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Volume |

Lesson One

TEXT

THE LAW OF THE PEOPLE'S REPUBLIC
OF CHINA ON CHINESE-FOREIGN
JOINT VENTURES

(Adopted by the Second Session of the Fiith National People’s Congress on
July 1, 1979 and Promulgated on and Effective as of July 8, 1979)

Article 1 With a view to expanding international economic coop-
eration and technical exchange, the Peaple’s Republic of China permits
foreign companies, enterprises, other economic organizations or indi-
viduals (hereafter referred to as “foreign joint venturers”) to joir with
Chinese companies, enterprises or other economic organizations (here-
after referred to as “Chinese joint venturers”) in establishing jint ven-
tures in the People's Republic of China in accordance with the principle
of equality and mutual benefit and subject to approval by the Chinese
Government.

Article 2 The Chinese Government protects, in accordance with
the law, the investment of foreign joint venturers, the profits due them
and their other lawful rights and interests in a joint venture, pursuant
to the agreement, contract and articles of association appraved by the

Chinese Government.



All the activities of a joint venture shall comply with the provisions
of the laws, decrees and pertinent regulations of the People’s Republic
of China.

Article 3 The joint venture agreement, contract and articles of
a;sociation signed by the parties to the venture shall be submitted to the
Foreign Investment Commission of the People’s Republic of China, and
the Commission shall, within three months, decide whether to approve
or disapprove them. After approval, the joint venture shall register
with the General Administration for Industry and Commerce of the Peo-
ple’s Republic of China, obtain a licence to do business and start opera-
tions.

Article 4 A joint venture shall take the form of a limited liability
company.

The proportion of the investment conttibuted by the foreign joint
venturer(s) shall generally not be less than 25% of the registered capi-
tal of a joint venture.

The parties to the venture shall share the profits, risks and losses
in proportion to their respective contributions to the registered capital.

No assignment of the registered capital of a joint venturer shall be
made without the consent of the other parties to the venture.

Article 5 Each party to a joint venture may make its investment
in cash, in kind or in industrial property rights, etc.

The technology and the equipment that serve as a foreign joint
venturer's investment must be advanced technology and equipment that
actually suit our country’s needs. If the foreign joint venturer causes
losses by deception through the intentional use of backward technology
and equipment, it shall pay compensation for the losses.

The investment of a Chinese joint venturer may include the right to
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the use of a site provided for the joint venture during the period of its
operation. If the right to the use of the site dose not constitute a part of
a Chinese joint venturer’'s investment, the joint venture shall pay the
Chinese Government a fee for its use.

The various investments referred to above shall be specified in the
joint venture contract and articles of association, and the value of each
(excluding that of the site) shall be jointly assessed by the parties to the
venture.

Article 8 A joint venture shall have a board of directors, which
shall have its size and composition stipulated in the contract and the ar-
ticles of association after consultation between the parties to the ven-
ture, and the directors shail be appointed and replaced by the parties to
the venture. The board of directors shall have a chairman, whose office
shall be assumed by the Chinese joint venturer(s), and one or two vice-
chairman, whose office(s) shall be assumed by the foreign joint
venturer(s). In handling major problems, the board of directors shall
reach a decision through consultation by the parties to the venture, in
accordance with the principle of equality and mutual benefit.

The board of directors is empowered, pursuant to the provisions of
the articles of association of the joint venture, to discuss and decide all
major problems of the venture; expansion programmes, proposals for
production and operating activities, the budget for revenues and expeh-
ditures, distribution of profits, plans concerning manpower and pay
scales, the termination of business and the appointment or employment
of the president, the vice-president (s), the chief engineer, the treasur-
er and the auditors, as well as their powers and terms of employment,
ote. : 3
The offices of president and vice-president (s) (or factory manager
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and deputy manager (s)) shall be assumed by the respective parties to
the venture.

The employment and dismissal of the staff and workers of a joint
venture shall be provided for in accordance with the law in the agree-
ment and contract of the parties to the venture.

Article 7 After payment out of the gross profit earned by the
joint venture of the joint venture income tax, pursuant to the provisions
of the tax laws of the People’s Republic of China, and after deduction
from the gross profit of a reserve fund, a bonus and weifare fund for
staff and workers, and a ventute expansion fund, as provided in the
articles of association of the joint venture, the net profit shall be dis-
tributed to the parties to the joint veture in proportion to their respective
contributions to the registered capital.

A joint venture that possesses advanced technology by world stan-
dards may apply for a reduction of or exemption from income tax for
the first two to three profit-making years.

A foreign joint venturer that reinvests in China its share of the net
ptofit may apply for refund of a part of the income taxes already paid.

Article 8 A joint venture shall open an account with the Bank of
China or a bank approved by the Bank of China.

The pertinent foreign exchange transactions of a joint venture shall
be conducted in accordance with the regulations on foreign exchange
control of the People’s Republic of China.

In its operating activities a joint venture may directly raise funds
from foreign banks. -

The various kinds of insurance cove;age of a joint venture shall be
furnished by Chinese insurance companies.

Article 8 The production and operating plans of a joint venture



shall be filed with the departments in charge and shall be implemented
through economic contracts.

In its purchase of required raw and processed materials, fuels,
parts and auxiliary equipment, etc. , a joint venture should give first
priority to purchases in China. It may also purchase them directly from
the international market with foreign exchange raised by itself.

A joint venture is encouraged to market its products outside China.
Export products may be distributed to foreign markets through the jpint
venture directly or through associated agencies, and they may also be
distributed through China’s foreign trade agencies. Products of the joint
venture may also be distributed in the Chinese market.

Whenever necessary, a joint venture maylestablish branches out-
side China.

Article 10 The net profit that a fireign jeint venturer receives
after fulfilling its obligations under the laws and the agreement and the
contract, the funds it receives at the time of the jqint venture's sched-
uled expiration or early termination ,and its other funds may be remitted
abroad through the Bank of China in accordance with the foreign ex-
change regulaticns and in the currency specified in the joint venture
contract.

A foreign joint venturer shali be encouraged to deposit in the Bank
of China foreign exchange that it is entitled to remit abroad.

Article 11 The wages, salaries and other legitimate income
earned by the foreign staff and workers of a joint venture, after pay-
ment of the individual 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. N

Article 12 The contract period of a joint venture may be ¢ “ided
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through consultation by the parties to the venture according to its partic-
ular line of business and circumstances. Upon the expiration of the joint
venture contract period, if the parties have agreed, the period may be
extended , subject to approval by the Foreign Investment €ommission of
the People’s Republic of China. An application for extension of the con-
tract shali be made six months before expiration of the contract.

Article 13 Before the expiration of the joint venture contract pe-
riod , in case of heavy losses, failure of a party to fulfil the obligations
prescribe& by the contract and the articles of association, force ma-
jeure, etc., the contract may be terminated before the date of expira-
" tion through consultation and agreement by the parties to the venture,
subject to approval by the Foreign Investment Commission of the Peo-
ple’s Republic of China and to registration with the General Administra-
tion for Industry and Commerce. In cases of losses caused’ by a breach
of contract, the financial responsibility shall be borne by the party that
has violated the contract. -

Article 14 Disputes arising between the parties to a joint venture
that the board of directors cannot settle through consultatioh may be set-
tled through mediation or arbitration by a Chinese arbitration agency or
through arbitration agency agreed upon by the parties to the venture.

Article 1§ This Law shall come into force on the day of its pro-
mulgation. The power to amend this Law is vested in the National Peo-
ple’s Congress.

VOCABULARY

¢ .
1. promulgate ['promalgeit] v. make public announce officially (a decree, a
new law, etc.)
2. article ['aitiki] n. separate clause or item in an agresment
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3. effective [i'fektiv Jadj. having an effect; able to bring about the result intend-

ed
. equality [i'kwoliti ] n. the state of being equal ; of the same amount , number ,

o

etc, .

5. mutual ['mjutjual] adj. each to the other (s)

6. subject (to) ['sabdsikt] adj. conditional upon ; owing obedience (to)

7. pursuant [pe'sju(:)ent] adj. in accordance with

8. investment [in'vestment] n. investing money

9. due [dju:] adj. owing (to), to be paid

10. contract {'kontrackt] n. binding agreement

11. decree [di'kri:] n. order given by a ruler or authority and having the force
of a alw

12. pertinent [ 'pa:tinant)adj. referring directiy

13. regulation [iregju:'leifsn In. rule,order ,authoritative direction

14. proportion [pre'pazfonn. relation of one thing 1o an other in quantity ,size,
etc. jrelation of a part to the whéle '

15. respective [ris'pektiv Jadj. for ,beléﬁ;ins to,each of those in question

16. assignment [a'sainmont Jn. the act of giving as a share .

17 consent [kon'sent]n. give agreement or permission

18, deception[di'sepfonIn. deceiving, tricking jthe state of being tricked

19. intentional[in'tenfonlJadj. intended ;done on purpose _

20. éompensation [iksmpen'seifonJn. the act of repaying (someone)for a loss

21. constitute [ 'konstitjut]v. set upestablish
22. specify ['spwifa.i]v. mention definitely,give the name or details of
. 23. assess[a'sesJv, judge the value or worth of (other than money) ,to estimate
24. composition[ kampa'zifon Jn. making up of different perts or materials
26. stipulate( 'stipjuleit Jv. put forward,as a necessary condition
26. assume[ 9'sjum Jv. take up; to undertake
27. empower| im'paua]v. give power or authority to sb.
28. expenditure iks'penditfs Jn. spending ; the amount or amounts spended
7



29.

30.
31.
32.

33.
34.
35.
38.
37.
38.
39.
40.

41.
42.
43.
44
45.
4¢6.

47.

48.
49.
50.
51.

52.
53.
54.

termination[itami'neifan |n. ending; the end of something

treasurer[ 'tregsra |n. person in charge of money

auditor[ 'adite ]n. person who audits accounts

dismissal [ dis'misal ]n. sending away telling to go;dismissing or being dis-
missed

provide[ pra'vaid]v. stipulate

deduct[di'dakt]v. take away

possess| pa'zes Jv. own have

exempt[ig'zempt Jv. free from a duty ,tax,law ,etc.

reinvest[ 'ri:in'vest]v. put money (in)again

transaction[ traen'zzk fon n. piece of business

insurance[ in'Jusrens n. safeguard against loss

coverage{ 'kavaridz ] n. the total range of risk covered by an insurance poli-
<y

furnish[ 'fainif Jv. supply or provide

implement[ 'implimentJv. carry an agreement, promise into effect

process| 'prouses Jv. treat material in order to preserve it

priority[ prai'oritiv. right to have or do sth. before others

agency[ 'eidgansi]v. (in business Ybusiness ;place of business of an agent
obligation [ abli'geifan Jv. promise, duty that indicates what action ought to
be taken

.
expiration [iekspais'reifan ]n. ending of a period of time

remit[ ri'mit ]v. send money by post

deposit[di'pozit Jv. put money in a bank

entitle[in'taitl Jv. give a right to sb.

circumstance[ ‘satkamstans ]n. conditions connected with an event or a per-
son

prescribe[ pris'kraib |v. say with authority

breach{brizt| ]n. breaking of a rule,agreement, etc.

bear[ bea ]v. sustain ;support



55.
56.
57,
58.

59.
60.
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11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.

violate[ 'vaisleit Jv. break an oath,a treaty ,etc.
dispute[ dis'pju:t Jn. argument, debate
mediation[ midi'eijan ]n. acting as go-between of peace-maker

arbitration[1a:bi'treifon Jn. settlement of a dispute by the decision of sb. cho-

sen and accepted as a judge
amend[ s'mend]v. make or become better

vest(in)[ vest Jv. to put right in the control of
NOTES TO THE TEXT
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