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Enterprises in China Allowed to Borrow More Money from Abroad

Against the backdrop of recent measures to control capital outflows from the country, the PBoC
increased the upper limit of financing from abroad. This move of the regulator gives enterprises in
China more room to procure financing from outside China. The new policy offers a more
generous alternative to the “borrowing gap model” formerly applicable to foreign-invested
enterprises in China.

On January 11, 2017, the People’s Bank of China (“PBoC”) issued its Circular on Issues
concerning the Overall Macro-prudential Management System for Cross-border Financing
(P E N RAAT IR T4 DA SR v 22 W i A A S FH @ %&)  (“Circular 2017”), which
came into force on the same day and replaces PBoC’s previous Circular on the Nationwide
Implementation of the Overall Macro-prudential Management System for Cross-border
Financing (H[E N AT T7E 4 BVl A SLil 4 D2 5 B fh ot 22 W e T # @ A1)
effective as of May 2016 (“Circular 2016”). Compared to Circular 2016, Circular 2017 is
aimed at adhering to the current policy of “expanding capital inflow” by further loosening the

cross-border financing for enterprises and banks.

In simple words:

e The upper limit for financing from abroad has been increased from one time an
enterprise's net assets to two times the enterprise's net assets. This means
enterprises in China (including domestic enterprises and foreign-invested enterprises)
may take out loans from abroad ("foreign debt"), either in RMB or a foreign currency,

in an amount twice as high as that under Circular 2016.

e Foreign-invested enterprises may choose within a 1-year transition period whether to
use the old “borrowing gap” rule (registered total investment minus registered capital

= permissible foreign debt of FIE) or the new model under Circular 2017.



The following table provides an overview of major changes newly introduced by Circular

2017 in comparison to Circular 2016:

Issues

Circular 2016

Circular 2017

Who does the
Circular apply to?

= Enterprises (excluding
government financing vehicles
and real estate enterprises)
and financial institutions
incorporated within the
territory of China

= Same as Circular 2016; and

= Additionally, Circular 2017
expressly applies to the
branches of foreign banks
(including from HK, Macao and
Taiwan) in China

How to calculate
the cross-border
financing cap?

= Cap = Capital/Assets *
Leverage Ratio * Macro-
prudential Adjustment
Parameter

= Capital/Assets equals the net
assets for non-financial
enterprises

= Macro-prudential Adjustment
Parameter for enterprises: 1

= Formula same as Circular
2016;

= Macro-prudential Adjustment
Parameter for enterprises: 2

Which options are
available for
foreign-invested
enterprises?

= To choose between:

v’ the existing cross-border
financing model (i.e.
borrowing gap model for
FIEs), or

v" the model under Circular 2016

= No transition period defined

= To choose between:

v the existing cross-border
financing model, or

v the model under Circular 2017

= Transition period defined as
one year commencing from
January 11, 2017;

= After the transition period, the
administration model for FIEs
will be determined by PBoC
and SAFE
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Taylor Wessing is a full service law firm with over 1,200 lawyers in 33 offices in Europe, the
Middle East and Asia, including three offices in China (Beijing, Shanghai and Hong Kong). For
more information please visit www.taylorwessing.com.

This article is only intended for an exchange of ideas. It shall not constitute any legal advice or
analysis by its author(s), Taylor Wessing or any of its partners, members, employees or
individuals working for Taylor Wessing. It does not constitute any client relationship of the
recipient with Taylor Wessing or any of the aforesaid. Each recipient shall continue to be
exclusively liable for his/her own acts and any consequences thereof, and there shall be no
recourse to Taylor Wessing or any partner, member or employee of, or individual working for
Taylor Wessing based on this article.

For any legal advice or other expert opinion on any specific or general matter, please refer to
qualified professionals for legal assistance.
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Diese Nachricht (inklusive aller Anhange) ist vertraulich. Sie darf ausschlie3lich durch den
vorgesehenen Empfanger und Adressaten gelesen, kopiert oder genutzt werden. Sollten Sie diese
Nachricht versehentlich erhalten haben, bitten wir, den Absender (durch Antwort-E-Mail) hiervon
unverzuglich zu informieren und die Nachricht zu I6dschen. Jede unerlaubte Nutzung oder
Weitergabe des Inhalts dieser Nachricht, sei es vollstédndig oder teilweise, ist unzulassig. Bitte
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Berlin, Bratislava, Brinn, Brussel, Budapest, Cambridge, Dubai, Dusseldorf, Eindhoven, Frankfurt,
Hamburg, Hanoi, Ho Chi Minh City, Hong Kong, Jakarta, Jeddah, Kiew, Klagenfurt, London,
London Tech City, Miinchen, Paris, Prag, Riad, Singapur, Seoul, Warschau und Wien téatig sowie
mit einer Reprasentanz in New York, Menlo Park, Peking und Shanghai vertreten.

This message (including any attachments) is confidential and may be privileged. It may be read,
copied and used only by the intended recipient. If you have received it in error please contact the
sender (by return E-Mail) immediately and delete this message. Any unauthorised use or
dissemination of this message in whole or in part is strictly prohibited. Please note that, for
organisational reasons, the personal E-Mail address of the sender is not available for matters
subject to a deadline. Please send, therefore, matters subject to deadline exclusively by mail or by
fax. We operate in combination with our national partnership in Amsterdam, Berlin, Bratislava, Brno,
Brussels, Budapest, Cambridge, Dubai, Dusseldorf, Eindhoven, Frankfurt, Hamburg, Hanoi, Ho Chi
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Menlo Park, Beijing and Shanghai.



