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 How to Set up a Joint Venture?

What is “JV”？ 

The term JV refers to the purpose of the entity and not to a type of entity. Therefore, a joint venture may be a corporation, a limited liability enterprise, a partnership or other legal structure, depending on a number of considerations such as tax liability.

JVs are normally formed both inside one's own country and between firms belonging to different countries. JVs are usually formed in order to combine strengths or to bypass legal restrictions within a country; for example an insurance company cannot market its policies through a banking company. Some JVs are also formed because the law of a country allows dispute settlement, should it occur, in a third country. They are also formed to minimize business, tax and political risks. The JV is an alternative to the parent-subsidiary business partnership in emerging countries.

JVs can be in the manufacture of goods, services, travel space, banking, insurance, web-hosting business, etc. The JV may be an easier first-step to franchising, as McDonald's and other fast foods found out in China in the early difficult stage of development.

Other reasons for forming a JV are:

reducing 'entry' risks by using the local partner's assets
inadequate knowledge of local institutional or legal environment 
access to local borrowing powers
perception that the goodwill of the local partner is carried forward
in strategic sectors, the county's laws may not permit foreign nationals to operate alone
access to local resources through participation of national partner
influence of local partners on government officials or 'compulsory' requisite (see China coverage below)
access by one partner to foreign technology or expertise, often a key consideration of local parties (or through government incentives for the mechanism)
again, through government incentives, job and skill growth through foreign investment, and
incoming foreign exchange and investment. 

Chinese JV:

There are two types of JV in China, which are Equity joint ventures (EJVs) and Cooperative joint ventures (CJVs)

Equity joint ventures

The EJV Law is between a Chinese partner and a foreign company. It is incorporated in both Chinese (official) and in English (with equal validity), with limited liability. Prior to China’s entry into WTO – and thus the WFOEs – EJVs predominated. In the EJV mode, the partners share profits, losses and risk in equal proportion to their respective contributions to the venture’s registered capital. These escalate upwardly in the same proportion as the increase in registered capital.

The JV contract accompanied by the Articles of Association for the EJV are the two most fundamental legal documents of the project. The Articles mirror many of the provisions of the JV contract. In case of conflict the JV document has precedence. These documents are prepared at the same time as the feasibility report. There are also the ancillary documents covering know-how and trade-marks and supply of equipment agreements.

The minimum equity is prescribed for investment:
less than US$3million, equity must constitute 70% of the investment; 

more than US$3 million, but less than US$10 million, equity must constitute at least 50% of the investment; 

more than US$10 million but less than US$30 million, 40% must be equity; and 

more than US$30 million, 33% of the investment must be equity. 
The foreign investment in the total project must be at least 25%. No minimum investment is set for the Chinese partner. The ‘timing’ of investments must be mentioned in the Agreement and failure to invest in the indicated time, draws a penalty.

Cooperative joint ventures

Co-operative Joint Ventures (CJVs) are permitted under the Sino-Foreign Co-operative Joint Ventures. Co-operative Enterprises are also called Contractual Operative Enterprises.

The CJVs may have a limited structure or unlimited – therefore, there are two versions. The limited liability version is similar to the EJVs in status of permissions - the foreign investor provides the majority of funds and technology and the Chinese party provides land, buildings, equipment, etc. However, there are no minimum limits on the foreign partner which allows him to be a minority shareholder.

The other format of the CJV is similar to a partnership where the parties jointly incur unlimited liability for the debts of the enterprise with no separate legal person being created. The minimum of the capital is registered at various levels of investment.

Other differences from the EJV are to be noted:

A Co-operative JV does not have to be a legal entity. 
The partners in a CJV are allowed to share profit on an agreed basis, not necessarily in proportion to capital contribution. In EV, this proportion also determines the control and the risks of the enterprise in the same proportion. 
it may be possible to operate in a CJV in a restricted area.
a CJV could allow negotiated levels of management and financial control, as well as methods of recourse associated with equipment leases and service contracts. In an EJV management control is through allocation of Board seats.
during the term of the venture, the foreign participant can recover his investment, provided the contract prescribes that and all fixed assets will become the property of the Chinese participant on termination of the JV. 
foreign partners can often obtain the desired level of control by negotiating management, voting, and staffing rights into a CJV's Articles; since control does not have to be allocated according to equity stakes. 

Convenience and flexibility are the characteristics of this type of investment. It is therefore easier to find co-operative partners and to reach an agreement.

With changes in the law, it becomes possible to merge with a Chinese company for a quick start. A foreign investor does not need to set up a new corporation in China. He uses the Chinese partner’s business license, under a contractual arrangement. Under the CJV, however, the land stays in the possession of the Chinese partner.

There is another advantage: the percentage of the CJV owned by each partner can change throughout the JV’s life, giving the option to the foreign investor, by holding higher equity, obtains a faster rate of return with the concurrent wish of the Chinese partner of a later larger role of maintaining long term control

Documents Required for JV Registration

Documents supplied by foreign investors
Copy of Business License of foreign company which was certificated by local chamber of commerce, and legalized by Chinese Embassy in the investor’s home country ( if the investor is individual, his or her passport copy must be certificated by Chinese Embassy )

The latest annual audit report from the foreign company. The audit report should be in the format as prepared by a Certified Public Accountant (CPA) 

Credit letter from the foreign company’ bank to declare a good credit within at least current 3 months

The resume, copy of the passport and 8 pieces of passport size photos of the Legal Representative of the foreign company, list of the Board of Directors

Documents supplied by Chinese company

Copy of Business License of Chinese company which was certificated by local chamber of commerce, ( if the investor is individual, his or her passport copy must be certificated by Chinese Embassy )

The latest annual audit report from the Chinese company. The audit report should be in the format as prepared by a Certified Public Accountant (CPA) 

Credit letter from the Chinese company’ bank to declare a good credit within at least current 3 months

The resume, copy of the passport and 8 pieces of passport size photos of the Legal Representative of the Chinese company, list of the Board of Directors

All parties shall sign a Contract listing every party’s responsibilities and rights, and then surrender the following documents to correspondent Authorization department.

Feasibility Study Report or business planning for the company to be set up

Article of Association

Registered address, leasing contract, certificate of real estate, and certificate for leasing 

List of the Board of Directors, copy of the ID certificate of all the Board members.

The above document is for the registration of a Trading, Consulting JV, but if you want to register a Manufacture JV, you have to prepare following extra documents: 

application for Permission for land use and environment evaluation report

Products, size of production, detailed list of equipment

Environmental protection measures

Requirement for utilities such as power and water supply 

Registration Procedure

Step 1 – Sign a Contract for the Joint Venture

All parties shall sign a Contract for the Joint Venture listing all the responsibilities and rights, and stating clearly that the foreign investment shall be higher than 25% of the register capital of the JV according to the Law of the People's Republic of China on Chinese-Foreign Joint Ventures

Pre-approval of name of JV
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Foreign investors should submit application to the the local AIC (Administration of Industry and Commerce).  No processing fee is required and processing time is within 2 working days.
Step 2 – Certificate of Approval
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Foreign investors should submit written application for the establishment of the JV, feasibility study report, article of association, list of board of directors, appointment letters, lease agreement for the premises, reply of the pre-approval of of JV, incorporation documents of the JV investor and credit certificate of the JV investor issued within 3 months to the Department of Foreign Trade and Economic Co-operation at county, municipal or provincial level. No processing fee is required and processing time is 15-30 working days.
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Step 3 – Apply for Business License
Within 30 days after obtaining the approval certificate, the foreign investor will need to register and apply for a business license for the JV from the local AIC. As part of this step, the foreign investor will need to submit similar documentation to the approval documentation for AIC filing purposes. The processing fee is related to registered capital and processing time is 15 working days.

Step 4 – Apply for Organization Code License and IC Card
The investor should go to State Bureau of Technical Supervision (The Administration Center of Organization Code) for the organization code license and IC card. Processing fee is RMB 90 and processing time is 1 working days after acceptance of registration.

Step 5 – Engraving Registration for Official Seals at the State Public Security Bureau
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Before engraving official seals (including but not limited to Company Seal, Financial Seal, Legal Representative Seal), the investors need to register at the State Public Security Bureau. Processing fee is not needed and processing time is within 1 working days.

Step 6 – Tax Registration 
Then, the investor should go to the National/Local Taxation Bureau for tax registration. Processing fee is not needed and processing time is within 1 working days.
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Step 7 – Apply for Foreign Exchange IC Card at State Administration of Foreign Exchange
Since the operation of the JV must involve foreign exchange, investor should register at Local SAFE (State Administration of Foreign Exchange). No processing fee is required and processing time is 20 working days.

Step 8 – Opening of Bank Account
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After Step 7, the investor could open a CNY bank account in any reputable bank. CNY account will be used for domestic operation. (Including but not limited to purchase material, pay house lease, etc.) After Step 8, the investor could open foreign currency bank accounts in any reputable bank. A foreign currency (usually USD or Euro) account will be used only for receiving registered capital from the investor, and multiple foreign currency accounts could be open for international operation. (Including but not limited to purchase material, pay consulting fee, etc.) For CNY account, the processing time is within 10 working days, and for foreign currency accounts, the processing time is within 1 working days, and the processing fee is different in different banks.

Step 9 – Obtain Import/Export License
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After getting the CNY bank account, the investor could register at local Custom and apply for the import/export license. The processing fee is RMB 300, and the processing time is within 3 working days.

Step 10 – Obtain Certificate of Original
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After getting the import/export license, the investor could register at local Administration of Quality Supervision, Inspection and Quarantine for the Certificate of Original. The processing fee is RMB 300, and the processing time is within 3 working days.

Step 11 – Registration for Financial License 
For the Financial License, investor should go to the State Financial Bureau. No processing fee is required and processing time is 1 days after acceptance of the registration.

Step 12 – Registration for Statistic and Audit License 
Investor should register at Regional Bureau of Statistics of China for statistic and audit license. No processing fee is required and processing time is 2 days after acceptance of the registration.

Step 13 – Obtain General Tax Payer Status (optional, only for trading company)
After all these, investor could register at State Taxation Bureau and apply for General Tax Payer Status. Though no processing fee is required, this process could take up to 1 year time, depending on the requirements of the local State Taxation Bureau.
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Address:   Floor 17, West Bldg, Hangzhou Eastern International  Business Center. #600 Jinsha Str, Hangzhou Economic and Technological Development Area, Zhejiang, China 310018
URL:         www.5cgroupcapital.com     Email: info@5cgroupcapital.com

Tel:          86-571-28969686,   28969687,   28969682,   28969685 

