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Borrowing Gap or Full-
coverage? — Cross-border fi-
nancing policies and practices

in China in the first quarter of
2018

Li Wang / Jiawei Wang, Rodl & Partner Shanghai, China

On January 12, 2017, the People's Bank of China (“Cen-
tral Bank") issued the Notice of the People's Bank of Chi-
na on Full-coverage Macro-prudent Management of
Cross-border Financing (Yin Fa [2017] No. 9) (“Document
No. 9”). Document No. 9 clearly stipulates that foreign-
invested enterprises (“FIEs”) is allowed to choose to adopt
either the difference between total investment and regis-
tered capital management mode (“Borrowing Gap”) or
the macro-prudent management mode (“Full-coverage”)
during the transition period.

Three Modes

The above mentioned transition period of one year has
now expired. Based on our practice in various provinces
and cities in China last year, we noticed that there are
three different modes in the interpretation and implemen-
tation of this policy:

The first is the Mode of Beijing (“Beijing mode")

The choice can be made between Borrowing Gap and
Full-coverage; once selected, no further changing is al-
lowed. In the current administrative practice, the authori-
ties that manage foreign loan with the Beijing mode in-
clude cities like Changshu in Jiangsu Province.

1 For details of Document No. 9, please refer to China Newsletter, Issue
August 2017.
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The second is the Mode of Shanghai (“Shanghai
mode”)

The change between Borrowing Gap and Full-coverage
can only be made in one direction. If FIEs have chosen
Borrowing Gap, they may apply at any time to convert it
to Full-coverage. However, if Full-coverage is selected, the
FIEs are not allowed convert it to Borrowing Gap any-
more. Some cities like Nantong of Jiangsu Province also
apply the Shanghai mode.

The third is the Mode of Guangzhou (“Guangzhou
mode”)

Either Borrowing Gap or Full-coverage can be chosen;
once selected, it can still be changed. It is important to
note that Guangzhou Administration of Foreign Exchange
is of the view that the calculation methods of these two
modes are different. Therefore, before the change of
mode, the foreign loans borrowed prior to the change
must be paid off. Only after the registration of the previ-
ously borrowed foreign loans has been cancelled at the
Administration of Foreign Exchange is the conversion into
a new mode allowed. Currently, there are no regulations
on the time limit for such conversion, which will be sub-
ject to further rules or regulations by the State Admin-
istration of Foreign Exchange or the Central Bank.

We may assist you to further assess which provinces and
cities adopt which of the above mentioned three modes.
In practice, in cases where the registered capital of an FIE
is less than 12 million U.S. Dollars, it is likely that more
foreign loans could be obtained under Full-coverage than
under Borrowing Gap. However, the specific amount of
foreign loan accessible under the Full-coverage mode also
depends on the term and the currency of the foreign
loan, especially the net assets of the FIEs.

In addition, according to Borrowing Gap, the long-term
foreign loan quote can’t be released, even after the long-
term foreign loan is paid off. This means that it is no
longer possible to use this part of the gap between total
investment and registered capital to obtain foreign loan.
On the other hand, the Full-coverage adopts the Account
Balance Management method for foreign loan. Once the
foreign loan is returned, the corresponding quote for the
returned foreign loan will be released, which can then be
used to obtain new foreign loans. Under Full-coverage, in
order to verify the net asset amount of FIEs, the compe-
tent foreign exchange authority may generally require FIEs
to provide audited financial statements.

In summary, the Borrowing Gap mode and the Full-
coverage mode have their own features. Full-coverage, as
a new financing mode, has many advantages, but it is by
no means better than Borrowing Gap under all circum-
stances. In the absence of any new policy on foreign loan
management, the Guangzhou mode obviously offers
more flexibility than the other two modes. The financing
enterprises can change the mode at any time if they be-
lieve that the chosen mode is not able to meet their fi-
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nancing needs or it is not as well suited as the other mode.
Three Suggestions

At present, FIEs can either stick to the financing mode of
Borrowing Gap or adopt the macro-prudent management
mode of Full-coverage. In the face of this dual system,
based on our accumulated practice and experience, we
would like to make the following three suggestions:

Firstly, in practice, since the Borrowing Gap mode has been
implemented for more than ten years in China, the rele-
vant provisions and procedures have been very well-
developed. In the set-up process for FIEs, the Borrowing
Gap may continue to be agreed upon in contracts and
articles of associations for the purpose of obtaining foreign
loan efficiently.

Secondly, FIEs should not simply adopt the Full-coverage
mode. Instead, they are suggested to assess the ad-
vantages and disadvantages of Full-coverage and Borrow-
ing Gap based on their own situations. Meanwhile, FIEs
should also pay close attention to the policy changes on
foreign loan management and the requirements of local
administrative authorities in practice, because the interpre-
tation of the Administration of Foreign Exchange varies in
different areas and is in a state of constant changes.

Thirdly, FIEs should pay close attention to the compliance
requirements of foreign loan management, such as timely
contract registration and timely information update in the
system. They should also comply with the relevant re-
quirements when they use funds, and be careful of the
matching of foreign loan terms and the use terms. At the
same time, FIEs should attach importance to whether the
weighted balance of cross-border financing exceeds the
upper limit. In the case of violations, cross-border financing
will be suspended. Enterprises will be fined and even be
requested to pay risk reserves.

Conclusion

Document No.9 clearly stipulates that the cross-border
financing management mode of FIEs shall further be de-
termined by the Central Bank and the State Administration
of Foreign Exchange, upon evaluation of the overall im-
plementation of the notice. According to our consultation
with the China Bank Regulatory Commission, the Mone-
tary Policy Department of the Central Bank is responsible
for assessing this issue and formulating a new policy to
determine whether Full-coverage should replace Borrowing
Gap or they should coexist in the future.

Although Document No.9 offers significant benefits for the
enterprises, they still need to properly plan the cross-border
financing in the future by rationally evaluating their financ-
ing costs and business space, before introducing further
policies. We will be glad to provide support if necessary.
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Broadening horizons

,,We must be continuously on alert for new developments to be able to master challenges
in the best possible way. With curiosity and an innovative approach, we are creating for-
ward-looking solutions.”

Rédl & Partner
., The building of human towers requires each team member to again and again attempt
something new. In this way, we are able to rise above the challenge together.”

Castellers de Barcelona
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Each and every person counts” — to the Castellers and to us.

Human towers symbolise in a unique way the Rodl & Partner corporate culture.
They personify our philosophy of solidarity, balance, courage and team spirit.
They stand for the growth that is based on own resources, the growth which has
made R&dl & Partner the company we are today. , Forca, Equilibri, Valor i Seny”
(strength, equilibrium, valour and common sense) is the Catalan motto of all
Castellers, describing their fundamental values very accurately. It is to our liking
and also reflects our mentality. Therefore Réd| & Partner embarked on a collabo-
rative journey with the representatives of this long-standing tradition of human
towers — Castellers de Barcelona — in May 2011. The association from Barcelona
stands, among many other things, for this intangible cultural heritage.

This Newsletter offers non-binding information and is intended for general information pur-
poses only. It is not intended as legal, tax or business administration advice and cannot be
relied upon as individual advice. When compiling this Newsletter and the information includ-
ed herein, RédI & Partner used every endeavour to observe due diligence as best as possible,
nevertheless Rodl & Partner cannot be held liable for the correctness, up-to-date content or
completeness of the presented information.

The information included herein does not relate to any specific case of an individual or a legal
entity, therefore, it is advised that professional advice on individual cases is always sought.
RodI & Partner assumes no responsibility for decisions made by the reader based on this
Newsletter. Should you have further questions please contact Rodl & Partner contact persons.
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