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The progressive relaxation of overseas lending by China entities
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Circular 2
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Lender’s eligibility
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PRC entities (except financial institutions, including FIEs established in the PRC)
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Borrower’s eligibility
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Wholly-owned subsidiaries
or joint stock companies
legally established abroad
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Offshore companies
having equity relationships
with the Chinese lenders
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Lending quota
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® 30% of the lender’s

owner’s equity,
OR
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® the PRC lender’s
total investment
amount in the

borrower,
(whichever is lower)
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® Uptothe
aggregate of
“dividends
payable” and
“undistributed
profits” belonging
to the foreign
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® Up to 30% of the
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equity
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Validity period of A column ® Cancellation of the 2-

lending quotas

® 2 years starting from
the SAFE’s approval
date
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® Can be extended by
application upon
expiry

year restriction
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® Application available
to the local SAFE for
any reasonable term
based on business
needs
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Overseas Lending and Profit Repatriation by China Entities eased under new Foreign Exchange
Regulations

The State Administration of Foreign Exchange (“SAFE”) released Circular 2 on 10 January 2014 to further relax
regulations on overseas lending by China entities, amongst others.

Circular 2 is a welcome development for both domestic enterprises (“DE”) and foreign invested enterprises
(“FIEs”). The relaxed regulations allow more flexibility for China entities to undertake overseas lending and
provide alternatives for foreign investors to overcome the “cash trap” problem encountered in China. Circular 2
should also allow interim dividend payments to be made more easily in practice.

The two main areas of change under Circular 2 are as follows:
1. Broadened lending capacity and “eligible borrowers”:

® Circular 2 broadens the scope of eligible borrowers to include offshore companies that have equity
relationships with the China entity providing financing. “China entities” capable of providing lending include
domestic DEs and FIEs;

® The overseas lending quota is increased to up to 30% of the owner’s equity of the China entity providing
financing. “Owner’s equity” includes the registered capital, retained earnings and surplus reserve;

® The previous approval procedures for overseas lending under Circular 2 are amended to a filing procedure.

2. Relaxed foreign exchange requirements on dividend remittance
Circular 2 also simplifies regulations for the remittance of profits abroad by FIEs, in particular:

® No examination of transaction documents is required in principle for dividend remittances of up to USD
50,000;

® No examination of audit reports and capital verification reports is required in principle for remittances of
more than USD 50,000;

® The restriction of the profit repatriation amount to less than the aggregate of “dividends payable” and
“undistributed profits” of the payee company’s latest audited accounts has been removed. In principle, this
paves the way for interim dividends to be made more easily in practice.

Overview of SAFE requlations relating to overseas lending

Since 2009, SAFE has progressively released a series of circulars expanding the reform of foreign exchange
management over capital accounts, thereby streamlining the relevant administrative procedures. The table below
provides an overview of the regulations that have progressively expanded the scope of eligible borrowers and the
lender’s lending quota.



The newsletter is merely provided to our clients and those who have interest in our business for reference. We’ll
do our best to ensure the accuracy of the information in the newsletter. We have to remind you that the content in
the newsletter is abstracted from relevant documents, and therefore in practice the original documents should be
used for reference. Meanwhile, we welcome all of you to consult professionals in our firm regarding the
information in the newsletter, and also welcome all of you visit our website www.deancpa.com.cn. We will render
affordable and value-added services to our clients. If there is a discrepancy between Chinese and English
versions, Chinese version will prevail.
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