FOREWORD

Since the convention of the Third Plenary Session of the
Eleventh Central Committee of the CPC, China has been
implementing the policy of opening up to the outside world and
actively developing foreign economic interchange with a view to
accelerating her socialist modernization drive. Among the many
forms of foreign economic cooperations accepted, establishing
foreign investment enterprises has been a major mode in the
country’s utilization of foreign investment, importation of
overseas technologies and learning of foreign experience in
business operations and management. :

With further relaxation in respect to the country’s policy
concerning utilization of foreign investment, progressive
perfection of her foreign economic laws and regulations and
improvement of her investment climate, more and more foreign
and overseas Chinese businessmen will be wishing to make
investment in China and to cooperate with Chinese enterprises
and other economic organizations in launching equity joint
ventures and other businesses. Under these circumstances,
domestic professionals engaged in utilization of foreign in-
vestment are desirous of having a handbook which contains
China’s major foreign economic laws and regulations and
relevant management rulings, and which thus serves as a useful
reference for practical work.

In July 1985 we compiled the SHANGHAI OVERSEAS
INVESTMENT MANUAL and since then it hag gone through
two revisions. Now we are presenting this revised and enlarged
edition in which recently promulgated laws and regulations
encouraging foreign investment are incorporated. Aware that
we lack experience in compiling a book like this and that it is too
much to hope that imperfections have been entirely avoided, we
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should be grateful if users of this Manual who detect errors
would be so kind as to bring them to our notice.

January 1992 - Su Shaohua
Compiler
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I. RELEVANT LAWS AND REG-
ULATIONS ON APPROVAL OF
FOREIGN INVESTMENT ENTER-
PRISES

1. The Law of the People’s Republic of
China on Joint Ventures Using Chinese
and Foreign Investment

Adopted on July 1, 1979 at the Second Session of the
Fifth National People's Congress, Promulgated on July 8
1979

Article 1

With a view to expanding international economic coop-
eration and technological exchange, the People’s Republic of
China permits foreign companies, enterprises, other economic
entities or individuals (hereinafter referred to as foreign parti-
cipants) to incorporate themselves, within the territory of the
People’s Republic of -China, into joint ventures with Chinese
companies, enterprises or other economic entities (herelnafter
referred to as Chinese participants) on the principle of equal-
ity and mutual benefit and subject to authorization by the
Chinese Government.
Article 2 |

The Chinese Government protects, by the legislation in
force, the resources invested by a foreign participant in a joint
venture and the profits due him pursuant to the agreements,
contracts and articles of association authorized by the Chinese
Government as well as his other lawful rights and interests.

All the activities of a joint venture shall be governed by
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the laws, decrees and pertinent rules and regulation of the
People’s Republic of China.
Article 3

A joint venture shall apply to the Foreign Investment
Commission of the People’s Republic of China for authoriza-

tion of the agreements and contracts concluded between the-

parties to the venture and the articles of association of the
venture formulated by them, and the commission shall autho-
rize or reject these documents within three months. When au-
thorized, the joint venture shall register with the General
Administration for Industry and Commerce of the People’s
Republic of China and start operations under license.

Article 4

A joint venture shall take the form of a llmlted liability
company.

In the registered capital of a joint venture the proportlon
of the investment contributed by the foreign participant(s)
shall in general not be less than 25 per cent.

The profits, risks and losses of a joint venture shall be
shared by the parties to the venture in proportion to their con-
tributions to the registered capital.

The transfer of one party’s share in the registered capital

shall be effected only with the consent of the other parties to
" the venture.

Article §

Each pary to a joint venture may contribute cash, capital
goods, 1ndustr1al property rights, etc., as its investment in the
venture,

The technology or equipment contributed by any foreign
participant as investment shall be truly advanced and
appropriate to China’s needs.- In cases of losses caused by de-
ception through the intentional provision of outdated equip-
ment or technology, compensation shall be paid for the losses.

The investment contributed by a Chinese participant may
include the right to the use of a site provided for the joint
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venture during the period of its operation. In case such a con-
tribution does not constitute a part of the investment from the
Chinese participant. the joint venture shall pay the Chinese
Government for its use.

The various contributions referred to in the present arti-
cle shall be specified in the contracts concerning the joint ven-
ture or in its articles of association, and the value of each con-
tribution (excluding that of the site) shall be ascertained by
the parties to the venture through joint assessment.

Article 6

A joint venture shall have a board of directors iwith a
composition stipulated in the contracts and the articles of
association after consultation between the parties to the ven-
ture, and each director shall be appointed or removed by his
own side. The board of directors shall have a chairman
appointed by the Chinese participant and one or two vice--
chairmen appointed by the foreign participant(s). In handling
an important problem, the board of directors shall reach deci-
sion through consultation by the participants on the principle
of equality and mutual benefit.

The board of directors is empowered to discuss and take
action on, pursuant to the provisions of the articles of associa-
tion of the joint venture, all fundamental issues concerning the
venture, namely, expansion projects, production and business
programmes, the budget, distribution of profits, plans concern-
ing manpower and pay scales, the termination of business, the
appointment or hiring of the president, the vice-president(s),
the chief engineer, the treasurer and the auditors as well as

- _their functions and powers and their remuneration, etc.

The president and vice-president(s) (or the general mana-
ger and assistant general manager(s) in a factory) shall be
chosen from the various parties to the joint venture. .

Procedures covering the employment and discharge of the
workers and staff members of a joint venture shall be stipu-
lated according to law in the agreement or contract concluded
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between the parties to the venture.
Article 7

The net profit of a joint venture shall be distributed be-
tween the parties to the venture in proportion to their respec-
tive shares in the registered capital after the payment of a
joint venture income tax on its gross profit pursuant to the tax
laws of the People’s Republic of China and after the deduc-
tions therefrom as stipulated in the articles of association of
the venture for the reserve funds, the bonus and welfare funds
for the workers and staff members and the expansion funds of
the venture.

A joint venture equipped with up-to-date technology by
world standards may apply for a reduction of or exemption
from income tax for the first two to three profit-making years.

A foreign participant who re-invests any part of his share
of the net profit within Chinese territory may apply for the
restitution of a part of the income taxes paid.

Article 8

A joint venture shall open an account with the Bank of
China or a bank approved by the Bank of China.

A joint venture shall conduct its foreign exchange trans-
actions in accordance with the Foreign Exchange Regulations
of the People’s Republic of China.

A joint venture may, in its business operations, obtain
funds from foreign banks directly.

The insurances appropriate to a joint venture shall be fur-
nished by Chinese insurance companies.

Article 9 |

The production and business programmes of a joint ven-
ture shall be filed with the authorities concerned and shall be
implemented through business contracts.

In its purchase of required raw and semi-processed mate-
rials, fuels, auxiliary equipment, etc., a joint venture should
give first priority to Chinese sources, but may also acquire
them directly from the world market with its own foreign ex-
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change funds.

A joint venture is encouraged to market its products out-
side China. It may distribute its export products on foreign
markets through direct channels or its associated agencies or
China’s foreign trade establishments. Its products may also be
distributed on the Chinese market.

Wherever necessary, a joint venture may set up affiliated
agencies outside China.

Article 10

The net profit which a foreign participant receives as his
share after executing his obligations under the pertinent laws
and agreements and contracts, the funds he receives at the
time when the joint venture terminates or winds up its opera-
tions, and his other funds may be remitted abroad through the
Bank of China in accordance with the foreign exchange reg-
ulations and in the currency or currencies specified in the con-
tracts concerning the joint venture.

A foreign participant shall receive encouragements for de-
positing in the Bank of China any part of foreign exchange
which he is entitled to remit abroad.

Article 11

The wages, salaries or other legitimate income earned by
a foreign worker or staff member of a joint venture, after pay-
ment of the personal income tax under the tax laws of the
People’s Republic of China, may be remitted abroad through
the Bank of China in accordance with the foreign exchange
regulations.

Article 12

The contract period of a joint venture may be agreed
upon between the parties to the venture according to its par-
ticular line of business and circumstances. The period may be
extended upon expiration through agreement between the par-
ties, subject to authorization by the Foreign Investment Com-
mission of the People’s Republic of China. Any application for
such extension shall be made six months before the expiration
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