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Shanghai Head Office of the People’s Bank of China issues
implementation rules for free trade accounts
Benefits of financial reform are likely to be some time coming

On May 21, 2014, the Shanghai Head Office of the People’s Bank of China (PBOC) issued the Circular on the

Printing and Distribution of the Implementation Rules on Separate Accounting Business in the China

(Shanghai) Pilot Free Trade Zone (Interim) and the Rules for the Prudential Management of Risks Relating to

Separate Accounting Business in the China (Shanghai) Pilot Free Trade Zone (Interim) (Yinzongbufa [2014]

No. 46; hereinafter referred to as “Circular No. 46”). The Circular authorizes enterprises established in the China
(Shanghai) Pilot Free Trade Zone (hereinafter referred to as the “Shanghai FTZ”) and foreign enterprises to set up

free trade accounts (FTAs) to facilitate the free flow of funds between FTAs and overseas accounts.

On December 2, 2013, the PBOC issued its Opinions on Financial Measures to Support the China (Shanghai)

Pilot Free Trade Zone (Yinfa [2013] No. 244; hereinafter referred to as the “Opinions”). The Opinions provide for

the introduction of free trade accounts and their management as separate accounting units, i.e., as a form of
offshore account that is independent of regular domestic accounts, thus paving the way for the liberalization of
cross-border capital flows at the “first line” (i.e., the boundary between the Shanghai FTZ and overseas). Circular
No. 46 sets forth detailed implementation rules on the handling of the free trade accounts issued in response to the

Opinions.

Pursuant to Circular No. 46, however, the Shanghai Head Office of the PBOC will “promote the free trade account

business under the principle of ‘RMB first, foreign exchange second’; thus free trade accounts are initially

limited to RMB business only, and shall be expanded to include foreign currency business when conditions

are mature. The PBOC and the State Administration of Foreign Exchange shall assess the separate accounting

business six months after the release of the aforementioned Rules and shall choose an appropriate time to

initiate foreign currency business” (Article 5 of Circular No. 46). Accordingly, even with existing accounts, with

the exception of convertible current account transactions and certain business related to direct investment, the free

trade accounts provided for in the Implementation Rules on Separate Accounting Business in the China

(Shanghai) Pilot Free Trade Zone (Interim) (hereinafter referred to as the “Implementation Rules”) attached to
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Circular No. 46 may only be used for RMB business for the time being. Moreover, whilst free trade accounts

are to be made available for the innovative investment and financing activities included in Part III of the Opinions
(including overseas securities investment by FTZ individuals and domestic securities investment by overseas
individuals, etc.) (Article 2 of the Implementation Rules), as for the rules on these innovative investment and
financing activities, “the Shanghai Head Office of the PBOC shall, in accordance with the principle of ‘launching

those with mature conditions on an incremental basis,” formulate separate regulations in conjunction with the

relevant departments” (Article 32 of the Implementation Rules). It will thus likely be some time before the

benefits of the free trade accounting system are felt.

The key points of the regulations on free trade accounts included in the Implementation Rules are explained below.

O Five free trade account types for respective entities

Under the provisions of the Implementation Rules, free trade accounts are divided into five types according to

account holder, namely: FTZ enterprise free trade accounts (FTE accounts), non-resident institutional free

trade accounts (FTN accounts), FTZ individual free trade accounts (FTI accounts), FTZ foreign individual

free trade accounts (FTF accounts), and free trade unit accounts (FTU accounts) (Articles 15 and 16 of the

Implementation Rules). The Implementation Rules state that both FTN accounts and FTF accounts must be set up

with financial institutions inside the Shanghai FTZ.

The FTE accounts and FTN accounts that may be set up by FTZ enterprises and foreign enterprises, respectively,

are available for unrestricted fund transfers between overseas accounts, domestic non-resident accounts, and

other free trade accounts (Article 17 of the Implementation Rules; see Fig. 2). By contrast, fund transfers

between FTE and FTN accounts and existing non-FTAs (both inside and outside the FTZ) may only be

made in RMB and are administered as cross-border fund flows (Article 18 of the Implementation Rules). The
transfer of RMB funds between FTE and FTN accounts and existing non-FTAs set up by the same entity is limited
to (1) current account transactions, (2) repayment of RMB loans (that have been borrowed in the enterprise’s name
and have a duration of more than six months, where repayments are paid directly into an account in the same name
that has been set up at the lending bank) advanced by Shanghai banking institutions, (3) business investments
(including greenfield investments, mergers and acquisitions, and registered capital increases, etc.), and (4) other
cross-border transactions stipulated by the Shanghai Head Office of the PBOC (Article 20 of the Implementation
Rules).
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Table. 1: Free Trade Account Types and Account Holder Requirements

Account type Code Entities eligible to set up free trade accounts Account location, etc.
v' Enterprises established in the FTZ (including both | L .
. . . Financial institutions in
. incorporated and unincorporated entities) .
FTZ enterprise ) » . Shanghai that have
FTE |v Resident entities of overseas institutions .
free trade accounts . . o . already established
v" Individual industrialists and businessmen ) )
. . separate accounting units
registered in the FTZ
. . o Financial institutions in
Non-resident Incorporated entities and other organizations that are )
R . . . L the Shanghai FTZ that
institutional FTN |registered and established overseas (including in i
. have already established
free trade accounts Hong Kong, Macau, and Taiwan) . .
separate accounting units
. . L Financial institutions in
L. Chinese citizens working in the FTZ whose }
FTZ individual o . . . Shanghai that have
FTI |individual income tax has been withheld by their .
free trade accounts already established
employers for more than one year . .
separate accounting units
Overseas individuals (including citizens of Hong Financial institutions in
FTZ foreign individual FTF Kong, Macau, and Taiwan) in possession of foreign |the Shanghai FTZ that
free trade accounts identification, who have been worked in the FTZ for |have already established
more than one year with Chinese work permits separate accounting units
v Financial institutions in Shanghai that have (For interbank
Free trade unit accounts JEMNG already established separate accounting units settlements)
v Overseas financial institutions

Domestic
non-FTZ

Y

Domestic
accounts
outside the

Non-resident
accounts

Second tier

(Compiled by the Advisory Division from the Implementation Rules)

Fig. 2: Fund Transfers through FTAs
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(Compiled by the Advisory Division from the Implementation Rules)

Free trade accounts may be used for cross-border settlement and RMB and/or foreign currency conversion under
current account and direct investment account items (Articles 14 and 23 of the Implementation Rules). Currencies
in the free trade accounts are freely convertible for use in innovative investment and financing activities where

there are genuine business requirements, but the specific rules on the implementation of these activities are to be
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formulated by the Shanghai Head Office of the PBOC and other relevant government authorities at a later date.

Fig. 3: Innovative Investment and Financing Activities provided for by the Opinions

v' Overseas investment (including securities investment) by individuals

v" Domestic investment (including securities investment) by overseas individuals

v’ Trading in securities and futures markets by FTZ enterprises

v" RMB-denominated bond issuance in domestic markets by the parent companies of FTZ enterprises
v Foreign debt borrowing by FTZ enterprises on the basis of operational needs

v" A diverse range of risk hedging instruments corresponding to actual currencies and maturities

v" Overseas securities and derivative investment by FTZ enterprises

(Compiled by the Advisory Division from the Opinions)

It should be noted that free trade accounts may not be used for cash transactions (Article 25 of the Implementation
Rules). Moreover, funds held in free trade accounts are not subject to current foreign debt administration for the

time being (Article 24 of the Implementation Rules).

O Administration of FTAs as separate accounting units
Under the special accounting system for the Shanghai FTZ, free trade accounts are to be administered

independently from other existing non-FTAs as separate accounting units (Article 4 of the Implementation

Rules). Financial institutions in Shanghai are required to develop separate accounting units (referred to as “Free

Trade Accounting Units (FTU)” in the Implementation Rules), which may be used for the processing of free
trade account business once connected to the network system of the Shanghai Head Office of the PBOC (Article 9
of the Implementation Rules). Such financial institutions may only begin providing free trade account-related
financial services once their systems have been tested and approved by the Shanghai Head Office of the PBOC
(Article 2 of Circular No. 46).

The Implementation Rules require financial institutions to adhere to a series of principles in respect of their

separate accounting units, namely: “the institution of labeled (account) categories, separate accounts,

independent statements, special reports, and a self-seeking balance” (Article 11 of the Implementation Rules).

This respectively refers to (1) the separation of free trade accounts and existing non-FTAs on the basis of a
three-digit prefix code (i.e., FTE, FTN, etc.), (2) the handling of free trade accounts as independent (or separate)
accounts, (3) the preparation of independent statements for separate accounting units, (4) the preparation of special
reports on their plans for the development of separate accounting units and the associated risks, and (5) the
balancing of open positions that arise in the separate accounting units. This last rule (5) means that financial
institutions are required to hedge the open positions in the separate accounting units that arise from providing
RMB and foreign currency conversion services to other institutions in the FTZ and/or overseas markets (Article 12

of the Implementation Rules).
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A provisional translation of Circular No. 46 together with the original Chinese document is presented below for

further reference.

Naoki Tsukioka, Advisory Division, Mizuho Bank (China), Ltd.

Disclaimer & Confidentiality

1.

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)
the Shanghai Head Office of the People’s Bank of China
Yinzongbufa [2014] No. 46
Circular of on the Printing and Distribution of the Implementation Rules on Separate
Accounting Business in the China (Shanghai) Pilot Free Trade Zone (Interim) and
the Rules for the Prudential Management of Risks Relating to Separate Accounting Business
in the China (Shanghai) Pilot Free Trade Zone (Interim)

China Development Bank, the policy banks, state-owned commercial banks, joint-stock commercial banks, Postal
Savings Bank of China Shanghai (municipal) branches; Bank of Communications, Shanghai Pudong Development
Bank, Bank of Shanghai, Shanghai Rural Commercial Bank; other Shanghai branches of municipal commercial

banks; all foreign banks in Shanghai; all non-bank financial institutions in Shanghai:

Pursuant to the Opinions of the People’s Bank of China on Financial Measures to Support the China (Shanghai)
Pilot Free Trade Zone (Yinfa [2013] No. 244; hereinafter referred to as the “Opinions”), and with the approval of
the People’s Bank of China, you are hereby notified of the printing and distribution of the Implementation Rules
on Separate Accounting Business in the China (Shanghai) Pilot Free Trade Zone (Interim) and the Rules for the
Prudential Management of Risks Relating to Separate Accounting Business in the China (Shanghai) Pilot Free

Trade Zone (Interim) and of the relevant matters on the handling of separate accounting business as follows:

1. As of the document issue date, financial institutions in Shanghai may, in accordance with the requirements of
the aforementioned two Rules, begin the work of constructing a separate account administration system for the
FTZ, and may carry out self-assessments and professional assessments in accordance with the eligibility
criteria for prudential management. Upon passing the professional assessment, financial institutions in

Shanghai may submit an application to access the Shanghai Head Office system.

2. Once a system has been tested and approved, the financial institutions may provide free trade account-related

financial services.

3. Where the operations of other relevant departments are involved in the investment and financing exchange
activities included in Part III of the Opinions being developed in the FTZ, the Shanghai Head Office shall, in
accordance with the principle of ‘launching those with mature conditions on an incremental basis,” formulate
specific implementation rules commensurate to each activity with the relevant departments, and shall support

efforts to promote the effective use of free trade accounts.
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The Shanghai Head Office shall formulate separate operating rules on the statistical data relating to separate

accounting business.

The free trade account business is to be promoted under the principle of ‘RMB first, foreign
exchange second’; thus free trade accounts are initially limited to RMB business only, and shall be expanded
to include foreign currency business when conditions are mature. The People’s Bank of China and the State
Administration of Foreign Exchange shall assess the separate accounting business six months after the release

of the aforementioned Rules and shall choose an appropriate time to initiate foreign currency business.

Notice is hereby given.

Annexes:

1.

Implementation Rules on Separate Accounting Business in the China (Shanghai) Pilot Free Trade Zone
(Interim)
Rules for the Prudential Management of Risks Relating to Separate Accounting Business in the China

(Shanghai) Pilot Free Trade Zone (Interim) (omitted)

People’s Bank of China Shanghai Head Office
May 21, 2014
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Implementation Rules on Separate Accounting Business
in the China (Shanghai) Pilot Free Trade Zone (Interim)

Chapter I: General Provisions

These Rules are formulated to support construction of the China (Shanghai) Pilot Free Trade Zone
(hereinafter referred to as the “FTZ”), and in accordance with the Opinions of the People’s Bank of
China on Financial Measures to Support the China (Shanghai) Pilot Free Trade Zone (Yinfa [2013]

No. 244; hereinafter referred to as the “Opinions”) and other relevant provisions.

The Shanghai Head Office of the People’s Bank of China (PBOC) (including the PBOC Shanghai
Branch and the State Administration of Foreign Exchange Shanghai Branch; the same applies
hereinafter) shall, in accordance with the principle of parity of authority and responsibility, improve
the operational mechanisms and division of duties for the administration of FTZ separate accounting

units, and shall establish mechanisms to regulate RMB and foreign currency harmonization.

These Rules shall apply to the FTZ separate accounting business being developed by financial

institutions in Shanghai.

“Financial institutions” refers to financial institutions duly established and engaging in provision of
financial services in China with the approval of the PBOC, the China Banking Regulatory

Commission, China Securities Regulatory Commission, and China Insurance Regulatory Commission.

“FTZ separate accounting business” refers to the innovative investment and financing activities
included in Part III of the Opinions and other related business provided by financial institutions in
Shanghai for FTZ entities through free trade accounts after establishing separate accounting units
pursuant to the Opinions, as well as the relevant financial services provided to overseas institutions in

accordance with the pre-establishment national treatment principle.
FTZ entities shall include FTZ enterprises, FTZ individuals, and FTZ foreign individuals.
“FTZ enterprises” refers to: (1) enterprises duly established in accordance with the law in the FTZ

(including both incorporated and unincorporated entities), and (2) resident entities of overseas

institutions in the FTZ.
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“FTZ individuals” refers to Chinese citizens working in the FTZ whose individual income tax has

been withheld by their employers with the Chinese tax authorities for more than one year.

“FTZ foreign individuals” refers to overseas individuals (including citizens of Hong Kong, Macau,
and Taiwan) in possession of foreign identification, who have worked in the FTZ for more than one

year with Chinese work permits.

“Non-resident institutions” refers to incorporated entities and other organizations that are registered

and established overseas (including in Hong Kong, Macau, and Taiwan).

FTZ enterprise free trade accounts and non-resident institutional free trade accounts are collectively
referred to as institutional free trade accounts. FTZ individual free trade accounts and FTZ foreign

individual free trade accounts are collectively referred to as personal free trade accounts.

As given in these Rules, the “FTZ separate accounting units” refers to the Free Trade Accounting
Units (FTU) set up by financial institutions in Shanghai in their municipal-level branches for the
purpose of developing FTZ separate accounting units and the establishment of the mechanisms
necessary to realize the separation of such business from the other businesses of the financial

institutions.

As given in these Rules, “free trade accounts” refers to the RMB and foreign currency accounts set up
under uniform rules by financial institutions in their FTZ separate accounting units in light of the

needs of their customers.

The Shanghai Head Office of the PBOC shall, in accordance with prudent risk management needs,
adopt a dedicate account administration model based on sub-accounts to realize appropriate

management targets in respect of specified high-risk businesses in free trade accounts.

The Shanghai Head Office of the PBOC shall administer fund transfers between free trade accounts
and any of overseas accounts, domestic non-resident institutional accounts outside the FTZ, and other
free trade accounts in accordance with macro-prudential principles. Funds transferred between free
trade accounts and other domestic bank settlement accounts (including the FTZ) shall be administered

as cross-border business in accordance with the principle of limited penetration and strict management.

Financial institutions in Shanghai shall conduct appropriate examinations of fund transfers between

accounts in accordance with the three principles of “know your business, know your customer, and
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due diligence” (hereinafter referred to as the “three financial service principles™).

Chapter II: Administration of Separate Accounts

The Shanghai Head Office of the PBOC shall, in light of the need for FTZ development and risk

management, instruct financial institutions in Shanghai to expand their separate accounting business.

Financial institutions in Shanghai shall, pursuant to the Rules for the Prudential Management of Risks
Relating to Separate Accounting Business in the China (Shanghai) Pilot Free Trade Zone (Interim)
issued by the Shanghai Head Office of the PBOC, establish appropriate internal risk control and

separate account administration mechanisms.

Financial institutions shall access the network system of the Shanghai Head Office of the PBOC as
municipal-level units, and shall report information on the relevant business in accordance with the

relevant PBOC and foreign exchange administration regulations.

The Shanghai Head Office of the PBOC shall be responsible for the organization accepting system

access by the financial institutions.

Separate accounting business conducted by individual branches of the same financial institution in
Shanghai (including the FTZ) for FTZ entities and overseas institutions, shall be incorporated into the
separate accounting unit corresponding to such municipal-level branch and subject to separate

accounting, and shall not be confused with other businesses.

Municipal-level branches of financial institutions in Shanghai shall expand their FTZ separate
accounting business in accordance with the requirements for “the institution of labeled account

categories, separate accounts, independent statements, special reports, and a self-seeking balance.”

(1) Institution of labeled account categories: Financial institutions shall set up free trade accounts for
FTZ entities and overseas institutions in their FTZ separate accounting units. All free trade
account numbers shall have the appropriate prefix added for synchronized labeling.

(2) Separate accounts: Financial institutions shall establish independent (or separate) accounting units
to ensure separate accounting of their separate accounting business and funds from other
businesses and funds. When executing withdrawals, settlements, conversions, deposits and other
services of RMB and foreign exchange funds for free trade accounts, financial institutions shall

ensure that the account prefix is reflected throughout the relevant business procedure.
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The various financial and treasury services of the financial institutions’ FTZ separate accounting
units shall, without fail, be subject to separate account administration.

(3) Independent statements: Financial institutions shall prepare separate profit and loss statements,
cash flow/fund management statements, and reports on business position for their separate
accounting business, and shall engage a domestically registered accounting firm to perform the
audit. The various reports are to be submitted to the Shanghai Head Office of the PBOC within
three months of the end of each financial year.

(4) Special reports: Financial institutions shall prepare special reports for the Shanghai Head Office of
the PBOC on their plans for the development of separate accounting business, potential risk
factors, and other important matters.

(5) Self-seeking balance: Financial institutions shall manage their separate accounting business in
accordance with the self-seeking balance principle, and shall establish internal business
management procedures for the management of market-based operations such as funds, open

position, leverage ratios, liquidity and, risk control, and the corresponding contingency plans.

Open positions in the FTZ separate accounting units of financial institutions that arise from providing
RMB and foreign currency conversion services for free trade accounts shall be hedged in the FTZ

and/or overseas markets.

The balance of foreign exchange funds in free trade accounts that is absorbed by the FTZ separate
accounting units of financial institutions shall, with the exception of cases in which settlement needs
require such balance to be retained by a domestic financial institution, not be retained by domestic
financial institutions. Where settlement needs require the retention of such balance by a domestic
financial institution, the relevant settlement account shall be subject to foreign debt administration by

the financial institution.

The FTZ separate accounting units of financial institutions may use internal communication systems
to set up a special RMB settlement account at their domestic legal institution, which account may be
used for intra- and inter-system settlement. The daily management of such account shall meet the

following conditions:

(1) Daily closing balance in the FTU settlement account of < 10 percent of net income for the daily
settlement balance x macro-prudential adjustment parameter;

(2) Net cumulative daily closing amount within one month in the FTU settlement account of < RMB 1
billion;

(3) Cumulative daily balance on a monthly basis in the FTU settlement account of < 0
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The macro-prudential adjustment parameter is set by the Shanghai Head Office of the PBOC and may

be adjusted in light of liquidity and prudent risk management needs.

Chapter III: Administration of Free Trade Accounts

Free trade accounts may be used for cross-border settlements under the current account and direct

investment account items.

FTZ entities and financial institutions establishing a separate accounting unit may, by setting up a free
trade account, develop the innovative investment and financing activities included in Part III of the

Opinions and other related business in accordance with the regulations.

The Shanghai Head Office of the PBOC may adjust the conditions of account use on the basis of the

state of business development.

Financial institutions may set up corresponding free trade accounts for the institutions enumerated in

Article 3 of these Rules in their FTZ separate accounting unit.

(1) FTZ enterprise free trade accounts: This applies to FTZ institutions and individual industrialists
and businessmen registered in the FTZ; account numbers shall bear the prefix “FTE.”

(2) Non-resident institutional free trade accounts: This applies to foreign enterprises, which may set
up such accounts only at financial institutions in the FTZ; account numbers shall bear the prefix
“FTN.”

(3) Free trade unit accounts: This applies to the FTZ separate accounting units of other financial

institutions and to overseas financial institutions; account numbers shall bear the prefix “FTU.”
Except as provided for in these Rules, the aforementioned accounts shall be administered in reference
to the provisions of the Administrative Rules for RMB Bank Settlement Accounts and the

Administrative Rules for RMB Bank Settlement Accounts of Non-Resident Institutions, etc.

Financial institutions may set up corresponding free trade accounts for the individuals enumerated in

Article 3 of these Rules in their FTZ separate accounting unit.

(1) FTZ individual free trade accounts: Account numbers shall bear the prefix “FTI.”

(2) FTZ foreign individual free trade accounts: may be set up only at financial institutions in the FTZ;
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account numbers shall bear the prefix “FTF.”

Except as provided for in these Rules, the aforementioned accounts shall be administered in

accordance with the relevant PBOC and foreign exchange administration regulations.

Financial institutions may, on the basis of receipt and payment instructions, transfer funds between the
various institutional free trade accounts and any of overseas accounts, domestic non-resident
institutional accounts outside the FTZ, and other free trade accounts. The receipt and payment

instructions shall be consistent with the relevant information reporting requirements.

Fund transfers between institutional free trade accounts and the non-free trade accounts of domestic
institutions (including those outside the FTZ) (including those between accounts set up by the same
entity) shall be executed in RMB and administered as cross-border business, and financial institutions
shall undertake to examine the authenticity of such transfers in accordance with the requirements of

the three financial service principles.

When handling domestic payment business for FTZ enterprise free trade accounts, non-resident
institutional free trade accounts, FTZ individual free trade accounts, and FTZ foreign individual free
trade accounts, financial institutions shall note “FTZ enterprise FTA withdrawal,” “non-resident
institution FTA withdrawal,” “FTZ individual FTA withdrawal,” and “FTZ foreign individual FTA
withdrawal,” respectively on the payment slip, and the receiving financial institutions may process the

deposit having examined the relevant business formalities.

Transfers of RMB funds between free trade accounts and other domestic bank settlement accounts set

up by the same non-financial institutions may be made for the following business:

(1) Current account business

(2) Repayment of RMB loans advanced by Shanghai banking financial institutions that have been
borrowed in the entity’s name and have a duration of more than six months (exclusive); such
repayments shall without fail be transferred directly into an account in the same name that has
been set up at the lending bank.

(3) Business investments, including greenfield investments, mergers and acquisitions, and registered
capital increases

(4) Other cross-border transactions stipulated by the Shanghai Head Office of the PBOC

Deposit financial institutions shall undertake to examine the authenticity of fund transfers between the
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aforementioned domestic accounts.

The Shanghai Head Office of the PBOC may conduct random inspections of the aforementioned fund

transfer operations, and may adjust the terms of such fund transfers as needed.

. Institutional free trade accounts may use electronic commercial bills. Banking financial institutions
shall undertake appropriate examination on the drawing and transfer of electronic commercial bills

through free trade accounts.

Separate provision shall be made for paper-based bills and their use through institutional free trade

accounts.

: Financial institutions shall process interbank receipts and payments of RMB free trade account funds
via the PBOC’s payment, clearing and settlement system or the municipality’s consolidated payment
system, and shall ensure that the account number prefixes are reflected throughout the relevant
procedure. Where the transaction involves foreign exchange administration, it shall be processed in

reference to the relevant foreign exchange administration regulations.

: For business that has already realized convertibility (including items under the current account and the
direct investment account), funds in the free trade accounts are freely convertible. For the innovative
investment and financing activities included in Part III of the Opinions, free trade account funds may
be converted on the basis of actual business requirements. Free trade account funds that are associated
with specified high-risk businesses shall be converted in accordance with the terms set forth in the

relevant rules of the Shanghai Head Office of the PBOC.

: The balance of funds held in free trade accounts shall not be subject to current foreign debt

administration for the time being.

. Free trade accounts shall not be used for cash transactions.

: Fund transfers through FTZ individual and FTZ foreign individual free trade accounts that are
associated with the innovative investment and financing activities included in Part III of the Opinions
and other related business shall be handled in accordance with the relevant business regulations set
forth by the Shanghai Head Office of the PBOC.

: The China Foreign Exchange Trade System, Shanghai Clearing House and other similar organizations
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shall, having obtained approval regarding the provision of cross-border financial transactions and
associated clearing and settlement services to FTZ and overseas entities, shall report the relevant

information via the PBOC Shanghai Head Office system.

Chapter IV: Regulatory Administration

Financial institutions shall report information on their free trade accounts in accordance with the
relevant provisions of the Shanghai Head Office of the PBOC. The international balance of payments
generated by free trade accounts shall be declared in accordance with the requirements on the
declaration of balance of payments statistics. Information on free trade accounts shall additionally be
reported to the information system for foreign exchange administration business in accordance with

the requirements of the Shanghai Head Office of the PBOC.

The FTZ separate accounting business undertaken by financial institutions shall be executed in
compliance with the relevant regulations on anti-money laundering, anti-terrorist financing and
anti-tax evasion, and financial institutions shall perform the duties of necessary examination

appropriately.

The Shanghai Head Office of the PBOC is responsible for conducting off-site monitoring and on-site
inspections of the FTZ separate accounting business of financial institutions. In the event of major risk
events or serious violations of the laws and regulations, it may suspend or cancel FTZ separate
accounting business, and has the right to hold municipal-level branches and their executives

accountable in accordance with the law.
The Shanghai Head Office of the PBOC may adjust the scope of the FTZ separate accounting
businesses being developed by financial institutions in light of the need for macro-prudential
supervision.

Chapter V: Supplementary Provisions
To facilitate the development of the innovative investment and financing exchange activities included
in Part III of the Opinions in the FTZ, the Shanghai Head Office of the PBOC shall, in accordance
with the principle of ‘launching those with mature conditions on an incremental basis,” formulate
separate regulations in conjunction with the relevant departments.

Where the development of the innovative investment and financing exchange activities included in
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Part III of the Opinions in the FTZ involves the operations of other relevant departments, the Shanghai
Head Office of the PBOC shall formulate specific implementation rules commensurate to each activity
with the relevant departments, and shall support efforts to promote the effective use of free trade

accounts.

Article 33: These Rules shall be referenced and shall apply to the FTZ separate accounting business undertaken
by non-bank financial institutions in Shanghai with the approval of the PBOC, the China Banking
Regulatory Commission, China Securities Regulatory Commission, and China Insurance Regulatory
Commission.

Article 34: The Shanghai Head Office of the PBOC is responsible for the interpretation of these Rules.

Article 35: These Rules shall come into force from the date of promulgation.
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