  al l .  

 I  think the addi t ion  of  those seats  was seen as  a  ploy,  as  sor t  of  a  

way of  lowering expectat ions ,  of  giving people something el se  as  opposed  to  

actual  progress  towards  ful ly universal  suff rage.  

 MS.  EARP:  And just  to - -  

 VICE CHAIRMAN SHEA:  About  my f i rs t  quest ion --my fi rs t  

quest ion ,  do you have?  

 MS. EARP:  Yeah,  just  to  very br ief ly address  the potent ial  

react ion  in  Hong Kong.   A lot  of  ex tremely engaged journal is ts ,  engaged 

pol i t ical  observers  in  H ong Kong,  would not  take this  l ying down,  but  thi s  i s  

one of  the reasons  why I 'm part icularly concerned to  note  the  role of  the  

Bei j ing Lia ison Office in  the run -up to  the  Chief  Execut ive elect ions .   They 

had examples  where ,  for  example,  a  commentator  wrot e  an  art icle  basical ly 

saying that  nei ther  candidate was  real ly a l l  that  hot ,  and when i t  came out  in  

print ,  i t  had  been  sort  of  edi ted to  lean  towards  the  candidate who eventual ly 

won.  

 And so i t ' s  not  qui te  clear  whether  that  was at  the newspaper 

level ,  whether  that  was th e Liaison Off ice cal l ing i t  in .  What  you 're  seeing is  

these people who would  object  are  potent ial l y having their  voices  

manipula ted or  o therwise rest r icted  so that  that  message would not  be  heard 

by the broader  populat ion .  

 VICE CHAIRMAN SHEA:  Thank you.  
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 Commissioner  Wessel .  

 COMMISSIONER WESSEL:   Thank you.    

 Over sometime we have been periodical ly looking at  the 

Confucius  Inst i tutes  here  in  the United  States  which  have been on  the  r i se.   

I 'd  be  interested in  your thoughts ,  i f  any,  ab out  the  role of  those  Inst i tutes ,  

and what  the curr iculum might  or  might  not  be  with  regard  to  the Hong Kong 

issues?   

 Do you have any idea whether ,  as  par t  of  that  curr iculum and 

teachings ,  the problems in  Hong Kong are being rai sed,  and  the r i sks  and  

oppor tuni t ies  that  might  ar i se?  

 MS. EARP:  I  ac tual ly don ' t ,  but  I  would be very interested  to  

look  into  that  fur ther .  

 COMMISSIONER WESSEL:   Okay.   If  you hear  anything,  please  

let  us  know.  

 MS. EARP:  Yes .  

 COMMISSIONER WESSEL:   Dr.  Richardson?  

 DR.  RICHARDSON:   I  can ' t  speak to  the speci f ics  about  the 

curr iculum.   I  haven ' t  looked at  a l l  the Confucius  Inst i tutes  and other  

Chinese  government  funded programs systematica l ly.   I  think i t  seems c lear  

tha t  some of  them are h ighly problemat ic and c learly come wit h  fa i r l y 

shocking expectat ions about  what  wil l  be taught  and how.   Some of  them 

str ike me as  being completely unproblematic ,  and we 're in  a t ime when 

funding for  language programs in  the  United States  i s  on  decl ine ,  and i t ' s  a  

l i t t l e  hard to  argue against  the ones  that  are unproblemat ic .  

 But  i t  may be worth  not ing,  I  think  i t  was  las t  month ,  three 

Canadian univers i t i es  decided  to  ef fect ively sever  t i es  to  Confucius  

Ins t i tutes  because they fe l t  that  they were  much too aggressive in  demanding 

cer ta in kinds  o f  curr icular  concessions and the  voicing of  certain  kinds  of  

pol i t ical  v iews .   So clear ly some of  them cont inue to  be problematic.  

 COMMISSIONER WESSEL:   If  you  hear  anything e lse --again ,  

this  is  going to  be  a  long - term i ssue that  we look at - -as  to  any int ervent ion,  

any sel f -censorship,  any of  the  various  other  things that  might  influence  

at t i tudes on this  is sue ,  we 'd  be interested .  

 DR.  RICHARDSON:   Of  course .   I  think  academic  f reedom,  

broadly speaking--which i t 's  not  a  black  le t ter  is sue under  internat io nal  l aw--

we consider  i t  a  sub -set  of  the  freedom of  express ion .   But  I think both for  

Chinese  government -funded programs here  and  for  American,  European,  

Aus tral ian inst i tut ions that  are t rying to  run programs or  set  up  campuses in  

China,  there i s  a  lot  to  look at  in  terms  of  res t r ic t ions imposed,  res t r ict ions 

agreed,  res t r ict ions  assumed,  what  people think  they need  to  do in  order  to  

get  permission to  teach there .  

 COMMISSIONER WESSEL:   Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Bartholomew.  

 COMMISSIONER BARTHOLOMEW:  Thanks .  

 Several  of  us  are  going to  be in  Hong Kong for  a  few days  wi th in  

the  next  few months ,  so I ask,  i f  you  are  wil l ing,  to  please talk  to  our  s taf f  
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about  some of  the i ssues  you think we real ly need  to  be rais ing in  meet ings .    

 I  want  to  bui ld  off  of  Dennis '  quest ion about  universal  suff rage 

and how i t  could unfold .   Dr .  Richardson,  please  talk about  examples  of  how 

Bei j ing has  al ready ei ther  t r ied or  succeeded in  influencing elect ions  in  

Hong Kong?  

 DR.  RICHARDSON:   I  think i t ' s  every th ing f rom discouraging 

cer ta in kinds  of  part icipat ion,  both in  the popular  sense but  also with respect  

to  the  k inds of  people who decide to  run for  of f ice.   It ' s  about  the process  

and what  opportuni t ies  i t  a f fords .   I  think i t 's  about  s ignal ing what  kind  of  

candidates  wi l l  be most  acceptable and  l ikely to  be  able to  act  in  the best  

interes ts  of  Hong Kong,  as  those are perceived  by Bei j ing.   It ' s ,  I  mean 

dissertat ions  could  be ,  tomes could be  wri t ten  on  this  subject ,  which  is  not  to  

say that  the  Chinese  gov ernment  I th ink  feels  compel led to  t ry to  control  al l  

aspects  of  al l  elect ions .   

 Lots  of  pol i t i cs  in  Hong Kong,  as  is  the case al l  over  the  world ,  

remain  qui te local .   And I think at  the d is t r ic t  l evel ,  there  i s  not  a  great  deal  

of  inter ference.   I  think  i t  real ly does  tend to  be  at  the LegCo and up level .   

But  the rhetor ic  and  the suggest ions that  someone el se in  Bei j ing wil l  

cont inue to  decide what 's  possib le  as  opposed to  leaving i t  to  the views of  

people in  Hong Kong and the  people who should be ful ly enfranchised to  

vote equal ly i s  alarming to  people.  

 MS.  EARP:  I  concur.  

 COMMISSIONER BARTHOLOMEW:  Great .   Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner Tobin.  

 COMMISSIONER TOBIN:   Thank you.  

 You can count  on the fact  that  I  wi l l  s i t  down with Commiss ioner 

Bartholomew and learn more.   A couple  of  us  are  new to the Commission ,  

and so today's  gathering i s  an  opportuni ty for  me to  read the support ive 

material  and hear  your tes t imony.   I  come with a  business  background,  and 

that 's  why I was commenting on  the power  of  your  s tat i s t i cs .  

 I  would  encourage you,  Ms.  Earp,  to  think about  the  two points  

in  t ime that  you  gave numbers  for ,  and  consider  looking back  maybe f ive 

years  before  1997 to see the h is tor ical  pat tern,  i f  you were  in  fact  moni toring 

then.   The second  thought  I want  to  share i s  s ince Hong Kong was  par t  

of  the ex tended Bri t ish Empire ,  to  what  ex tent  today i s  Bri tain  paying 

at ten t ion as  i t  converses  wi th  your  organizat ion  and looks a t  Hong Kong?   

What  are you each seeing,  and  where wi thin  thei r  gov ernment ,  i f  at  al l ,  a re 

they doing the kind of  dialogue that  you  were  encouraging?  

 MS. EARP:  So,  unfortunately,  Freedom House data doesn 't  

s t retch  back  qui te that  far ,  but  I  agree  i t  would be  very interest ing to  kind of  

observe a  longer - term development  of  the  t rends that  we 're  talking about .  

 In  terms of  the  Bri t i sh government ,  I  can 't  speak  to  speci f ics  

because  I,  despi te  my accent ,  I  have not  been in  communicat ion  with  them on 

this  issue specif ical ly .  What  I would  say is  that  of f icials  in  the UK often feel  

cer ta in sensi t iv i ty to  in tervening in  Hong Kong in  a  way that  in  the U.S . ,  the  

U.S .  doesn ' t  have that  his tory,  and so should  feel  more empowered to  push 
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Hong Kong in  the  r ight  di rec t ion than maybe some people  in  the UK are  able 

to .  

 COMMISSIONER TOBIN :   So as  far  as  you know, there 's  not  

much conversat ion  going on  wi th,  in  d iplomatic  ways  with China?    

 MS.  EARP:  There 's  def ini tely not  enough speci f ic  to  Hong Kong 

given  the  hi s torical  relat ionship .   I  think that  there might  be reasons for  that .   

There  should be more.  

 DR.  RICHARDSON:   My experience  working wi th the Bri t i sh 

government  on  China and human r ights  issues  general ly i s  that  the  analys ts  

and the  qual i t y of  research and the knowledge of  everything from individual  

cases  to  very byzant ine  legal  i s sues  is  except ional .   They're  very,  very 

sophis t icated analys ts  of  pol i t i cal  t rends.  

 Tragical ly,  tha t  does not  seem to  feed into robust  dip lomacy,  and 

I do think there  is  sort  of  a  unique neuralgia  when i t  comes  to  Hong Kong 

that  produces  precisely the  w rong ef fect ,  which  is  that  they' re actual ly less  

l ikely to  speak up about  i t .   But  that  is  also consis tent  with  our cr i t ique  of  

them China-wide.   I 'd  be happy to  share  with you a submiss ion that  we jus t  

did to  the Foreign  Affai rs  Commission on Human Rights  in  UK-China Pol icy,  

and that  essent ial l y the  assessment  is  qui te  good,  and that  i t ' s  not  put  to  good 

publ ic  consis tent  use in  expressing concern.  

 COMMISSIONER TOBIN:   I  would  very much welcome that .  

 DR.  RICHARDSON:   Be happy to.  

 COMMISSIONER TOBIN:   Th ank you.  

 VICE CHAIRMAN SHEA:  Commissioner Slane .  

 COMMISSIONER SLANE:   Maybe you could  confi rm my 

feel ings here .   My sense  is  that  Hong Kong is  real ly cr i t i ca l  to  main land  

China as  the  ent i t y ex is ts  today for  a  number of  commercia l ,  economic  

reasons,  and  th is  res t rains  Bei j ing f rom pushing too hard .  

 And while  I th ink  that  there 's  a  l ine  in  the  sand that  they' re  not  

going to  le t  people cross ,  bu t  there 's  a  cer ta in safety net  here.   I  mean would 

you agree  with  that?  

 MS. EARP:  I  would say that  the  Communi st  Party a lways  has  a  

l i t t l e  l ess  influence  where  i t ' s  ta lking about  a  very large  and  successfu l  

economic  ent i t y than i t  does  when i t ' s  deal ing with an  ent i rely sor t  of  s tate -

owned inst i tut ion .   So Hong Kong represents  those kinds of  interests ,  those  

kinds  of  business  in terests ,  and in  that  sense ,  you  can ta lk about  the  

conversat ion sort  of  going both  ways .   I t 's  not  al l  Bei j ing to  Hong Kong.   

There  are some cases  where  Hong Kong's  f reedoms are something that  are  

necessary for  i t  to  cont inue opera t ing the w ay i t  does ,  and i t  does  have 

resources  to  kind  of  channel  back  into China.  

 That  sa id ,  what  we 're seeing overal l  i s  a  t rend for  the  Chinese  

authori t ies  to  remain involved  but  do so in  a less  obvious,  more  behind  the  

scenes way.   So I can see how i t  would b e  very easy for  any sort  of  potent ial  

inf luence that  Hong Kong has  to  gradual ly erode in  ways  that  are not  obvious  

to  outs iders ,  and  we may cont inue bel ieving that  they represent  a  

counterweight  to  Bei j ing,  whereas ,  in  fact ,  Bei j ing has  been  encroaching on  
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tha t  over  t ime.  

 DR.  RICHARDSON:   It ' s  a  hard quest ion to  answer.   I  guess  the  

way I would think about  i t  i s  more to  wonder what  in  1997 Hong Kong's  GDP 

was as  a  percentage  of  the  main land 's  as  opposed to  what  those f igures  would 

be  now.  I  mean 20 years  ago ,  Hong Kong real ly was much more  of  the 

golden goose for  the mainland,  and  i t ' s  less  so now that  there is  so much 

more  di rect  inves tment  going into  the  main land  and  enormous aff luence in  

other  mainland  coas tal  c i t i es .  

 I  do s t i l l  think i t  has  a unique r ole  that  in  some ways ,  or  a  

unique prof i le  tha t  in  some ways  the  Par ty qui te  values ,  and is  probably 

loath to  t inker  too much with i t ,  but  i t ' s  not ,  I  th ink ,  the f inancia l  mothership  

that  i t  once  was,  and i t ' s  a  l i t t le  b i t  l ess  impor tant  in  that  sense.  

 VICE CHAIRMAN SHEA:  Commissioner Talent .  

 COMMISSIONER TALENT:  Just  t ake a  minute and describe 

more  about  how self -censorship  with the  press  works ,  and  why they' re doing 

i t .   Is  i t  jus t  because of  a  sense that  things  are dr i f t ing in  a  di rec t ion,  and  i f  

you ' re  in  the  press ,  you  know, you ought  to  t r im your  sai l s ,  or  are there  

concrete things  that  they' re  af raid  of  i f  they don 't  sel f -censor  or  concrete  

things they get  i f  they do?  

 MS. EARP:  I  should just  preface this  by saying sel f -censorship  

is  one of  the hardes t  things to  measure  because  there are no  outward s igns .   

Having sa id  that ,  there  is  a  defini te  sense  that  you are r isking your  

l ivel ihood i f  you  talk about  certain  issues ,  and there are concrete cases  that  

we can point  to  where we don ' t  know 100 perce nt  that  someone lost  thei r  job  

because  of  something that  they were  wi l l ing to  publ i sh .   We do  know that ,  

for  example,  a  very prominent  Chinese  journal i s t  who used to  operate in  

Guangzhou and then  was  forced to  leave  China  because  of  fear  of  ar rest  and 

subsequent ly ended up in  Europe,  and  has  been t rying to  ge t  a  vi sa to  return  

to  Hong Kong and work  there,  hasn ' t  been able to  get  a  visa,  has  been  

working remotely,  you know, eventual ly  res igned.  

 That  is  a  s ign of  the  sort  of  worst -case scenario  that  I  th ink  Hong 

Kong journal is t s  look to  and think while I might  not  get  thrown in pri son ,  

but  I  might  not  have a  job,  and  I might  not  be ab le  to  cont inue in  this  

profession.    

 When you talk  about  Hong Kong journal is ts  going into  China  to  

report ,  which i s  also somet hing that  is  worth  remembering,  they' re  in  th is  

sor t  of  s l ight ly gray area between internat ional  reporters  and local  Chinese 

press .   There  are sometimes more  concrete examples  of  physical  at tacks .   So 

those  are the sorts  of  fears  tha t  people have.   It ' s  no t  al l  sel f -censorship.   

There  is  a lso  phone cal ls  made by the  Bei j ing Liai son Office di rect  to  

owners ,  di rect  to  publ ishers ,  di rect  to  edi tors  saying,  you  know, pul l  this  

s tory.  

 So there 's  sort  of  a  broad spect rum of ways  that  i t  mani fes ts .   I  

think I would  point  again to  the South  China Morning Post  as  being 

somewhere  that  we have viewed as  sort  of  very much above those  kinds  of  

pet ty concerns .   So when you have someone who used to  work for  China  
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Daily s tepping in ,  when you have s taffers  accusing him of p ul l ing thei r  

s tories ,  that ' s  a  s ign  that  i t ' s  get t ing to  a sort  of  much higher level .  

 VICE CHAIRMAN SHEA:  Commissioner Bartholomew.  

 COMMISSIONER BARTHOLOMEW:  Thanks .  

 Just  when I think  I 've  run  out  of  quest ions ,  somebody asks one 

that  raises  another  one .   Is  there any interact ion  between sort  of  Hong Kong -

based journal is ts  and main land  Chinese journal i s ts  in  the  main land  as  we 're 

seeing some examples  of  some of  the  main land  journal is ts  doing more  

invest igat ive  report ing in  some of  the  scandals ,  food saf ety,  things l ike that?   

Are  there lessons learned?   I  mean is  there  informat ion or  tools  or  how to do  

this  being shared back  and  forth  a t  al l?  

 MS. EARP:  There 's  def ini tely a  lot  of  interact ion,  and  

t radi t ional ly Hong Kong has  been a place where  main land  journal i s ts  can 

publ ish  s tories  that  they won 't  get  out  on the  main land .   I  mean that ' s  been 

going on  for  years .    

 To the ex tent  that  some journal i s ts  in  China have even been  

imprisoned on  the  basi s  of  things that  they publ ished under  a  di f ferent  name 

out  of  the  Hong Kong newspaper or  magazine ,  i t 's  hard  to  poin t  to  again sort  

of  any di f ferences  or  changes  in  that  t rend .   I  would  say that  when 

journal i s ts  f rom Hong Kong and f rom Taiwan go  into China ,  they' re  in  this  

kind  of  very d i ff icu l t  posi t ion  because  they look ethnic Chinese  so they' re  

not  af forded the  kind of  whether  i t ' s  respect  or  whether  i t ' s  l ike excessive 

survei l lance  that  you get ,   i f  you ' re  obvious ly an internat ional  journal i s t .  

 So they do tend  to  get  pushed  around.   They tend  to  get  

s idel ined .   They're  in  a s l ight ly less  s t rong posi t ion  than thei r  co l leagues  

who have worked domest ica l ly and  just  kind  of  know a l i t t l e  bi t  more about  

the  ac tors  that  they' re deal ing wi th .  

 COMMISSIONER BARTHOLOMEW:  Thank you.  

 VICE CHAIRMAN SHEA:  Commissioner T obin.  

 COMMISSIONER TOBIN:   Just  because  you 've  both  spoken 

about  the  recent  elect ion and  the new Chief  Execut ive  and  i t 's  coming to be a 

cr i t i cal  t ime,  a  run  toward a  cr i t i ca l  t ime,  what 's  the  sense  of  thi s  new leader  

and h is  ef fec t  on the assembly f reedo ms and the  press  f reedoms?  

 DR.  RICHARDSON:   I  can ' t  say that  I 've got  a  t err ibly wel l -

developed view on  him,  in  part icular ,  and I honest ly can ' t  even think of  

remarks that ,  speci f ic  remarks  that  he 's  made about  ei ther  of  these i ssues .   

I t ' s  an  in terest ing  d imension of  Hong Kong that  many of  these changes  have 

been  talked about  in  terms of  legal  reforms or  a  tweak to a regulat ion there  

rather  than in  terms  of  a  part icular  l eader changing a  par t icular  l aw.   But  i t  

tends  to  be a  very bureaucrat ic  or  l egis lat i ve  di scussion.  

 Would  one necessar i l y want  to  re ly on  him as  the  person to  carry 

the  torch  for  universal  suff rage?   I  can ' t  say that  i f  you  put  the quest ion that  

way,  that  we 've seen what  we would  want  to  see.   He 's  not  s taked out  an  

unambiguous pro -universal  suff rage pos i t ion .  

 COMMISSIONER BARTHOLOMEW:  Can I  get  some 

clari f icat ion?   Katherine,  were you ask ing about  the  Hong Kong Chief  
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Execut ive,  not  about  Xi  J inping?  

 COMMISSIONER TOBIN:   The Hong Kong  chief  execut ive .   

 COMMISSIONER BARTHOLOMEW:  Okay.   Yes.  

 DR.  RICHARDSON:   That 's  what  I  assumed.  

 COMMISSIONER TOBIN:   Yes.    

 COMMISSIONER BARTHOLOMEW:  Okay.  

 MS. EARP:  I  would just  add to  that ,  we have one example of  

Leung sending le t ters  to  newspapers  in  Apri l  and  May 2012 object ing to  thei r  

cr i t i cal  repor t ing,  but  tha t 's ,  you  know,  i t ' s  ear ly days ,  I  th ink,  to  take  that  

as  a  s ign  of  a  posi t ion in  one respect  or  another .  

 COMMISSIONER TOBIN:   And how long i s  that  t e rm?   Do you 

know?  

 DR.  RICHARDSON:   It ' s  f ive  years ,  I  bel ieve .  

 MS.  EARP:  Yeah.  

 DR.  RICHARDSON:   Yeah.   '97 to  2003.   2008 to 2013.  

 COMMISSIONER TOBIN:   So i t ' s  a  key t ime for  that  reason,  

too.  

 DR.  RICHARDSON:   Yes.  

 COMMISSIONER TOBIN:   Thank you.  

 VICE CHAIRMAN SHEA:  I  guess  I ' l l  c lose i t  up with a couple 

of  quest ions .   One,  about  a  year  ago,  there  was a f lur ry of  s tor ies ,  news 

s tories ,  about  tens ion between Hong Kongers  and people  f rom the  mainland  

coming to Hong Kong to give  bi r th  to  thei r  chi ldren,  to  take over Hong 

Kong,  use  Hong Kong services .   There ' s  a  professor at  Bei j ing who cal led 

people in  Hong Kong a bad name,  and that  got  a  lot  of  at tent ion.   What  is  the 

s ta te  of  the people -to-people  relat ions between Hong Kong and the  

mainland?   That 's  the f i rs t  quest ion.  

 Then the second quest ion I guess  is  for  Dr .  Richardson.   What  is  

happening with  Liu Xiaobao?   Could you update us  on  that  case?    

 MS.  EARP:  So as  I ment ioned earl ier ,  i t 's  hard to  real ly 

general ize about  the  ent i rety of  people  in  China and thei r  be l iefs  about  

people in  Hong Kong.   I  would say that  the  services  issue i s  very much on  

the  radar  in  China.   I  know this  from my research into Internet  access .   It ' s  

very wel l -known in mainland  China that  Hong Kong Internet  access  is  s t reets  

ahead  of  the kind of  access  that  you get  even  in  major  ci t i es  in  China .  

 And there i s  a  lot  of  f rust ra t ion.   People ,  having pages taking 

ages  to  load and then they see these f igures  in  Hong Kong,  which  has  some 

of  the highest  speeds in  the  wor ld,  and i t 's  cons iderably cheaper.   So  that 's  

an  example  that  I 've  seen of  people in  China .   There  is  some content ion 

between jus t  regular  Chinese people and  Hong Kong Chinese people ,  but  

there is  al so  thi s  sense of  kind of  why do they get  al l  these  great  th ings,  and  

I don ' t  ge t  them here?  

 DR.  RICHARDSON:   On the quest ion  about  Liu Xiaobo,  he i s  

now four  years  into  an  11 -year  sentence  he 's  serving in  a  pr ison  in  the  

northeastern  part  of  the country.  

 The most  recent  developments  around his  wife ,  Liu  Xia ,  who has  
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been held under ludicrously legal ly baseless  house  ar rest  s ince the Prize was 

announced in October of  2010,  was recent ly brief ly a l lowed out  to  at tend the 

t r ial  of  her  brother  who had been  al leged to  have commit ted  certain  kinds of  

business  f raud,  was  somewhat  unsurpris ingly found gui l t y,  but  given an  

ex traordinary 11 -year  sentence h imsel f  on those  charges .   She has  on  that  

occasion  and  on one other  when she was  al lowed out  essent ial l y said to  the 

press  and diplomats  that  she 's  not  f ree,  tha t  she i s  being held against  her  

wil l ,  that  she wishes to  be able to  communicate.  

 There  are a  couple of  points  on the hor izon.   At  least  t echnical ly 

speaking,  Liu Xiaobo could  be el igib le  for  parole next  summer.   We were 

s tunned and  horri f ied when the heads  of  the European Union on the occasion  

of  accept ing their  Nobel  Prize in  Oslo fai led  to  ment ion h im by name,  which  

s t ruck us  as  being a  remarkably cowardly thing to  do,  even  by EU standards .   

They're  not  known for  vigorous human r ights  d iplomacy.  

 But  I think absent  ongoing in ternat ional  pressure in  his  case ,  and  

the  case of  hi s  wi fe ,  he 's  got  another  seven years  to  go .  

 VICE CHAIRMAN SHEA:  Well ,  that ' s  a  sad  note  to  end on,  but  

we want  to  thank both of  our  wi tnesses  for  thei r  i l luminat ing tes t imony,  and 

I ca l l  the hearing to  a  conclusion .  

 [Whereupon,  at  2:18  p.m. ,  the  hear ing was  adjourn 


