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Area of Law:Banking & Finance

Order of the People's Bank of China

(No. 2, 1996)

In accordance with the relevant provisions of the Law of the People's Republic of China on the
People's Bank of China and the Law of the People's Republic of China on Commercial Banks, the
People's Bank of China has adopted the General Rules for Loans, which are hereby issued and
shall come into force on August 1, 1996.

Dai Xianglong, Governor of the People's Bank of China

June 28, 1996

General Rules for Loans
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Chapter I General Provisions

Article 1 To regulate loan practices, safeguard the lawful rights and interests of lenders and

borrowers, ensure the security of credit assets, enhance the overall benefits from loan
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utilization, and promote the sustainable development of the socialist economy, these General
Rules are formulated in accordance with the Law of the People's Republic of China on the People's
Bank of China, the Law of the People's Republic of China on Commercial Banks and other relevant

legal provisions.

Article 2 In these General Rules, “lender” means a Chinese-funded financial institution
legally established within the territory of China that is engaged in loan business.

In these General Rules, “borrower” means a legal person, any other economic organization,
an individual industrial and commercial household, or a natural person that has obtained a
loan from a Chinese-funded financial institution engaged in loan business.

In these General Rules, “loan” means the monetary funds provided by a lender to a borrower
and serviced according to the agreed interest rate and maturity.

In these General Rules, “loan currency” includes Renminbi (RMB) and foreign currencies.

Article 3 Loans shall be provided and utilized in accordance with laws and administrative
regulations of the state and administrative rules issued by the People's Bank of China (“"PBC")

under the principles of efficiency, safety and liquidity.

Article 4 Lending and borrowing activities between a lender and a borrower shall adhere to

the principle of equality, free will, fairness, and good faith.

Article 5 In conducting loan business, lenders shall follow the principles of fair competition

and close cooperation and shall not commit unfair competition.

Article 6 The PBC and its branch offices shall be the regulatory authorities for the

implementation of these General Rules.

Chapter II Types of Loans

Article 7 Self-operated loans, entrusted loans and special loans:

“Self-operated loans” means loans independently provided by lenders using funds legally
raised, with loan risks to be assumed by lenders and principal and interest to be recovered by
lenders.

“Entrusted loans” means loans funded by clients, such as governmental departments,
enterprises, public institutions, and individuals, provided and supervised by lenders (trustees)
for clients according to the recipient, purpose, amount, term, interest rate, and other matters
of loans as determined by clients, and recovered with the assistance of lenders. Lenders
(trustees) shall only charge handling fees without assumption of loan risks.

“Special loans” means loans approved by the State Council and provided by wholly state-
owned commercial banks as ordered by the State Council after appropriate remedial

measures are taken for losses possibly caused by the loans.

Article 8 Short-term loans, medium-term loans and long-term loans:

“Short-term loan” means a loan with a term of not more than one year.

“Medium-term loan” means a loan with a term of more than one year but not more than five
years.

“Long-term loan” means a loan with a term of more than five years.

Article 9 Credit loans, secured loans and note discounting:

“Credit loan” means a loan provided on the basis of the credit standing of a borrower.
“Secured loan” means a surety loan, a mortgage loan, or a pledge loan.

“Surety loan” means a loan provided in the manner of surety as set out in the Guarantee Law
of the People's Republic of China, for which a third party undertakes to assume the general
surety liability or joint and several liability as agreed on when the borrower fails to repay the
loan.

“Mortgage loan” means a loan provided in the manner of mortgage as set out in the Guarantee
Law of the People's Republic of China, for which any property of the borrower or a third party is

mortgaged.
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“Pledge loan” means a loan provided in the manner of pledge as set out in the Guarantee Law
of the People's Republic of China, for which any chattel or right of the borrower or a third party is
pledged.

“Note discounting” means a loan provided by a lender in the manner of purchasing undue

commercial notes from a borrower.

Article 10 Except for an entrusted loan, a borrower shall provide security for a loan from a
lender. The lender shall strictly examine the repayment ability of a surety, the rights to and
value of the mortgaged or pledged property, and the feasibility of realizing the mortgage or
pledge.

Where a lender is convinced upon examination and evaluation that a borrower has a good
credit standing and is definitely able to repay a loan, providing security for the loan may be

waived.

Chapter III Loan Term and Interest Rate

Article 11 Loan term:

The term of a loan shall be determined by a lender and a borrower after consultations on the
basis of the production or other business operation cycle and repayment ability of the
borrower and the lender's ability to provide funds and be expressly stated in the loan
contract.

In general, the term of a self-operated loan shall not exceed 10 years; otherwise, a report
must be filed with the PBC.

The term of note discounting shall not exceed six months, starting from the date of discount

and ending on the date of maturity of the note.

Article 12 Extension of the term of a loan:

Where a borrower is unable to repay a loan as scheduled, the borrower shall apply for
extension of the term of the loan to the lender before maturity, and extension shall be
granted at the direction of the lender; where a borrower applies for extension of the term of a
surety loan, a mortgage loan or a pledge loan, a written certificate of consent shall be issued
by the surety, mortgagor or pledgor, except as otherwise agreed on.

The extension of a short-term loan shall not cumulatively exceed the original term of the
loan; the extension of a medium-term loan shall not cumulatively exceed half of the original
term of the loan; and the extension of a long-term loan shall not cumulatively exceed three
years, except as otherwise provided for by the state. Where a borrower fails to apply for
extension or its application for extension is rejected, the loan shall be transferred into an

overdue loan account from the day immediately following the date of maturity of the loan.

Article 13 Determination of the interest rate for a loan:
A lender shall determine the interest rate for each loan according to the upper and lower

limits of interest rate prescribed by the PBC and expressly state it in the loan contract.

Article 14 Calculation and collection of interest on a loan:

A lender shall calculate and collect and a borrower shall pay interest as scheduled pursuant to
the loan contract and relevant provisions on interest accrual of the PBC.

Where the sum of extension and the original term of a loan reaches a new term level for
interest rate, the interest on the loan shall be calculated and collected at the interest rate for
the new term level from the date of extension.

Penalty interest on overdue loans shall be calculated and collected according to relevant legal

provisions.

Article 15 Interest discount for loans:

To promote the development of certain industries and regional economies, relevant
departments may grant interest discounts for loans pursuant to state policies.

Handling banks shall independently provide upon examination loans with interest discounts
granted by relevant departments and exercise strict management according to the relevant

provisions of these General Rules.
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Article 16 Interest cessation, reduction, deferral and exemption for loans:

Except as decided by the State Council, no entity or individual may decide interest cessation,
reduction, deferral or exemption. Lenders shall, as decided by the State Council, handle
interest cessation, reduction, deferral or exemption within their respective powers and

responsibilities.

Chapter IV Borrowers

Article 17 A borrower shall be an enterprise or public institution as a legal person, any other
economic organization or an individual industrial and commercial household approved and
registered by the administrative authority for industry and commerce (or the competent
authority) or a natural person of the nationality of the People's Republic of China with full civil
capacity.

In addition to such basic conditions as marketability of products, profitability of production
and other business operations, absence of misappropriation of loan funds, and adherence to

good faith, a borrower applying for a loan shall meet the following requirements:

1. Have the ability to service the loan as scheduled; and have paid all interest payable on
previous loans and repaid all due loans; otherwise, have prepared a repayment plan

approved by the lender.

2. Have undergone annual inspection formalities at the administrative authority for industry
and commerce, except for natural persons and public institutions as legal persons that need

not be approved and registered by the administrative authorities for industry and commerce.

3. Have opened a basic account or an ordinary deposit account.

4. Have a cumulative amount of external equity investments that does not exceed 50% of its
total net assets, if it is a limited liability company or a joint-stock limited company, except as

otherwise provided for by the State Council.

5. Have a liability-asset ratio to the satisfaction of the lender.

6. Have a ratio between the ownership interest in the legal-person enterprise under a new
project and the total investment required for the project that is not lower than the capital
ratio specified by the state for an investment project, if a medium- or long-term loan is

applied for.

Article 18 Rights of a borrower:

1. Have the right to apply independently to the handling department of the lead bank or any

other bank for loans and obtain loans according to the relevant conditions;

2. Have the right to draw and use all funds of a loan as agreed on in the contract;

3. Have the right to reject any additional conditions not included in the loan contract;

4. Have the right to communicate or report relevant issues to the superiors of lenders and the

PBC; and

5. Have the right to assign debts to third parties with the consent of lenders.

Article 19 Obligations of a borrower:

1. Truthfully provide materials required by lenders (except for materials unavailable pursuant
to legal provisions), truthfully provide lenders with information on all banks where it
maintains an account, account numbers, and deposit and loan balances, and cooperate with

lenders in investigation, examination and inspection;

2. Accept lenders' supervision over its use of credit funds and relevant business, such as

production, and financial activities;
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3. Use a loan for the purposes as agreed on in the loan contract;

4. Service a loan in a timely manner as agreed on in the loan contract;

5. Obtain the consent of lenders to assign all or part of a debt to a third parity; and

6. Inform lenders in a timely manner of any circumstances threatening the safety of rights of

lenders and concurrently adopt preservative measures.

Article 20 Restrictions on a borrower:

1. A borrower shall not obtain loans from two or more branch offices of a lender which are at

the same level and within the same jurisdiction.

2. A borrower shall not provide a lender with balance sheets, income statements, and other

documents that are false or conceal material facts.

3. A borrower shall not use a loan for equity investment purposes, except as otherwise

provided for by the state.

4. A borrower shall not use a loan for speculation in negotiable securities, futures, and other

areas.

5. A borrower shall not use a loan for operating the real estate business, unless it has been
legally qualified for operating the real estate business; and a borrower legally qualified for

operating the real estate business shall not use a loan for real estate speculation.

6. A borrower shall not obtain a loan for the purpose of seeking illegal gains through on-

lending.

7. A borrower shall not use a loan in foreign currency in violation of the provisions of the

state on foreign exchange administration.

8. A borrower shall not obtain a loan by fraudulent means.

Chapter V Lenders

Article 21 Lenders must conduct the loan business with the approval of the PBC, hold a

Legal-Person Financial Institution License or a Financial Institution Business License issued by

the PBC, and have been approved and registered by the administrative authorities for

industry and commerce.

Article 22 Rights of a lender:
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