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Welcome to this month’s issue of White & Case’s
China Finance Bulletin. This bulletin offers you regular
updates on the PRC finance sector ensuring you

stay up to date with the latest legal, regulatory and
practice developments.

“Journey Home” Programs: Investment with Offshore RMB in
Mainland China and Domestic Borrowing of Offshore RMB

Following the development of offshore RMB trade settlement and dynamic growth of RMB
bond issuance and lending in Hong Kong, China has recently taken an important further step
to internationalize the RMB by launching pilot programs to allow offshore RMB to be invested
back in Mainland China.

In late 2010 and early 2011, Ministry of Commerce of the People’s Republic of China
(“MOFCOM”) and certain local branches of State Administration of Foreign Exchange
(“SAFE”) issued a series of circulars, allowing offshore RMB funds to flow back to China by
way of either inbound investment or foreign debts.

Inbound Foreign Investment of RMB

Under the original foreign investment rules, foreign investors’ investment in Mainland China
shall be made in foreign currency, with the exception that a foreign investor can use RMB
profits derived from its onshore subsidiaries. On February 25, 2011, MOFCOM issued the
Circular of the Ministry of Commerce on Issues Concerning Administration of Foreign
Investment (1 %?ﬂfiﬁ 9t ﬁjwﬂjfﬁfilj l"EfJ‘{'"trjféfgﬁwfiﬁﬁl(ﬁﬂﬂJ}’m[201 1]72+})) under which a
foreign investor is permitted to invest in Mainland China with offshore RMB funds in the form
of capital contribution to its newly-established onshore subsidiaries, capital increase in its
existing onshore subsidiaries, acquisition of onshore enterprises and/or provision of loans to
such entities. According to the circular, a case-by-case approval from central MOFCOM is
required for the RMB investment. However, the pre-conditions and time frame for such
approval still remain unclear on paper and untested in practice.
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RMB Foreign Debts

Pilot programs for onshore enterprises to borrow foreign debts
denominated or made in RMB' have been launched in Shanghai®
and Fujian Province® in the past few months. The pilot schemes
allow local enterprises (including foreign-invested enterprises
(“FIEs”) as well as domestic companies) to borrow RMB directly
from offshore entities. For such cross-border RMB borrowing, the
onshore enterprises shall follow the registration/approval
procedures set up by SAFE for foreign debts in foreign currency.
For instance, an FIE’s borrowing of RMB foreign debts is subject to
the same foreign debt “headroom” limitation as the borrowing of
foreign debts in foreign currency. Therefore, the aggregate amount
of both RMB and foreign currency foreign debt of an FIE shall not
exceed the difference between its total investment amount and
registered capital. Also, as with foreign debt in foreign currency, an
FIE borrowing RMB foreign debt only requires SAFE registration
(but not approval). Moreover, the Fujian circular provides that the
use of the RMB foreign debts is subject to the Provisional Rules of
Foreign Debts (2003), which could potentially forbid on-lending of
offshore RMB funds in China.

For more information of the MOFCOM circular, please visit the
following Chinese language link:

http://www.mofcom.gov.cn/aarticle/b/f/201103/20110307428320.
html?2129913941=272279557

For the full text of the Shanghai and Fujian SAFE circulars, please
refer to the following Chinese language links:

http://events.whitecase.com/china_newsletter/Shanghai_SAFE_
Circular_042011.pdf

http://events.whitecase.com/china_newsletter/Fujian_SAFE_
Circular_042011.pdf

" If a foreign debt has any one of the following factors, it is subject
to restrictions on RMB foreign debts: (i) it is denominated in RMB,
(ii) utilisation is made in RMB, or (iii) repayment of principals
and/or interest is made in RMB.

2 The Circular regarding Foreign Exchange Issues in relation to
Shanghai Local Institutions borrowing RMB Foreign Debt dated
January 14, 2011 (== IR MV RS X9 A HLEEE
RN [2011]44)).

® The Circular regarding Foreign Exchange Issues in relation to
Local Institutions borrowing RMB Foreign Debt dated November
30, 2011 (¥2[2010]228F) =L iy AL H] = X9t (i e =Ll
fosE ).


http://www.mofcom.gov.cn/aarticle/b/f/201103/20110307428320.html?3035161279=36784163
http://events.whitecase.com/china_newsletter/Shanghai_SAFE_Circular_042011.pdf
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Finance at White & Case

White & Case’s global banking and finance capability is one of the world’s strongest. The
Firm’s historical focus on the representation of banking clients means we are ideally placed

to understand and represent these interests. Our bank finance practice is known for structuring
first-of-a-kind deals, responding quickly when decisiveness matters and delivering the success
that further establishes our leading credentials:

m  Tier One in China Banking & Finance (Foreign Firms)—Asia Pacific Legal 500, 2011

m  Tier One in China Banking & Finance (Foreign Firms)—Chambers Asia, 2009

Our noted areas of expertise include acquisition finance, bank advisory, credit transactions,
derivatives, leasing and other asset-backed activity, and structured finance. In China and globally,
our experienced team is intimately familiar with every aspect of deal structure, negotiation and
documentation, and we aim to give precisely the right level and type of support at each stage of
the deal—starting with strategic advice on alternative structures through negotiation and
documentation, keeping your deal on track.

Our Firm

White & Case is a leading global law firm with lawyers in 37 offices across 25 countries. We
advise on virtually every area of law that affects cross-border business and our knowledge, like
our clients' interests, transcends geographic boundaries. Our lawyers are an integral, often long-
established part of the business community, giving clients access to local, English and US law
capabilities plus a unique appreciation of the political, economic and geographic environments in
which they operate. At the same time, working between offices and cross-jurisdiction is second
nature and we have the experience, infrastructure and processes in place to make it happen
effortlessly.

We work with some of the world's most well-established and most respected companies—
including two thirds of the Global Fortune 100 and half of the Fortune 500—as well as start-up

visionaries, governments and state-owned entities. Some of our independent accolades include:

m “White & Case can handle any issue with experienced lawyers and a great global network—
great depth and high quality around the world.”—Chambers Global 2010

m  Top 10 US Firm—American Lawyer 2010
m  Top International Arbitration Firm—Chambers Global 2011
m  Top Tier in Global Project Finance—Chambers Global 2011; Infrastructure Journal 2010

m  Winner of the Legal Innovation for Financial Services Award—Financial Times 2009

White & Case means the international legal practice comprising White & Case LLP, a New York State registered limited liability partnership,
White & Case LLP, a limited liability partnership incorporated under English law and all other affiliated partnerships, corporations and undertakings.



