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with the same limited liability afforded EJV parties by law.*®* By
not mentioning the point, the CJV Law drafters cannot be as-
sumed to have intended to exclude the possibility of limited liabil-
ity for CJV parties. Article 2 of the law, which confirms the “con-
tractual” nature of CJVs by giving the parties complete freedom to
negotiate the distributions of earnings and the sharing of risks and
liabilities,** would appear to leave room for the contractual estab-
lishment of limited liability.32

In addition to legislating the contractual flexibility the parties
to CJVs have always enjoyed with respect to the division of profits
and losses, the CJV Law also gives legal confirmation to an ap-
proach some companies have used to help solve the perennial
problem of foreign exchange balancing in Sino-foreign joint ven-
tures,*® namely, the taking of profits by the foreign partner in
products produced by the joint enterprise rather than in cash,® an
approach not available in the case of EJVs. Although this “com-
pensation trade”®® method poses a number of practical and legal
problems, not the least of which is arriving at an appropriate valu-
ation of the products, it may be an effective solution for companies
that are able to make profitable use of the Chinese-produced prod-
ucts in their own operations or for resale on the international
market.

The other major respect in which CJVs have afforded inves-
tors a greater degree of flexibility than EJVs relates to the forms in

30. See Joint Venture Law, supra note 1, art. 4; Implementing Rules, supra note 2, art.
19.

31. See CJV Law, supra note 20, art. 2, which reads, “[i]n establishing a cooperative
venture, the Chinese and foreign cooperative venturers shall, in accordance with the provi-
sions of this Law, reach agreement in a cooperative venture contract on such matters as the
investment or conditions for cooperation, the distribution of earnings or products, the shar-
ing of risks and losses, the manner of operation and management and the ownership of the
property upon termination of the cooperative venture.”

32. A leading PRC foreign investment official has stated that, under the new CJV Law,
if a CJV publishes its registered capital and declares itself to be a limited liability company,
it will enjoy limited liability. Chu Baotai, supra note 29.

33. CJV Law, supra note 20, art. 20 states the standard proposition that CJVs should
resolve the balance of foreign exchange receipts and expenditures on their own, though it
allows for the possibility of applying to relevant authorities for assistance, “in accordance
with State provisions,” if a CJV cannot resolve the balance on its own. A number of pieces
of PRC legislation provide possible means of assistance to both equity and cooperative ven-
tures to obtain foreign exchange. See, e.g., Foreign Exchange Provisions, supra note 3; Prod-
uct Export Measures, supra note 19; Import Substitution Measures, supra note 19.

34. CJV Law, supra note 20, art. 2.

35. For a brief discussion of compensation trade in the PRC, see Cohen and Valentine,
Foreign Direct Investment in the PRC: Progress, Problems and Proposals, 1 J. CHINESE L.
182 (1987).
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which the parties may contribute to the capital of the enterprise.
Contributions to the “registered capital” of an EJV may take the
form of cash, equipment, technology or industrial property rights,
and, in the case of the Chinese party only, the right to use of the
site®® on which the joint venture will have its operating facilities.?’
The term “registered capital” has typically not been used for CJVs
— even those of an “equity” nature — but the parties are nonethe-
less required to agree on what assets each party will offer up to
establish the enterprise. In a number of CJVs, the Chinese investor
has used the labor force as a “contribution,” handling recruitment
and payment of the Chinese personnel needed for the project en-
tirely on its own, rather than making this a joint venture obligation
as is required in the case of EJVs.®® Also, CJVs have not typically
been subject to the informal and in some cases formal guidelines
that restrict the percentage of a foreign party’s contribution to an
EJV that can take the form of intangibles such as know-how and
technology.®®

The new law follows the trend developed in practice by refer-
ring not to “contributions to capital” but rather to “investment or
conditions for cooperation,”*® and seems generally to confirm the
pre-existing flexibility on this subject. Although labor is not specif-

36. Under the PRC Constitution, land is owned by the “State” or “collectives” and may
not be owned by individuals or particular enterprises. Zhonghua Renmin Gongheguo Xianfa
in ZSJFH, at 1, (Constitution of the People’s Republic of China) (adopted Dec. 4, 1982)
(trans. in Beijing Review, Dec. 27, 1982, at 13), art. 10. However, the “right to use of land”
in the form of leaseholds of varying terms may be “owned” by enterprises and, under a
recent constitutional amendment, transferred. Zhonghua Renmin Gongheguo Xianfa Xi-
uzheng in Renmin Ribao, Haiwai Ban (People’s Daily, Overseas Edition) April 13, 1988, at 3
(Amendment to the Constitution of the People’s Republic of China) (adopted April 12,
1988), art. 2. See also notes 43 and 44, infra, and accompanying text.

37. Joint Venture Law, supra note 1, art. 5.

38. See JV Labor Provisions, supra note 3; see also JV Labor Implementation Provi-
sions, supra note 3.

39. In the Guangzhou Economic and Technological Development Zone and the
Shenzhen Special Economic Zone, local regulations restrict contributions of technology or
know-how to twenty percent of an EJV’s total registered capital, and require foreign inves-
tors to match technology contributions with an equivalent amount of cash or tangible assets.
Guangzhou Jingji Jishu Kaifaqu Jishu Yinjin Zanxing Guiding, in ZSJFH, supra note 1, at
1075 (Interim Regulations of the Guangzhou Economic and Technological Development
Zone Concerning the Introduction of Technology) (promulgated Apr. 9, 1985) (trans. in
China Econ. News, June 17, 1985, at 2), art. 12; Shenzhen Jingji Tequ Jishu Yinjin Zanxing
Guiding, in ZSJFH, at 1001 (Interim Provisions of the Shenzhen Special Economic Zone for
the Import of Technology) (adopted Jan. 11, 1984, promulgated Feb. 8, 1984) (trans. in
CFEL:3, supra note 4, at 334), art. 23. Similar guidelines of an “internal” and informal
nature are often cited in negotiations in other PRC cities. See Gelatt, Legal and Extra-
Legal Issues in Joint Venture Negotiations, 1 J. CHINESE L. 232, 233 & nn. 55, 56 (1987).

40. See, e.g., CJV Law, supra note 20, arts. 2, 8.
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ically mentioned as a possible “condition for cooperation,” a gen-
eral catch-all — “and other property rights” — could possibly be
interpreted to cover it, and a leading PRC legal official has con-
firmed that it will.** The law adds an interesting alternative to the
options open to foreign investors by allowing either the Chinese or
the foreign side to bring site use rights to the enterprise.*? Foreign
enterprises may now purchase leases to plots of land for varying
periods pursuant to legislation in Shanghai,** Shenzhen** and other
parts of China and could use these as contributions to CJVs under
the new law.

One traditional difference between CJVs and EJVs that has
always seemed to be more one of form than substance has been
that, while EJVs are required by law to establish a board of direc-
tors,*® CJVs typically are run by a “joint management committee”
with representatives from each party. The new CJV Law gives the
parties a choice between having a board of directors or a joint
management organ. The law also adds an element of flexibility un-
available in the EJV context by allowing either the Chinese or the
foreign partner to provide the chairman of the board or joint man-
agement organ, requiring only that, whichever party assumes the
chairmanship, the other party have the right to appoint the dep-
uty. Under the EJV Law as it currently stands, the Chinese party
has the sole right to appoint the chairman and the foreign party
the vice-chairman,*® though a revision to this rule is currently
under consideration.*’

On taxation, the new law is a model of vaguery. Article 21
states simply that “cooperative ventures shall pay taxes in accor-
dance with State provisions regarding taxation and may also enjoy
preferential treatment of reduction of and exemption from

41. Statement of PRC investment official to author’s colleague in Hong Kong, May
1988.

42. See CJV Law, supra note 20, art. 8.

43. Shanghai Shi Tudi Shiyongquan Youchang Zhuanrang Banfa, in China Econ. News,
Jan. 25, 1988, at 2 (Measures of Shanghai Municipality on Paid Transfer of The Right of
Use of Land) (promulgated Nov. 29, 1987) (trans. in id. at 8).

44. Shenzhen Tudi Zhaobiao Toubiao Shixing Banfa, in China Econ. News, Dec. 28,
1987, at 16 (Provisional Measures on Invitation of Tenders and Submission of Tenders Con-
cerning Land Sale in Shenzhen) (effective Nov. 14, 1987) (trans. in id. at 8).

45. Joint Venture Law, supra note 1, art. 6; Implementing Rules, supra note 2, arts. 33,
34.

46. Joint Venture Law, supra note 1, art. 6.

47. Comment of PRC investment official to author’s colleague in Hong Kong, May
1988.
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taxes.”*® The implication that a CJV is to pay tax as an enterprise
is confusing in light of the typical practice discussed above,*® but
more likely reflects inaccurate drafting than a change in policy.*®
The reference to unspecified preferential treatment may be fleshed
out in the implementing regulations that will eventually be issued
under the CJV Law.** Under the various legislation that has been
promulgated on a central and local level in the PRC in the last
couple of years to encourage foreign investment,** and under the
legislation governing the PRC’s special economic zones®® and four-
teen coastal cities earmarked for foreign investment,® all types of
“foreign investment enterprises” - EJVs, CJVs and FOEs - are

48. CJV Law, supra note 20, art. 21.

49. See supra notes 21, 22 and accompanying text.

50. A PRC investment official has indicated that, under the CJV Law, the parties will
continue to be taxed separately under separate legislation. Chu Baotai, supra note 29.

51. It is difficult to predict when the implementing rules for the CJV Law will be
promulgated. In the case of Joint Venture Law, supra note 1, its Implementing Rules, supra
note 2, were issued in Sept. 1983, over 4 years after the Joint Venture Law was first adopted
in July 1979. The greater degree of experience the PRC has accumulated since those early
years in both the drafting and implementation of investment legislation should enable im-
plementing rules for the CJV Law to emerge somewhat more rapidly.

52. See, e.g., the legislation cited in supra note 19.

53. See Zhonghua Renmin Gongheguo Guowuyuan Guanyu Jingji Tequ he Yanhai Shisi
Ge Gangkou Chengshi Jianzheng, Mianzheng Qiye Suode Shui he Gongshang Tongyi Shui
de Zanxing Guiding, in ZSJFH, supra note 1, at 1030 (Interim Provisions of the State Coun-
cil of the People’s Republic of China Concerning the Reduction of and Exemption from
Enterprise Income Tax and Consolidated Industrial and Commercial Tax in the Special
Economic Zones and Fourteen Coastal Port Cities) (promulgated Nov. 15, 1984) (trans. in
CFEL:3, supra note 2, at 239) [hereinafter SEZ/14 Cities Provisions]; see also Guangdong
SEZ Regulations, supra note 11.

54. See SEZ/14 Cities Provisions, supra note 53. for local legislation governing the vari-
ous economic and technological development zones in the coastal cities; see, e.g., Dalian
Jingji Jishu Kaifaqu Ruogan Youhui Daiyu de Guiding, in ZSJFH, supra note 1, at 1043
(Provisions for Preferential Treatment in Dalian Economic and Technological Development
Zone) (promulgated Oct. 15, 1984) (trans. in China Econ. News, Dec. 10, 1984, at 1) [herein-
after Dalian ETDZ Provisions]; Guangzhou Jingji Jishu Kaifaqu Zanxing Tiaoli, in ZSJFH,
supra note 1, at 1066 (Interim Regulations on Guangzhou Economic and Technological De-
velopment Zone) (promulgated April 9, 1985) (trans. in China Econ. News, June 10, 1985, at
1) [hereinafter Guangzhou ETDZ Regulations]; Guangzhou Jingji Jishu Kaifaqu Gongshang
Shuishou Shishi (Shixing) Banfa, in ZSJFH, supra note 1, at 1087 (Provisional Procedures
for the Implementation of Industrial and Commercial Taxes in the Guangzhou Economic
and Technological Development Zone) (promulgated April 9, 1985) (trans. in China Econ.
News, July 1, 1985 at 3) [hereinafter Guanzhou ETDZ Tax Procedures]; Ningboshi Jingji
Jishu Kaifaqu Zanxing Tiaoli, in ZSJFH, supra note 1, at 1109 (Provisional Regulations for
the Economic and Technological Development Zone in Ningbo Municipality) (adopted June
15, 1985) (trans. in China Econ. News (Supp. No. 1), Jan. 20, 1986, at 1) [hereinafter Ningbo
ETDZ Regulations); Tianjin Jingji Jishu Kaifaqu Guanli Tiaoli, in ZSJFH, supra note 1, at
1128 (Regulations on the Tianjin Economic and Technological Development Zone) (adopted
July 20, 1985) (trans. in China Econ. News, Aug. 19, 1985, at 1) [hereinafter Tianjin ETDZ
Regulations].

Published by SURFACE, 1989



Syracuse Journal of International Law and Commerce, Vol. 15, No. 2 [1989], Art. 3

198 Syr. J. Int’l L. & Com. [Vol. 15:187

granted identical tax advantages in terms of possible lowered tax
rates, additional tax holidays, and certain exemptions from import
and export taxes and duties.®® Under China’s national tax legisla-
tion, however, which applies in the absence of any special local or
national legislation on point,* investors in CJVs fare considerably
worse on tax benefits than those in EJVs, paying generally higher
tax and being entitled to tax holidays only in rare circumstances.5’
The PRC is currently reforming its tax system for foreign invest-
ment with the aim of formulating one comprehensive tax law to
govern all foreign investment enterprises, affording each type of
venture equivalent rates and benefits.

Under the legislation governing EJVs, it is not permitted for
the foreign investor to recover its capital investment per se during
the term of the company.®®* When an EJV’s term expires, the law
provides for a liquidation process in which, theoretically, the for-
eign party receives its proportional share of the equity after pay-
ment of the company’s debts.*® The CJV Law, in keeping with past
practice, allows the parties to negotiate a provision under which
the foreign investor recovers its investment during the term of the
project and all assets then belong to the Chinese party upon expi-

55. See SEZ/14 Cities Provisions, supra note 53, arts. I(1), (2), (5), (6), II(1), (2), (5),
(6), III(1), (2), (4), (5); see also Guangdong SEZ Regulations, supra note 11, arts. 1, 13, 14,
16; Dalian ETDZ Provisions, supra note 54, arts. 1, 3-7, 12-15, 18-21; Guangzhou ETDZ
Regulations, supra note 54, arts. 3, 12-16, 18; Guangzhou ETDZ Tax Procedures, supra note
54, arts. 3-5, 7-11, 16; Ningbo ETDZ Regulations, supra note 54, arts. 4, 7-9, 11, 12, 14, 15;
Tianjin ETDZ Regulations, supra note 54, arts. 24, 25, 27, 28, 31, 32, 34.

56. Compare FEITL, supra note 21, arts. 3, 4 (graduated income tax rates of 30% to
50% including local income tax) with JVITL, supra note 3, art. 3 (providing for a fixed rate
of 33%, inclusive of local surtax, for EJVs).

57. Compare FEITL, supra note 13, art. 5 (granting a tax exemption of one year and
fifty percent tax reduction for two years only to foreign enterprises operating for 10 years or
more in farming, forestry, animal husbandry or other “low-profit operations”) with JVITL,
supra note 3, art. 5, as amended by Quanguo Renmin Daibiao Dahui Changwu Weiyuanhui
Guanyu Xiugai Zhonghua Renmin Gongheguo Zhongwai Hezi Jingying Qiye Suode Shui Fa
de Jueding, in CFEL:2, supra note 3, at 306 (Decision of the Standing Committee of the
National People’s Congress Concerning Revision of the Income Tax Law of the People’s
Republic of China Concerning Chinese-Foreign Joint Ventures) (adopted Sept. 2, 1983)
(trans. in id. at 304), art. | (providing a two-year tax holiday and three further half-rate tax
years for all EJVs scheduled to operate for at least 10 years).

58. The JV Implementing Rules prohibit the reduction of the registered capital of a
joint venture during its term. JV Implementing Rules, supra note 2, art. 22. The PRC tax
authorities regard the early recovery of a foreign investor’s investment as the reduction of
registered capital. See Caizhengbu Guanyu Zhongwai Hezi Jingying Qiye Guding Zichan
Zhejiu Shiyong Fanwei de Guiding, in Caizheng (Finance), No. 1, 1986, at 47 (Provisions of
the Ministry of Finance Regarding the Scope of Use of Depreciation of Fixed Assets by
Chinese-Foreign Joint Ventures) (adopted Nov. 11, 1985).

59. Implementing Rules, supra note 2, art. 106.

https://surface.syr.edu/jilc/vol15/iss2/3



Gelatt: China's New Cooperative Joint Venture Law

1989] Joint Venture Law 199

ration.® If such investment is to be recovered before the payment
of tax on CJV profits, as has been negotiated in a number of
projects in the past, the approval of the tax authorities must be
obtained in advance.®

A provision of the CJV Law on which interpretation is sorely
needed is one providing that, when the agreement provides for the
foreign party to recover its investment during the term of the ven-
ture, “the Chinese and foreign cooperative venturers shall, in ac-
cordance with the provisions of relevant laws and the agreements
in the cooperative venture contract, assume responsibility for the
liabilities of the cooperative venture.”®? The concern lying behind
this provision is clear, namely, the need to ensure that CJV credi-
tors are appropriately protected in the situation where the capital
of the “enterprise” has been effectively reduced. But the law gives
no clue as to how the drafters intend for this problem to be solved.
The implication seems to be that the foreign party will retain some
responsibility, even after it has withdrawn its investment. Will the
parties be entirely free to agree in the contract how this responsi-
bility will be determined? No “relevant laws” promulgated thus far
appear to provide any guidance.®®

Whether or not the foreign party has recovered its investment
prior to expiration of the venture term, the CJV Law provides for
a “liquidation” or expiration similar to that stipulated for EJVs.%
Like the EJV legislation, the law neither specifically mentions nor
explicitly precludes the possibility, rather than “liquidating” the
enterprise, of the Chinese party’s buying out the foreign party’s
interest. This is an approach many foreign investors find fairer
than liquidation in light of the fact that the Chinese party will in
most cases continue to carry on the business independently after
expiration of the joint venture contract and continue to benefit
from the accumulated know-how and good will derived over the

60. CJV Law, supra note 20, art. 22.

61. Id.

62. Id.

63. One leading PRC investment official has suggested that the parties may agree in the
contract on how to share debts after the foreign party has withdrawn its investment, but
that the foreign investor must provide security of some kind for such debts. Chu Baotai,
supra note 29. Another official has suggested that the foreign investor in this situation may
be required to return the portion of the investment it has recovered to satisfy joint venture
debts, but would not be liable beyond that amount. Comment of PRC investment official to
author’s colleague, Hong Kong, May 1988.

64. CJV Law, supra note 20, art. 24. For the rules on EJV liquidation, see Implement-
ing Rules, supra note 24, arts. 102-108.
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years from the foreign party’s participation.®® Just as many foreign
companies have been able to negotiate buy-out clauses in EJV con-
tracts, presumably, under the CJV Law, investors will be able to
agree on similar arrangements despite the silence of the law, and
enforce them upon governmental approval.

The CJV Law, like the EJV Law and the law on FOEs before
it, indicates that ventures are expected to have a fixed term but
provides no guidelines on what are acceptable periods.®® As with
EJVs, this issue will no doubt be covered in the implementing reg-
ulations.’” CJVs have tended in the past to have shorter terms
than EJVs, in part because of the nature of operations for which
the CJV form has frequently been employed — hotels and other
foreign-exchange earning service projects in which the foreign part-
ner is allowed to recover its investment and the Chinese party to
take over sole ownership as soon as possible.

While neither Chinese nor foreign investors are eager to think
about disputes when just entering into an investment relationship,
potential participants in CJV contracts will want to take cogni-
zance of the new law’s provisions on dispute resolution, which dif-
fer in an interesting way from the comparable rules for EJVs. The
EJV legislation requires that, before the parties may take a dispute
to arbitration, they must attempt to resolve the matter through
“friendly consultations.”®® The CJV Law allows the parties to sub-
mit a dispute directly to arbitration - inside or outside of China - if
they “do not want to resolve the matter through consultation or
mediation.”®® This provision - consistent with one in the PRC For-
eign Economic Contracts Law that governs all Chinese-foreign con-
tractual arrangements? - reflects a new Chinese awareness that,
while informal inter-party dispute resolution is still to be en-
couraged, it may in some cases be preferable to take a serious
problem straight to a neutral forum to have it resolved
expeditiously.

The CJV Law follows in the now almost ten-year tradition of

65. See Gelatt, supra note 39, at 246, 247.

66. See CJV Law, supra note 20, art. 25.

67. Compare Implementing Rules, supra note 2, art. 100; as revised by Guanyu
Zhonghua Renmin Gongheguo Zhongwai Hezi Jingying Qiye Fa Shishi Tiaoli Di Yibai Tiao
de Xiuding, in STATE CoUNcCIL GAZETTE, supra note 3, at 68 (1986) (issued Jan. 15, 1986)
(trans. in CFEL:3, supra note 2, at 33).

68. Joint Venture Law, supra note 1, arts. 6, 14; Implementing Rules, supra note 2, art.
109.

69. CJV Law, supra note 20, art. 26.

70. FECL, supra note 18, art. 37.
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PRC foreign economic statutes by painting a broad outline and
leaving many issues unanswered. The implementing regulations
and other supplementary rules and interpretations that will gradu-
ally emerge should answer many of these questions. The basic do-
mestic company law being prepared by the PRC may shed light on
some of the basic corporate legal points left open by the new law.
As more and more projects are negotiated and concluded, foreign
investors and lawyers will find no substitute for the ever-accumu-
lating body of practical experience being established by both Chi-
nese and foreign enterprises. Though difficult to document, the
large number of investment ventures of all types™ already operat-
ing in the PRC, and those still being developed, serve as a kind of
informal “common law,” as the provision one company negotiates
and has approved becomes a precedent for another company.
Given the still incomplete nature of statutory law - particularly for
CJVs - practice, as a popular Chinese catch phrase puts it, remains
in many cases the sole criterion of truth.

71. See text accompanying supra note 14; compare Cohen & Valentine, supra note 35,
at 179.
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