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People’s Bank of China simplifies the procedures for cross-border
RMB settlement and removes approval requirement for outbound
lending in RMB

On July 5, 2013, the People’s Bank of China (PBOC) issued the Circular on Simplifying the Procedures for

Cross-border RMB Business and Improving the Relevant Policies (Yinfa [2013] No. 168; hereinafter referred to

as “Circular No. 168™), with immediate effect. The key provisions of the Circular are intended to promote the
liberalization of capital account transactions and the internationalization of the RMB, including the simplification

of the procedures for cross-border RMB settlements under the current account and the removal of the

approval requirement for outbound lending in RMB.

O Simplification of RMB settlement procedures extended nationwide
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domestic enterprises except those included on the
“priority attention list of enterprises that engage in RMB settlement of goods exports,” PBOC branchs introduced

various measures in an attempt to simplify the relevant procedures’.

! In Shanghai, for example, banks selected enterprises to pilot the simplified procedures on the basis of the criteria laid down by the PBOC,
processing direct settlements only with the submission of a “Receipt/Payment Explanation for Cross-border RMB Settlement,” and undertaking
ex-post reviews on a periodic basis.
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With the promulgation of Circular No. 168, these simplified procedures are standardized across the nation. All
domestic enterprises, with the exception of those on the priority attention list, may execute cross-border RMB

settlements subject to the presentation of a business voucher (e.g., an import/export agreement, the relevant

customs declaration, etc.) or a “Receipt/Payment Explanation for Cross-border RMB Settlement” to their

bank (Article 1, Paragraph 1). The priority attention list was updated to coincide with the publication of Circular
No. 168, with the number of listed enterprises increasing to 12,120 from 9,502 the previous year. Enterprises on
the priority attention list are able to execute cross-border RMB settlements, but such transactions are subject to
more rigorous scrutiny. It should be noted that listed enterprises are not permitted to retain their RMB export

proceeds overseas (Circular No. 23, Article 4).

Selection criteria for inclusion

on the “priority attention list of enterprises that engage in RMB settlement of goods exports”

v" Having committed such acts as export tax rebate fraud, tax evasion, falsifying VAT invoice or receiving a falsified
VAT invoice in the previous two years;

v Having been put on file for investigation by taxation and public security authorities due to suspicion of tax evasion,
export tax rebate fraud, falsifying VAT invoice or receiving a falsified VAT invoice in the previous two years;

v Having engaged in smuggling and committed other serious violations of custom regulations in the previous two
years;

v Having committed relatively serious violations of the rules for financial regulation in the previous two years;

v Having committed relatively serious violations of the laws and regulations on foreign trade in the previous two
years; and

v Having committed other relatively serious violations of laws in the previous two years.

(Circular No. 23, Article 2)

In addition, to encourage domestic banks to expand their cross-border RMB trade financing services, the PBOC
explicitly specifies that banks may now offer cross-border assignment services for RMB bonds issued by

enterprises for trade financing purposes (Circular No. 168, Article 3).

0 Move to allow enterprises to apply directly to banks for outbound lending in RMB

In the past, domestic enterprises were required to obtain PBOC approval on outbound lending in RMB on a
case-by-case basis, but they will now be permitted to apply directly to banks. Circular No.168 allows outbound
lending in RMB using the RMB cash pooling scheme among affiliates (Article 3, Paragraph 1), and allows the
interest rate, term and purpose of such lending to be agreed between the lender and borrower within reasonable
bounds (Article 3, Paragraph 4).

Domestic enterprises are required to open a special RMB deposit account with a bank for the purpose of outbound
lending in RMB, and must process the lending through such account and arrange to collect principal and interest

payments (Article 3, Paragraph 3). Note that the collected amount “shall not exceed the aggregate amount of the
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principal, interest, domestic income tax, relevant expenses and other reasonable income” (Article 3, Paragraph 5).

O Explicit provision made for the provision of cross-border RMB guarantees by domestic enterprises

Circular No. 168 provides for the handling of special deposit accounts in respect of domestic enterprises issuing
RMB bonds overseas (Article 4, Paragraph 1). It clearly states that interest on such special accounts shall be paid
in accordance with the benchmark deposit rate published by the PBOC, and that the funds procured through bond
issuance shall be used within the range stated in the bond prospectus. The issuance of RMB bonds overseas is
subject to regulatory approval and certain conditions must be met, but it has the merit of enabling enterprises to

raise funds in offshore RMB (or CNH) at lower interest rates than those in mainland China.

The Circular also allows for the provision of cross-border RMB guarantees on overseas borrowings (Article 5; the
so-called “overseas loan under domestic guarantee” business). Provision is also made for the use of RMB retained
overseas to make payment for the performance of guarantee obligations.

*
A provisional translation of Circular No. 168 together with the original Chinese document is presented below for

further reference.

Naoki Tsukioka, Advisory Division, Mizuho Corporate Bank (China), Ltd.
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Legal and accounting advice: The information contained herein does not incorporate advice on legal, accounting or tax issues. You should obtain your
own independent professional advice on the legal, accounting and tax aspects of this information.

Confidentiality: The information contained herein is given for general informational purposes only and shall be kept strictly confidential. This
information is intended for your company’s internal use only, and the disclosure to any third party is strictly prohibited.

Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK (China), and may not be copied, duplicated,
quoted, reproduced, translated, or lent, in whole or in part, in any form or by any means for any purpose whatsoever without prior consent.

Limitation of liability:

(a) The information contained herein was obtained from information sources deemed reliable by MHBK (China) but in no way is the accuracy,
reliability or integrity of such information guaranteed. MHBK (China) disclaims any liability whatsoever for any damage arising out of or
relating to this information. Moreover, the analysis herein is hypothetical and is not intended as an indication of the certainty or completeness
of the results thereof.

(b) Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating agencies, and/or changes in the system and/or
financial environment may necessitate substantial modification to the relevant processes and/or schemes, which may have the effect of
rendering the analysis herein ineffectual. Further, this information is not intended to be an exhaustive statement of the risks to which your
company is exposed.

The information contained herein does not constitute a solicitation or offer by MHBK (China) to buy or sell any financial instruments or to provide
investment advice or service.
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(Provisional Translation)

People’s Bank of China
Yinfa [2013] No. 168
Circular on Simplifying the Procedures for Cross-border RMB Business

and Improving the Relevant Policies

The Shanghai Head Office of the PBOC, all branches and operation offices of the PBOC, as well as PBOC central

branches at the provincial capital and quasi-provincial capital levels, China Development Bank, policy banks,

state-owned commercial banks and joint-stock commercial banks, and the Postal Savings Bank of China:

For the purpose of improving the efficiency of cross-border RMB settlement and facilitating the use of RMB for

the settlement of cross-border transactions by banking financial institutions (hereinafter referred to as “banks”) and

enterprises, the PBOC gives notice of matters relating to the simplification of the procedures for cross-border

RMB business and the improvement of the relevant policies as follows.

1. Cross-border RMB settlement services under the current account
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Domestic banks may execute cross-border RMB settlement procedures directly on the basis of the three
principles of “know your customer,” “know your business” and “due diligence,” subject to the
presentation by enterprises (other than those on the “priority attention list of enterprises that engage in
RMB settlement of goods exports”) of a business voucher or a “Receipt/Payment Explanation for
Cross-border RMB Settlement.”

Where enterprises need to deposit funds for RMB settlements under the current account automatically,
domestic banks may carry out the necessary deposit procedures first before examining the relevant trade

transaction to verify the authenticity.

Domestic banks are to be encouraged to expand their cross-border RMB trade financing services.
Domestic banks may offer cross-border assignment services in respect of cross-border RMB trade

finance assets.

When handling cross-border RMB settlement service procedures under the current account for
enterprises on the “priority attention list of enterprises that engage in RMB settlement of goods exports,”
domestic banks shall, in accordance with the principles established by the Letter of the People’s Bank of
China, the Ministry of Finance, the Ministry of Commerce, the General Administration of Customs, the

State Administration of Taxation, and the China Banking Regulatory Commission on the
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Focused-supervision List of Enterprises in RMB Settlement for Goods Exports (YinBanHan [2012] No.

381), undertake rigorous screening to verify the authenticity of such business. All PBOC branches may
send copies of the “priority attention list of enterprises that engage in RMB settlement of goods exports”

that are registered in their area to banks under their jurisdiction, and may use such list internally.

Cross-border clearing operations for bank card RMB accounts
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Interbank cross-border clearing operations for bank-card RMB account-related transactions shall be
handled by bank-card clearing institutions that were established in China and are qualified to engage in
RMB business (hereinafter referred to as “domestic bank-card clearing institutions”), and shall be

processed through overseas RMB clearing bank or domestic agent bank channels.

Following overseas consumption or cash withdrawal via RMB-denominated bank cards issued by
domestic banks, the domestic issuing bank shall settle the transaction in RMB with a domestic bank-card
clearing institution, and the domestic bank-card clearing institution shall settle with the overseas payee

institution in RMB or foreign exchange.

Following domestic consumption or cash withdrawal in RMB via bank cards issued by overseas banks,
the domestic payee institution shall settle the transaction in RMB with the domestic bank-card clearing
institution, and the domestic bank-card clearing institution shall settle with the overseas issuing bank in
RMB.

Information on cross-border RMB receipt and payment relating to the interbank cross-border clearing
operations of bank-card RMB account-related transactions shall be standardized and reported by
domestic bank-card clearing institutions via such domestic settlement bank to the Cross-border RMB

Receipt and Payment Information Management System.

Bank-card cross-border RMB clearing operations are to be handled pursuant to the aforementioned rules.
The provisions of Article 6 of PBOC Announcement No. 16 [2003], Article 6 of PBOC Announcement
No. 8 [2004], and Articles 3, 4 and 17 of the Circular of the People’s Bank of China on Relevant Issues
on Handling Personal RMB Business between Banks in Mainland China and Banks in Hong Kong and
Macao (Yinfa [2004] No. 254) on RMB bank-card clearing operations for individuals shall not be newly

enforced.

Outbound lending services in RMB by domestic non-financial institutions
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Domestic non-financial institutions may apply to domestic banks for outbound lending settlement

services in RMB. Domestic non-financial institutions with equity ties or ultimately controlled by the
same parent company, and exercising regional headquarters’ or investment management functions for
member institutions, may apply to domestic banks for RMB cash pooling whereby such domestic

non-financial institutions may lend to their overseas affiliates using the RMB cash pooling model.

Domestic banks may provide the cross-border RMB settlement services having reviewed the application

documents for outbound lending in RMB submitted by domestic non-financial institutions.

Domestic non-financial institutions that are developing an outbound lending services in RMB shall,
pursuant to the Administrative Rules for RMB Bank Settlement Accounts (PBOC Decree [2003] No. 5)
and other provisions on the administration of bank settlement accounts, apply to domestic banks to open

a special RMB deposit account, and shall use such account exclusively for outbound lending in RMB.

The interest rate, term and purpose of outbound lending offered by domestic non-financial institutions
shall be determined through consultations between the lender and borrower in light of generally accepted

commercial principles and within reasonable bounds.

Outbound lending in RMB are without fail to be returned in RMB to the original special RMB deposit
account, and the collected amount shall not exceed the aggregate amount of the principal, interest,

domestic income tax, relevant expenses and other reasonable income.

Banks are to perform their information reporting obligations seriously, and shall report information on
the receipt and payment of cross-border RMB, information on cross-border credit and loan financing
operations and other relevant information to the Cross-border RMB Receipt and Payment Information
Management System, accurately and without delay. Where domestic non-financial institutions are
offering cross-border RMB guarantee services, information on such cross-border RMB guarantees shall

also be reported.

4. Overseas issuance of RMB bonds by domestic non-financial institutions

)

Domestic non-financial institutions may, pursuant to the Administrative Rules for RMB Bank Settlement
Accounts (PBOC Decree [2003] No. 5) and other provisions on the administration of bank settlement
accounts, apply to domestic banks to open a special RMB deposit account, and, with the consent of the
PBOC, may use such account exclusively for the deposit of the proceeds of bond issues paid in from

overseas. The interest on such accounts shall be paid in accordance with the benchmark deposit rate



published by the PBOC. The account funds shall be used strictly within the range stated in the bond

prospectus, and shall not be diverted to other purposes.

(2) Where RMB bonds issued overseas involve RMB payments and/or the repayment of principal and
interest, domestic banks shall report the relevant information on the receipt and payment of cross-border
RMB to the Cross-border RMB Receipt and Payment Information Management System, accurately and
without delay. Where domestic non-financial institutions are offering cross-border RMB guarantee

services, information on such cross-border RMB guarantees shall also be reported.

Domestic non-financial institutions may, pursuant to the Property Law of the People’s Republic of China, the
Guarantee Law of the People’s Republic of China and other relevant laws and regulations, provide
cross-border RMB guarantees. Upon the performance of overseas guarantee obligations using RMB by
domestic non-financial institutions, domestic banks may execute the necessary RMB settlement procedures
having verified the authenticity of the underlying transactions, and shall report the relevant information to the
Cross-border RMB Receipt and Payment Information Management System. Domestic non-financial
institutions may use RMB funds retained overseas to make direct payment for the performance of guarantee

obligations.

Where domestic agent banks are extending the lending limit of the RMB accounts of overseas participating
banks by up to one year, the loan-to-value ratio shall not exceed 3 percent of the year-end balance of RMB

deposits held by such domestic agent bank in the preceding financial year.

The correspondent RMB accounts opened by overseas participating banks with domestic agent banks, may be
used for fund transfers between RMB accounts opened by overseas participating banks with overseas RMB
clearing banks as required for settlement. Overseas RMB clearing banks may transfer funds between RMB

clearing accounts opened in China as required for settlement.

All PBOC branches are to make full use of the Cross-border RMB Receipt and Payment Information
Management System, perform effective information monitoring and analysis, carry out periodic off-site
inspections of the legal compliance of bank and enterprise cross-border RMB operations, and carry out
on-site inspections upon actual demand, so as to effectively prevent risk. Where banks are found to be in
violation of the relevant rules and regulations, such banks shall be required to rectify such violation within a

prescribed deadline.

This Circular shall become effective on the date of promulgation. Where there is any inconsistency between

the provisions of this Circular and the relevant rules and regulations, this Circular shall prevail. PBOC
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branches that are PBOC central branches at the quasi-provincial capital level and above shall disseminate this

Circular to the PBOC branches, foreign-invested banks and regional corporate financial institutions under
their respective administration.

Any problems encountered during the execution of this Circular are to be reported to the second monetary policy
department of the PBOC without delay.

People’s Bank of China
July 5, 2013
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