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State Council of the People's Republic of China Lowers the Minimum
Capital Ratio Requirement for Infrastructure Projects
China Business Solution Office
RMB Internationalization Business Promotion Office
On November 27, 2019, the State Council of the People’s Republic of China (State Council) released a
circular regarding the strengthening of capital fund management for fixed-asset investment projects (Guofa
[2019] No. 26, hereinafter “Circular No. 26”), moderately lowering the minimum capital ratio requirement for
some infrastructure projects with conditions.
Key Takeaways



The capital of an investment project must be non-indebted funds, and the corporation in charge of the
project shall not bear any debt or interest on these funds.
Banks shall comply with the rules of the capital system when providing loans for fixed-asset investment
projects.

1.

Background of the Policy
A capital system for fixed-asset investment projects began in 1996 and was initially aimed at calibrating the
investment structure and preventing investment risks. The State Council has since modified the system four
times in 2004, 2009, 2015, and 2019 (this time). These changes primarily aim to strengthen the weak parts of
the urban and transportation infrastructure, and to attract further effective investment in the face of increasing
risks of an economic downturn.
2.

Main Contents of the Policy

[Figure 1] Main Contents of the Policy Regarding Corporate Capital Investment Projects
The capital of an investment project must be sourced from non-indebted funds
Approach to Capital
provided by the investor for the entirety of the project, and the corporation in charge
in Investment Projects
of the project shall not bear any debt or interest on the funds concerned.
Scope of Investment
Project Capital

The system applies to corporate investment projects in China and investment
projects for business operations backed by the government.
If
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independent
corporation

Classification and
Conduct of Investment
Project
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Management

an All interests of the owner can be utilized as capital for
the investment project

If NOT establishing an A dedicated account shall be opened on a per project
basis to standardize the setting and use of accounts. It
independent
shall adhere to the relevant national financial and
corporation
accounting system, and the allocated capital and assets
and liabilities of each investment project shall be
calculated individually. The amount and ratio of capital
of the investment project must be determined based on
the above.
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Supervisory Authority
for Corporate
Investment Projects

Relevant financial institutions that provide financial services must strengthen the
examination and supervision of the status of capital sources, ratios, and payments for
investment projects.

Expansion of
Financing Channels

The corporation in charge of the project and project investors in industries that
promote the development of the nation and infrastructure are encouraged to procure
capital through multiple channels including financial instruments such as equity and
stocks. The funds procured by the issuance of financial instruments are classified as
equity products through the nationally unified accounting system. Equity products
can be certified as the capital for a project, but they shall not exceed 50% of the total
capital.

Requirements for
Financial Institutions

When a financial institution certifies capital funds for an investment project, the
institution shall stringently classify the fund as an investment project or project
investor, determine the attributes of the capital or liabilities based on the rights and
responsibilities of the investment project in order to examine capital credibility,
compliance, return on investment, lending risk, and to independently determine the
loan eligibility, loan amount, and the loan ratio.

Fixed asset investment projects are categorized by sectors, mainly divided into (1) urban and transportation
infrastructure facilities, (2) real estate development, and (3) industrial construction. Circular No. 26 expresses
that the minimum capital ratio of a project can be reduced by 5% or less mainly by moderately reducing the
minimum capital of urban and transportation infrastructure and by keeping the mechanism for returns on
investment transparent while ensuring profitability and controlling risk.
[Figure 2】Minimum Capital Ratio for Fixed Asset Investment Projects
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* Revised this time

3.

Impact on Companies
In the event that a company invests in a fixed-asset investment project (for example, a new project, an
expansion in production capacity, a land purchase, purchase of new equipment, procurement of new production
lines), screening and approval must be conducted in advance by the department for national investment
administration (the development and reform department at the relevant level of government), through which the
total amount of the project investment can be determined. Companies can borrow from commercial banks on
the assumption that the required minimum capital ratio is met. Of course, there is no need to review and notify
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the authorities for certain fixed-asset investments (for instance, when the investment is not for increasing
production capacity or purchasing land, or it is for a simple equipment procurement or replacement). In practice,
however, commercial banks are conservative and there are cases when such a loan amount is based on the
determined minimum capital ratio.
[Figure 3] Characteristics of Project Financing
Financing one unit or one set of large construction equipment, infrastructure
facilities, real estate projects, or for construction of any other project. Refinancing
Use of Loan Funds
for projects under construction or finished projects also qualifies.

Borrower

A company or operations corporation that is established specifically for the
purpose of constructing, managing, or financing the project. This also includes
existing companies and business corporations that are mainly engaged in the
construction, management or financing of the project.

Repayment Sources

Sales revenue, subsidy revenue, or other revenue generated by the project. In
general, other repayment resources are excluded.

Source: Project Finance Business Guidelines (Issued by China Banking Regulatory Commission,
Yinjianfa[2009] No. 71)
[Figure 4] Example of Fixed-Asset Project Financing through Banks
For a submitted project that has been approved, if the
project's total investment is RMB 1 million, and the
minimum capital ratio of the project is 20%, the minimum
capital for the project is RMB 200,000 and the maximum
amount of loans for project financing on fixed assets by
Total investment of
banks will be RMB 800,000.
fixed-asset

Reference: Temporary Regulation on Lending for Fixed
Assets (China Banking Regulatory Commission, 2009 No.
2)

Loanable amount
by commercial
banks for
fixed-asset
investment project
RMB 800,000

investment project
RMB 1Mn
Minimum capital
required for

Article 9: Approved applications for fixed-asset lending
shall be subject to the following conditions:
(VII) The project conforms to the provisions of the national
investment project system.

fixed-asset
investment project
RMB 200,000

Circular No. 26 has moderately reduced the minimum capital ratio requirement for infrastructure projects. It
is recommended that companies, upon obtaining financing for fixed-asset investment projects, pay attention to
the movement of the minimum capital ratio in relevant industries and formulate a rational financing plan based
on the minimum capital ratio requirements in the project’s industry.
We will continue to follow up on relevant information and share the details as they come.
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Disclaimer
This report has been prepared by MUFG Bank (China), Ltd. (the “Bank”), for information only and is not
intended for use by or distribution to any person or entity in any jurisdiction or country where such
distribution or use would be contrary to law or regulations. The Bank and/or any person/entity
connected with it may make use of or may act upon the information contained in this report prior to the
publication of this report to its customers.
Neither the information nor the opinion expressed herein constitute or are to be construed as an offer,
solicitation, advice or recommendation to buy or sell deposits, securities, futures, options or any other
financial or investment products.
This report has been prepared solely for informational purposes and does not attempt to address the
specific needs, financial situation or investment objectives of any specific recipient.
This report is based on information from sources deemed to be reliable but is not guaranteed to be
accurate and should not be regarded as a substitute for the exercise of the recipient’s own judgment. The
recipient should obtain separate independent professional, legal, financial, tax, investment or other advice,
as appropriate.
This report is based upon the analysts’ own views, therefore does not reflect the Bank’s official views. All
views herein (including any statements and forecasts) are subject to change without notice, its accuracy is
not guaranteed; it may be incomplete or condensed and it may not contain all material information
concerning the entities referred to in this report. None of the Bank, its head office, branches, and affiliates
is under any obligation to update this report.
Historical performance does not guarantee future performance. Any forecast of performance is not
necessarily indicative of future or likely performance of the any product mentioned in this report.
The Bank and/or its directors, officers, and employees, from time to time, may have interest and/or
underwriting commitment in the relevant securities mentioned herein or related instruments and/or may
have a position or holding in such securities or related instruments as a result of engaging in such
transactions. Furthermore, the Bank may have or have had a relationship (for example, the relationship of
affiliate, strategic partnerships, etc.) with or may provide or have provided corporate finance or other
services to any company mentioned herein.
The information contained herein has been obtained from sources the Bank believed to be reliable but the
Bank does not make any representation or warranty nor accept any responsibility or liability as to its
accuracy, timeliness, suitability, completeness or correctness. Therefore, the inclusion of the valuations,
opinions, estimates, forecasts, ratings or risk assessments described in this report is not to be relied upon
as a representation and / or warranty by the Bank. The Bank, its head office, branches, and affiliates and
the information providers accept no liability whatsoever for any direct, indirect and/or consequential loss
or damage of any kind arising out of the use of all or any part of this report.
The Bank retains copyright to this report and no part of this report may be reproduced or redistributed
without the written permission of the Bank and the Bank, its head office, branches, or affiliates accepts no
liability whatsoever to any third parties resulting from such distribution or re-distribution.
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