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SAFE Issues New Guidelines for Equity Incentive Plan 
Registration

BY DAVID WANG, LU YI, STANCY QIAN & SIGN KADOUH 
 
New Regulation:  Circular Regarding Issues Relating to Foreign Exchange 

Administration of Domestic Individuals’ Participation in Equity 
Incentive Plan of Overseas Listed Companies (Circular 7) 

 
Agency: State Administration of Foreign Exchange (“SAFE”) of the Peoples’ 

Republic of China (“PRC”) 
 
Synopsis: Circular 7 replaces Circular 78 and expands SAFE’s current 

regulation of domestic individuals participating in equity incentive 
plans of overseas listed companies. Notable changes under 
Circular 7 include (i) award holders who are “foreigners” in China 
are now subject to foreign exchange registration, (ii) silence on 
the Circular 78 restrictions on the source of funds used to exercise 
awards, and (iii) silence on the Circular 78 requirement to remit all 
proceeds from the sale of shares underlying the awards back to 
China. 

  
 
I. Expands Scope of Reportable Grantees 
 
Under Circular 7, grants made to foreigners1 in China need to be registered with SAFE 
whereas prior regulations did not cover such grants.  This allows foreigners to purchase 
foreign currency to pay the exercise price and convert the proceeds received from a foreign 
currency into RMB.  Before Circular 7 was issued, there was no guideline on how foreigners 
based in China could participate in the equity incentive plans of companies publicly listed 
outside of China.  Thus, most foreigners did not register such grants with SAFE and, as a 
result, were unable to purchase foreign currency to pay the exercise price from China.   
 
II. Silence on the Payment of the Exercise Price from Offshore Accounts 
 
Whereas the now superseded Circular 78 explicitly prohibited individual grantees from 
making award payments with funds held outside of China, Circular 7 is silent on the issue.  
In the past, a PRC individual had to go through a complicated and lengthy process to 
purchase foreign currency to pay the exercise price after the equity incentive plan was 
registered.  As a result, most companies used cashless exercise as the solution to avoid such 
burden. 
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III. Silence on the Remittance of Proceeds 
 
The now superseded Circular 78 explicitly required individual grantees to remit all proceeds 
from the sale of shares underlying the awards back to China.  Like Section II above, SAFE is 
now silent on this issue.   

 
IV. Conclusion 

 
Given Circular 7’s inclusion of foreigners and silence on issues that were explicitly covered 
under its predecessor, subject to further clarification and interpretation from SAFE, we 
believe that individual grantees (i) may now make payments with funds held outside of 
China and (ii) no longer need to remit all proceeds from the sale of shares underlying the 
awards back to China.  This interpretation of Circular 7 is reasonable because (a) it allows 
foreigners to be able to keep foreign currency outside of China and (b) it is consistent with 
SAFE’s overall policy of allowing assets to be denominated in foreign currency due to the 
amount of perceived “hot money” in China. 
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1 Typically understood to mean individuals holding non-PRC passports. 
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