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CHINA ALERT 

SAFE CIRCULAR NO. 142: NEW MEASURES TO RESTRICT 
SETTLEMENT OF FOREIGN EXCHANGE TO RENMINBI 

By September 30, 2008, China boasted the highest foreign exchange reserves in the world 
(more than 1.9 trillion dollars),1 and the exchange rate between the renminbi (RMB) and the 
U.S. dollar (USD) rose from 8.27:1 on July 21, 2005, to around 6.836:1 on October 27, 
2008. To address the concern that billions in “hot money” might have flown into China 
under the guise of “foreign direct investment” intending to take advantage of the RMB’s 
appreciation, the State Administration of Foreign Exchange (SAFE) issued a new circular 
(Circular 142) on August 29, 2008,2 which aims to further restrict the settlement of foreign 
exchange to RMB. 

1. NEW RESTRICTIONS: NO SETTLEMENT OF FIE’S 
REGISTERED CAPITAL FOR ACTIVITIES BEYOND 
BUSINESS SCOPE, FOR EQUITY INVESTMENT, FOR 
INVESTMENT IN NON-SELF-USE REAL ESTATE 
PROPERTIES OR FOR INVESTMENT IN SECURITIES 

Before Circular 142 was promulgated, the Chinese government had abolished the 
requirement that settlement of registered capital of foreign-invested enterprises (FIEs) from 
foreign exchange to RMB was subject to approval by SAFE or its local counterpart.3 For 
instance, before Circular 142 was promulgated, if an FIE wanted to make an equity 
investment, it would be allowed to convert its registered capital from foreign exchange to 
RMB and then make the investment in China with this RMB. This is no longer feasible 
post-Circular 142. 

Circular 142 explicitly restricts FIEs from converting their registered capital from foreign 
exchange to RMB for activities beyond their business scope, for equity investments in 
China, for the purchase of non-self-use real estate properties or for investment in securities 
(unless they otherwise comply with the relevant law).4 

In particular, Circular 142 limits the sources of funding that an FIE may utilize for equity 
investment in China. Nevertheless, Circular 142 does not prohibit an FIE from making  

                                                               
1  See the statistics posted at SAFE’s official Web site: 

http://www.safe.gov.cn/model_safe/tjsj/tjsj_detail.jsp?ID=110400000000000000,19&id=5. 
2  The Circular of Operation Issues Related to the Perfection of Administration of Payment-

Related Settlement of FIEs’ Registered Capital from Foreign Exchange to RMB. 
3  See, e.g., the Circular of SAFE to Tentatively Reform the Administration Method of Settlement 

of Registered Capital of FIEs, promulgated by SAFE on August 8, 2001, and the Circular of 
SAFE to Reform the Administration Method of Settlement of Registered Capital of FIEs, 
promulgated by SAFE on June 17, 2002. 

4  Article 3 of Circular 142. 
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equity investments. Therefore, Circular 142 should not be read as a measure to deter equity investment by FIEs, and 
an FIE that has generated sufficient RMB income may still invest using its RMB funds. Circular 142 merely reflects 
the Chinese government’s policy of controlling the foreign exchange that flows into China in the name of foreign 
direct investment, in order to ensure that it is utilized for the specific business activities written into the relevant 
FIE’s business scope, but not in other business activities. 

2. CAPITAL VERIFICATION REQUIRED BEFORE SETTLEMENT  

Before settlement, Circular 142 explicitly requires that an FIE must have its registered capital contribution verified 
by an accounting firm.5 Furthermore, the capital verification and settlement of registered capital should be handled 
through a computerized system controlled by SAFE.6  

Apparently, with these measures, the Chinese government will possess more accurate firsthand knowledge about the 
actual amount injected into China and converted into RMB in the name of foreign direct investment. This 
information will also presumably help the government obtain authentic and reliable statistical data regarding foreign 
investments. 

3. REQUIRED DOCUMENTS  

Before Circular 142, an FIE could settle its registered capital when it had actual needs. Specifically, for settlement of 
more than USD200,000, if the FIE could present supporting documents (such as a payment request or invoice), the 
bank would convert the FIE’s registered capital from foreign exchange to RMB and directly remit the money to the 
party that the FIE intended to pay. For settlement of no more than USD200,000 or for the purpose of the FIE’s 
payment of salaries, etc., the bank would also convert the money and reserve it in the FIE’s bank account, on 
condition that the FIE should present to the bank a breakdown of usage of the exchanged amount when the FIE 
requests its next exchange.7  

Circular 142 further restricts that, for purpose of the settlement, an FIE shall provide the following documents to its 
bank— 

1. its IC Card of Foreign Exchange Registration8  
2. an order issued by the FIE to its bank to settle the FIE’s registered capital in RMB and to remit such RMB 
3. documents evidencing the use of the settled RMB, such as a contract or payment order 
4. the FIE’s latest Contribution Verification Report issued by an accounting firm 
5. documents evidencing that payment of the FIE’s RMB, previously settled from its registered capital, is 

made in accordance with relevant payment orders, and breakdown and tax receipts of such payments 
6. other documents deemed necessary by the bank.9 

(For settlement of no more than USD50,000, the FIE does not need to submit documents (3) and (5) listed 
above.) 

After the settlement, if the FIE’s foreign exchange registered capital account and RMB account are opened with the 
same bank, the settled RMB must be actually remitted to the recipient on the same day of settlement; if with different  

 

                                                               
5  Article 1 of Circular 142. 
6  Article 2 of Circular 142. 
7 The Circular of SAFE to Improve the Administration of Review of Settlement of FIEs’ Registered Capital and Registration 

of Foreign Debt, promulgated by SAFE on May 17, 2004. 
8 From May 1, 2008, through July 31, 2008, the paper Foreign Exchange Registration Certificates were replaced with IC 

Cards. This was done to facilitate the government’s data collection, inspection and adoption of precautious measures. 
9  Article 5 of Circular 142. 
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banks, the bank with which the RMB account is opened shall remit the RMB to the recipient within two working  
days. 

4. RESTRICTIONS ON THE SETTLEMENT OF ACQUISITION PAYMENT  

In addition to restrictions regarding settlement of FIE’s registered capital, Circular 142 sets forth similar restrictions on 
the settlement of foreign exchange payments made by foreign investors to Chinese companies or individuals for equity 
acquisitions from a Chinese seller. These require the Chinese seller to settle the acquisition payment in RMB by 
presenting the order of payment, documents evidencing usage of the settled RMB and documents evidencing that 
payment of RMB previously settled is being made in accordance with relevant payment orders.10  

This is a huge change. Before Circular 142, Chinese sellers could settle the acquisition payment without restrictions, 
but, from now on, they will be able to settle the payment only when they have actual needs. However, an issue related 
to the implementation of this requirement of Circular 142 is: what constitutes a Chinese seller’s actual needs? For 
example, are investments in the stock market and real estate properties justifiable needs?  

As acquisition payment is not foreign investment but a Chinese seller’s earnings from selling its enterprises, it makes 
business sense to allow the Chinese seller the freedom to spend the money when it wants. If so, however, the 
restrictions in Circular 142 on settlement of acquisition payment will be easily circumvented as long as the Chinese 
seller is able to find some projects on which to spend money. Whether the Chinese government will strictly restrict 
settlement of acquisition payment will be subject to further clarification by the government. 

* * * 

In early October, SAFE posted a piece of news on its Web site, stating that, on the one hand, SAFE will strictly 
administer the settlement of FIEs’ registered capital and short-term foreign debts, and, on the other, SAFE will simplify 
its administrative approval processes. Furthermore, SAFE will try to issue new policies and take new measures in 
around six months’ time to simplify these administrative approval requirements, as well as facilitate money flow in 
international trade. We hope the new measures, if implemented, will not further restrict FIEs’ freedom in the settlement 
of their registered capital. 

 

                                                               
10 Article 6 of Circular 142. 

CONTACT INFORMATION 

If you have questions regarding this alert, please contact— 

Janet Tang ..........................86.10.8567.2220..............................jtang@akingump.com .................................Beijing 

 

mailto:jtang@akingump.com


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


