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Ottawa, Ontario

® Dear Mr. Robinson:

I am pleased to submit our final report on the Review of Investment
Opportunities in Power Sector Development in the People's Republic of
China.

o The report presents a preliminary examination of conditions under
which China might attract Canadian equity investment for selected power
sector developments. Canadian equity participation would be as a
partner in a joint venture enterprise established under thé Ministry of
Water Resources and Electric Power.

® *  In the absence of a specific framework of policies and regulations
providing for foreign participation in power sector development,
Canadian organizations from the private sector, with whom the concept
was discussed, were not able to be definite regarding their specific
interest in considering equity investment in China's power sector, with
the exception of Hydro Quebec. Nevertheless, there has been

" considerable interest 1in the concept and also significant interest in
the potential for project financing in China by the Canadian banking
community. -

The report illustrates the impact of equity participation through
modelling the financing of two major hydroelectric developments: the
® 13,000 MW Three Gorges and 1,200 MW Gehe Yan projects. Even though the
analysis focus upon hydroelectric developments, it is noted that the
.conditions which would be necessary to attract equity investment would
apply equally to the. development of any major power facility - hydro,
thermal or nuclear.
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The rational for China's consideration of allowing for equity
participation in power sector development hinges upon the demonstration
effect of applying modern utility management to the development and
operation of selected projects, rather than upon the level of financial
resources which might be provided in this way. To allow for project

- financing the creditworthiness of a joint venture enterprise will be

judged in significant part on the basis of the experience of the
enterprise sponsors. A joint venture enterprise in China established to
develop a particular hydro power facility would undoubtedly benefit from
the presence in the foreign partnership sponsor of an internationally
recognized Canadian utility such as Hydro Quebec.

This review has been carried out by R.L. Walker & Partners in
association with NIAGARA Consulting Services (1981) Ltd. We wish to
acknowledge the cooperation extended to us by External Affairs and the
several departments of government which reviewed a draft of our report.
We also wish to acknowledge the useful suggestions offered by Hydro
Quebec International and members of the Canadian financial community.

Yours very truly

R.L. Walker

R. L. WALKER & PARTNERS Consulting Engineers



-1 -

Table of Contents

Page
SUWARY '....'..".ll..".‘..............0.0.........l.'..l...tbﬂ iv

100 INTRODUCTION ...O.IQOIOCC.lll....0..‘.Ol.....'!.."'.'...." 1 .

2.0 BACKGROUND «svesvessavossoosacssssosssosssesssessscnnsonnae [
2.1 The PRC Economy and Development Prospects ecseeeeesees 7

2.2 The Energy SecCtOr sececsccecccccocccssrcccossocvscesssee 11
2.2.1 Commercial Energy SOUTCES eceoceccsscccccsscsvess 11

2.2.2 Energy Production and Consumption ecceeecescecss 14

2.3 Electrical Power Supply and Demand ...eccsoscccccscces 19

3.0 CONSIDERATION OF CONDITIONS RELATING TO CANADIAN EQUITY
PARTICIPATION IN POWER SECTOR DEVELOPMENTS IN CHINA .... 25
3.1 The Case for Equity Participation .cceeeecsecccesceeee 25
3.2 Conditions Affecting Consideration of Foreign
Participation in a Joint-Venture Power Development
ENnterprise soeescecccsesossscsccccccccscssscsssssens 27

4.0 INVESTMENT MODELLING OF THREE GORGES AND GEHE YAN
WATER CONTROL PROJECTS eccccscccscocccccscscsscsossscsses 38
4.1 Case Studies of Three Gorges Water Control Project ... 38
4.1.1 The Project eececescecssceossscssscsssscsssonsss 38
4.1.2 Case Studies scveveivesscns tesssssssssssessssses 41
4.1.3 Discussion of the Analyses «.ecevesvevccscncases 43
ase Studies of Gehe Yan Water Control Project .e.cs.. 49
2.1 The ProjeCt seveessecceessssccsnssccscscsoscsass 49
2.2 Case Studies sceevevsscescscacaccsnsscscnsssnnese 50
2.3 Discussion of Analyses ceeececcsccssccsccssocnses 52
s
3.

4.2

ervations ..‘OIOCOOC.OODOl.'OOD.l’..‘."....t'.l.... 57
1 Discussion of Compensation Trade in Relation to
Equity Investment G 0 0 0 0 06 0 0 000 00O S NP E DS OO 59

C
4
4.
4
4.3 0
4,

5.0 CANADIAN INTEREST IN INVESTMENT OPPORTUNITIES .seceeesecess 61

TABLES
2.1 China's Gross Domestic Product, 1981-1985 eeeeeccececccecs 7
2.2 China's Gross Domestic Product, 1980-2005 «eseeeessscoses 8
2.3 Exploitable Hydropower Resources of Major River Systems
in China .¢.c0u0 seeescsssasesses tecsesssvesssssscascene . 12
2.4 International Comparisons of Sectoral Energy ,
Consumption, 1980 ..ceetvcnnccnccnns tesscocessescsssssss 15

2.5 China: Production and Energy Consumption in Small
and Large Plants, 1980 ..cccevvsccoecccsccsscsccsnsessess 16
2.6 International Comparisons of Primary Energy Consumption
Relative to GDP, 1980 .ceeeevencensocsosasssansosncnnass 17
2.7 Energy Consumption in Industry Per Unit Gross Value of _
Industrial Qutput in Selected Countries «ccceceecssssces 18
2.8 China: Final Energy Consumption in Industry, 1980 ....... 18
2.9 Total Annual Electric Energy Generation and Installed
Generating Capacity from 1949 to 1983 i.i.vevveeenaceass 20



- i1 -

TABLES (Cont'd)

2..10 State Capital Construction in Energy, 1978-84 ...c.cc00es

2.11 Electricity Development Scenarios eeeeeececescsccocscscss

4.1 Three Gorges Water Control Project - Base Case Criteria .

4.2 Case Studies of Three Gorges Water Control Project ......

4.3 Three Gorges - Proforma Income & Disbursement Statement .

4.4 Three Gorges - Proforma Balance Sheet ....ceeveecocncnnne

4.5 Gehe Yan Water Control Project eceeececeocecsccscsosvososcsncs

4.6 Gehe Yan Water Control Project — Case Studies cecececeecsn

4.7 Gehe Yan - Summary of Operating Station Revenue & .
EXpenditures .eesecceccccccsccscosceoscccansososnssssonsns

4.8 Gehe Yan - Source & Application of Funds End of Year 10 .

4.9 Gehe Yan - Balance Sheet End of Year 10 ceceeececcnacnsns

FIGURES

1. Case Studies - Three Gorges

2. Case Studies - Gehe Yan’

3. Location Map :

4. General Arrangement - Three Gorges -

5. General Arrangement - Gehe Yan

ANNEXES

A - Source and Application of Funds - Case Studies

Three Gorges Water Control Project

of the

B - Source and Application of Funds - Case Studies of the

Gehe Yan Water Control Project

C - The Law of the People's Republic of China on Joint Ventures

Using Chinese and Foreign Investment

21
23
42
44
45
46
51
52

53
55
56



PRC
MWREP
YVPO
GDP
GVIAO
GIAP
MIGA
nTCE
kW

. kWh

GW
GWh
W
TWh

1 ton
1 ton
1 ton

1,000
1,000

- People's

- ii1 -

Abbreviations and Acronyms

Republic of China

- Ministry of Water Resources and Electric Power
- Yangtze Valley Planning Office

- Gross Domestic Product
- Gross Value of Industrial and Agricultural Qutput
- Gross Industrial and Agricultural Product

- Multilateral Investment Guarantee Agency

- million tonnes of coal equivalent

- Kilowatt
- Kilowatt
- megawatt
- megawatt
- = glgawatt
- glgawatt
- Terawatt
- Terawatt

of coal equival
of oil

of coal (mine average) =

(export
cubic meters of
kWh electricity

hour

(1,000 kW)

hour

(1,000,000 kW)
hours .
(1,000,000,000 kW)
hour

Energy Conversion

Factors

ent =

)

natural gas =

million kilocalories

million kilocalories

million kilocalories

million kilocalories

million kilocalories

million kilocalories (thermal
replacement value)



-1V-
~ SUMMARY

This report presents the results of a preliminary examination of
the case for consideration of Canadian equity participation in the
development and operation of selected major power supply facilities in

the People's Republic of China.

The study of the prospects for direct pérticipation by the Canadian
private sector in such developments arose from discussions in November
1984 betweeﬁ External Affairs and the Ministry of Water Resources and
" Electric Power, exploring opportunities for Siﬁo-Canadian cooperation in
China's power sector development. Madam Qian Zhengying, Minister of
Water - Resources and Electric " Power, in reviewing the Ministry's
requirements for foreign financing of developments inquired as to - the
possibility of Canadian joint venture cooperation in development of some

key projects, pérticularly in large hydroelectric developments.

Although China hés in recent years opehed the door to foreign
investment in its industrial sector, at this tiﬁe the MWREP has not
established policies, nor is thefe enabling legislation and a regulatory
framework which would allow for foreign participation as a joint-venture
partner in the development of power facilities. Nevertheless, it was
agreed by External Affairs that a preliminary examination of the
conditions under which China might attract Canadian equity participation
and an initial reading of Canadian private sector interest in shch would
provide a wuseful contribution to any future consideration of this
approach to power project developments.* The'Ministry's'interestlin
understanding the iﬁplications of this approach was confirmed during
discussions in October 1985.

* R.L. Walker & Partners in assoclation with Niagara Consulting
Services (1981) Ltd. were retained by External Affairs in
September 1985 to carry out this review of investment

opportunities in China's power sector development.
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China's power sector grew from some 2,000 MW capacity in 1949 to
over 80,000 MW in 1984. Despite this'remarkable achievement, there are
significant power shortages 1in most regions Qf- China. The Ministry
faces a tremendous fask in expanding electric¢ power supplies to meet the
aggregate demand projected under China's national economic target of
quadrupling its gross industrial and agricultural output between 1980
and 2000. It 1is projected that power generating capacity may have . to

increase to nearly 300,000 MW by the year 2000.

China has vast resources of thermal coal and undeveloped
hydroelectric potential which are the primary sources of future electric

power supplies. However, the major coal reserves are principally

“located in north eastern China and the ma jor developable hydroelectric

potential is in the south and western regions while the major centers of
demand are concentrated along the eastern coastal region. Much new
capacity development will require the .constructioh of large central
hydro and thermal generating stations remote from the major power
consuming areas. These projects will require long distance, extra high
voltage transmiésion facilities. Major interconnections between China's
several large power systems'will also be necessary to achieve economies

in sector development.

MWREP anticipates requiring substantial foreign financial support
for its‘ power systems eXpansiop. In the course of expanding its
systems, thg Ministry and China's heavy electrical industries need to
acquire up-to-date technologies, both in equipment design and production

as well as in construction management and system operations.

While equity participation could provide some small portion of the-
Ministry's foreign exchange. financing needs, the basic rationale for
consideration of joint venture participation 1in development hinges upon
the Ministry's needs to acquire expertise and experience 1in the
management of develoﬁmént and operation of major power supply
facilitles. | The application, of modern wutility approaches to the
development and to operations of selected major facilities could
demonstrate greater efficiency 1in individual project developmeﬁt

than has been possible under the approaches adopted in the past{ This



demonstration effect could, in turn, contribute significantly to the
acceleration of other power sector developments in line with national

targets.

In the absence of a sétisfactory framework of policies = and
regulations, the study attempts to illustrate the impact of Canadian
equityvparticipation through examination of the financing requirements
of hypothetical joint venture enterbrises as applied to two
hydroelectric de§e10pments which Ministef 'Qian indicated might be
candidates for future joint venture cooperation. These are the 1,200 MW
Gehe Yan and the 13,000 MW Three Gorges projects. Both these projects
are multipurpose water control develbpments with .significant
hydroelectricb potential. Thé financial analysis of deve10pment_ has,
however, been modelled on the.basis of the cash flows generated by power

revenues only.

Although hydroelectric . developments have been selected to
illustrate the impact of equity participation on the cost of
development, and to outline a framework of conditions which would allow
for such, it should be recognized that the conditions under which equity
participation in hydro development could be attréctive to China and to
foreign investors would apply équally to the development and operation
of large scale nuclear or thermal generation facilities, or to a complex
of facilities to be developed under public owhefship through a regulated
"power utilify enterprise™ which would be -licenced to develop supply

faclities within a designated service area.

The Gehe Yan development falls under the responsibility of the
Hubei Provincial Power Bureau. The project is located on the Quian
Jiang River, a tributary of the Chang Jiang (Yangtze River). It is
proposed as the first of a sequence of cascade developments which have
~ been identified for exploitation of the power potential of this river.
A feasibility study of the Gehe Yan project was completed in November,
1985 by the Yangtze Valley Planning Office (YVPO) of the Ministry in
coOperatioﬁ_with Hydro Quebec International and CIPM Ltd aﬁd provides

comprehensive details of project costs and implementation.
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The Three Gorges project is located on .the main stem of the Chang
Jiang near the border of Hubei and Sichuan Provinces. The reservoir
created by the Three Gorges dam would extend some 250 km upstream into
Sichuan province near Chongqing and allow for extending deep sea
navigation some 2,100 km inland from the port of Hangzhou. Power from
Three Corges-would be fed into the Central and Eastern China Regional

power systems.

The Three Gorges development has been under study by the YVPO for
many years. Canada, the U.S.A. and several other countries' are
assisting the YVPO to complete 1investigations of key components
~ affecting final project design. Af this time, however, only provisional
information concerning the estimated capital cost of development and

schedule for development are available.

It was agreed by the Ministry ‘that for the purpose of this
preliminary examination a hypothetical joint venture Three Gorges
Development Corporation  should include the existing Gezhouba
hydroelectric development as part of its asset base. This 2,715 MW
run-df-river project 1s located some 40 km downstremm from the Three
Gorges damsite. It is being developed by the Ministry as a central
government project and will be fully commissioned in 1988.

Financial modelling of each project has been based on the concept
of a stand-alone joint venture enterprise which would be responsible for
the development and operation of the power facility and would market the

output as a supplier of bulk power.

The modelling illustrates the impact on project development costs
through comparison of cases "with” and "without” equity participation.
In addition, for the joint venture enterprise, tﬁe case studies
11lustrate the risk inherent in projecting financial costs under
éonditions of wuncertainty. - Such risk is inherent 1in any capital
investment, but 1is particularly significant for 1long gestation

developments of hydroelectric power facilities.
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The results of the financial modelling for Three Gorges and Gehe
Yan are illustrated in Figure 1 and 2 which summarizé the case studies
of the joint—veﬁture enterprises on project completion. It maf be noted
that for each project Case A represents developmént by MWREP agenciles
without foreign equity participation. Case Bi.Ol for Three Gorges and
" Case Bl.02 for Gehe Yan are base cases including equity participation,
with all other. cases representing the risk of cost variances as

. indicated in the Figures.

The analysis serves to'demonstréte the key principles, constituting
a framework of'conditions, which would have to be adopted by China to
allow for attracting not dnly equity participation, but also the
significant levels of foreign exéhange borrowings . which would be
réquired on a project basis. Even though no sucﬁ framework exists at
this time, Canadién private sector interests representing potential
investors, filnanciers and power utilities have éxpresséd considerable

interest in the conceptual approach.

The analysis suggests that equity participation in a few selected
projects may be warranted as effective demonstrations of how China could

establish self-financing pulic sector power utility enterprises.

Concurrent with these studies, the Vice-Governor of Hubei Province
visited Canada in.Deceﬁber of 1985 to explore possibilities of Canadian
" financing for the Gehe Yan project. During discussions sponsored by
External Affairs'it was agreed that HQI/CIPM and the YVPO would explore
the availability of Canadian concessional. and coﬁmercial'fingncing to
support project development. It was.also agreed that.the Canadian and
Chinese sides would each set up a study groupland cooperate in examining
approaches to provide for Canadian equity participation in development

of the Gehe Yan project.

The analysis herein suggests the crucial 1ssues affecting
consideration of Canadian eﬁuiﬁy participation will relate to China's
willingness to establish conditions assuring an apprbpriate project

revenue base and guaranteeing access . to foreign exchange to service
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project debt. As 1indicated by the responses of the private sector »
'fihancial' community in Canada to this study, the credibility of the
project Jjoint venture enterprise will also be most impdrtaﬁt An

establishing its creditworthiness.
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1.0 INTRODUCTION

China's Ministry of Water Resources and Electric Power is seeking
ways to increase capacity more rapidly than is possible even under the
increased level'of funding which has recently beén allocated to this
sector by central authorities*. During a visit to Canada in January
1984, Premier Zhao Zhiyang invited Canadian cooperation in the
development of China's power sector and, 1in particular, suggested
cooperation in the development 6f large hydroelectric projects such as

the Thrée'Gorges development on the Yangtze River.

Following—up Premier Zhao's_invitation, the Department of External
Affairs organized a hydroelectric power delegation which visited China
in November 1984 to present information on Canadian capabilities and
ascertain China's requirements for Canadian cooperation. At that timé
the MWREP signed a Memorandum of Understanding with Canada under which
Canadian support for investigation and desién "of aspects of several
large hydro brojects aﬁd ERV transmission facilities was requested and
China's interest in obfaining_ financial support for power sector

development was noted.

* During 1985 it was announced that China's first major nuclear power
station, the 1800 MW Daya Bay project, will proceed under the
.Guangdong Nuclear Power Joint Veﬁturé Company which comprises the
Hong Kong Nuclear'Investment Company (a subsidiary of Hong Kong's
China Light and Power Company) and the Guangdong Nuclear Investment

Company.

In May of 1985, theAChinese government announced its intention to
have foreign corporations finance and construct a number of
coal-fired thermal ﬁbwer plants, and established the Hulang
: Internationél Electric Power Development Company to arrange and
man#ge these inveétménts.f It was reported that agreeﬁents covering
up to 5,000 MW of new thermal generating capacity outside .the Plan

Program were expected to be concluded during 1985.
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Madam Qian Zhengying, Minister of Water Resources and Electric
Power, vin' an address to the Canadian hydroelectric power delegation
indicated a willingness to consider any serious proposal for
co—construction of the Three Gorges hydro development. Minister Qian
commented further -that, while there is no framework in place at this
time to facilitate such joint inVeétment, this should not be considered
as a barrier to the Chinese side giving consideration to any reasonable -

proposal.*

Minister Qién led a delegation of senior Ministfy officials on a
visit to Canada in OctoBer, 1985. At that time the authors of this
study had an opportunity to discuss the concept of equity participation
in project development with the Minister and her delegation and to
review a series of assumptions which had been assembled for the purpose

of modeiling the financing of the Three'Gorges project.

The Minister expressed considerable interest in the concept. It
was understood that these conceptual studies should not be QOngtrained
by China's current develbpment policies but.rather would explore the
_conditions which would be required to facilitate such an approach to the

development of selected projects.

The Minister requested and it was . agreed that, 1n additioh_ to
examining the application‘of a joint ventufe to development of the Three
Gorges project, the study should also examiné application to a smaller
project. The Gehe Yan development, which has recently been the subject
of a comprehensive feasibility study by the Yangtze Valley Planning
Office ~(YVPO) in collaboration with Hydro Quebec International and
Canadian International Project Managers Ltd. was suggested as a sultable

example.

* In a foreﬁord' to the recently . published "Electric Power
Industry in China, 1983", Minister Qian writes "We hope, on
the basis of equality and mutual benefit, to make use of
overseas 1investment for. speeding up ‘construction of our
nuclear plants and hydroelectric stations which are very

~captial intensive”.
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Canadian consultants are participating in the 1investigations and

. designs of the Gehe Yan (1200 MW), Longtan (4,000-6,000 MW) and Three
Gorges (13,000 MW) ‘hydroelectric projects.  In éddition, Canadian

consultants have assisted in the design of China's first major'HV/DC'

transmission facility which 1s currently being constructed between

Gezhouba and Shanghai. Canadian heavy electrical equipment suppliers

are actively pursuing a number of contracts, and several orders for 500

kV transmission components have been secured.

It 1s against this backgrouﬁd of Canadian involvement in China's
power sector that -an examination of the conditions and potential for the
Canadian private sector to participate through equity investment in

development of China's power sector has been carried out.

China can, no doubt, acquire the expertise and. teéhnoiogies to
construct and operate its power systems without resort to foreign equity
participation. The arguments for such participation are nevertheless

worthy of consideration..

The purpose .of this study 1s to examine the principles and
conditions under which 1t may be possible for China to attract
significant equity participation in development of some of its major
hydro (or thermal) resources. A number of assumptions are made which.do
not conform to curreht practice in China. The atguments for and.against
such changes as may be inferred from thesel assumptions will be for
China's authorities to consider. Our purpose 1is simply to 1illustrate
certain principles which must be considered and not necessarily to
suggest the specific means - although we do comment on one or two policy

areas which we believe warrant special consideration.

It is anticipated that a Canadian equity partner would bring to the
joint venture, not only eduity financing.but also the management skills
and résources which have been conventionally provided in Canada by
electric poﬁer utilities and by private sector investors to _develbp
_ majof hydroelectric projects such as Baie James, Kitimat and Churchill
Falls. '



Some of the principal benefits and issues which require evaluation

are summarized hereunder:

Potential Benefits

China

- participation by foreign investor could contribute
appropriate management skills 1Iin 1large hydro
project development and increase the likelihood of
reducing the overall schedule and controlling
costs. ‘

- increased confidence within international
investment community and hence access to adequate
financing resources

- early achievement of multipurpose benefits - with
.payback only from power revenues. ’

- potential for other joint-ventufe activities
(within China and outside of China) based on
successful collaboration.

- increased assurance of acquisition of best
technology and application to other projects in
China and to exports.

- separating project from conventional sector
financing may ensure efficient development

Canadian Investor
- reasonable rate of return guaranteed by China

- offshore revenues may be tax exempt until
repatriated

- positioning for other investments in China

- Canada

- enhanced opportunities for supply of significant
level of equipment and services

- Canadian involvement in world-class projéct could
influence level of other power sector exports

- prospéét for increasing opportunities for other
Canadian - investment in China (eg joint

manufacture/lisencing of high technology power
sector equipment; construction equipment exports)

- offset to inbalance in Canada-China trade.



Issues

- what would be an acceptable rate of return on long
term equityinvestment in China, and would China
pay such a premium for potential benefits?

- would China agree to appropriate terms covering
repatriation of equity (including coverage for
inflation and foreign exchange variations)?

- would China raise power tariffs to cover the cost
of s8ervice and hence assure project financial
viability? :

- would China accept foreign involvement in the
management of development and operation of public
sector projects? '

- how could the Canadian government support the
private sector?

- will Canada and China join the Multilateral
- Investment Guarantee Agency (MIGA)?

- could a Canadian investor include a major utility
in the project (for management and operation
support)? :

Before describing the fesults of the investment modeliing and
discussing the issues ﬁhich arise it‘seeﬁs appropriate to review briefly
the economic development prospects in China, the resources base ‘and
development of 1ts-energy sector, and in particular the development and
investment requirements of the electrical power sector. - These
considerations provide a framework within which judgements of the
investment climate for direct foreign participagion. and potentially
significant 1levels of foreign . debt financing of power sector

developments must be assessed.

Chapter 2 of this report therefore provides some. highlights from '
recent economic reviews and projections of China's economic development,
followed by a brief survey of China's energy sector and the role bf
. development of its electric power sub-sector. It may be noted that in
recent years China has accorded high priority to expansion of its energy
and transport sectors in reéognition of the critical bottlenecks which
deficiencies 1in these sectors can impose upoﬁ overall economic

performance.
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Chapter 3 addresses the conditions and.pblicies which would have to
be considered to facilitaté direct foreign equity participation in the

power sector and provides a rationale for considering such an approach.

Chapter 4 describes the 1investment .modelling undertaken,
documenting the assumptions ahd parameters adopted for the financial
analyses of the Three Gorges and Gehe Yan projects, and preéents the
results of the modelling which illustrate the impact on development cost
of equity participation. The financial analysis include consideration
of some of the main risks of cost variance which would have to be

recqgnized in structuring a joint'Venturé proposal.

" ‘Chapter 5 reports upon the interest .of selected Canadian investors
and financiers to the possibility of participation in China's power

development and their reaction to this report.
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2.0 BACKGROUND

2.1 The PRC Economy and Development Prospects

A recent study of China's economic performance and prospects

suggests that by the year 2000 China will have a Gross Domestic Product
(GDP) roughly equal to that of Japan in 1985l/.

As illustrated in Table 2.1, China's GDP has grown strongly from
1980 through 1984. Preliminary data fof 1985 indicate a cbntinuation of
this strong growth, with GDP expected to':egister overall growth for the
year to about 10 percent. The economic performance over the recent past
exhibits a balanced pattern, with agriculture and ;ﬁdustry both
recovering strongly since the end of 1980-82 "readjustment” period. The
output of "Other”, which includes service indqétries as well as
construction and trahspoft,' was quite weak in the early 1980's but

registered 15.5 percent growth in 1984 and contiﬁued strongly in 1985.

Table 2.1 .

CHINA'S GROSS DOMESTIC. PRODUCT, 1981-1985
(Percent Annual Growth)

Agri-  Indus- 60P 6DP Per

culture try Other Total Capita

1981 8.1 2.5 7.7 6.5 5.1
1982 13.1 6.8 -1.2 8.1 6.5
1983 9.5 n.7 4.8 - 9.0 8.0
1984 12.9 15.8 15.5 14.2 13.1
1985 4.2 19.4 | 12.8 10.0 8.7

SOURCES: Officia) State Statistical Bureau data and RCR calcuiations.

1

Source: Rock Creek Research, op.cit.

A projection by Rock Creek Research of GDP to 2005 is presented in
Table 2.2. This overall projection has been based upon detailed

sectoral analysis ‘and relatively conservative assumptions concerning

l/ China Projection Report, Fall 1985, Rock Creek Research,
Washington DC. -
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China's continued reliance upon mobiliiation of domestic savings to
finance development.-,RQck Creek Reseafcﬁ.note that GDP could increase
even more rapidly if China were to adopt a strategy of increased
borrowing to acquire foreign technology and if these technologies could

be productively absorbed.

’ During 1985 there 1is already evidence that China has elected - to
accelerate development in 1its power sector through increased use of

foreign borrowings.

Table 2.2

CHINA'S GROSS DOMESTIC Pl.lODUCT, 1980-2005
{(Billion Constant 1980 U.S. Dollars*)

Agri- Indus- GOP GDP Per
culture try Other Total Capita
1580 119.8 63.5 56.1 239.3 242
1985 188.4 107.2 81.4 377.0 360
1990 261.3 176.4 142.3 580.0 525 -
1995 332.2 254.5 210.9 797.6 683
2000 438.8 349.1 292.7 1,080.7 . 876
2005 624.7 464.8.  380.5 1,470.0 1,128

* NOTE: Except for per capita GOP, which s in U.S. dollars. i
SOURCES: -Official State Statistical Bureau data and RCR calculations.

Source: Rock Creek Research, op.cit.l/

The World Bank has recently completed a major review of long term
development 1issues andldptiéhévfor Chinq%/. Its conclusion, that over
the next two decades China - now a low income country - will become a
middle income country, 1is supported by -detailed sectoral and> macro-
economic analysis and comparisons with sustained economic growth

patterns from other industrialized countries.

Per capita national income in the iﬁdustrial countries 1is roughly
10 times highe: than in China in terms of purchasing power. To catch up
to the industrialized countries by 2050, the‘Bank estimates China's per

" capita income yould have to increase at between 5.5 and 6.5 percent. per

2/ China, Long Term Development Issues and Options, The World
Bank, John Hopkins Unversity Press, Baltimore, 1985.
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yéar; Such fapid,andAsuSCained progress has been rare. Between 1960
aﬁd:1982,_exc1uding small oil dominafed ecdnomies, on1y South Korea and
Greece achievéd average annual per capita ingomevgrowfh above 5%Z. Only
one éountry; Japan, has _indisputably caught‘ up with the developed

‘nations of the world from a position of'ecgnomic backwardness.

 :éNeverthéiess,'China?$ past record 1is encouraging. From 1952-82,
despite fapid';pbpulation ,growth and periods of severe economic
' miSmanégement, nﬁtional per. capita income grew at an average rate of 4
percént; —,Since-.1978,v and following the introduction of economic
refﬁrms, ﬁer‘capita1income grew at an aﬁnual rate of 6.8%4 up to the end
of 1984. '

'~>Io achieve 1its basic objective bf improvemen:‘of living standards
and the eliﬁination of poverty, China has set targets of quadrupling the
~ gross value of industrial and agricultural output (GVIAO) between
'1980-2000, and. increasing per éapita national income from about US$ 300
to US$ 800. To do so will require a continued investment of about 30%
of national income, in line with China's past performance. Assuming
reasonable improvements~iq,energy and materials use and that China's
: populatioh by ‘the year 2000 1s close to the official target of
1;2 billion,,the Bank'studies'cohclpded'that quadrupling GVIAO is>quite
,possible»and:woﬁld provi&e'for the attainment of target national per
capita income. This conclusion is témpered by caveats that to achieve
its- targets, China must increase the efficiency with which resources are
'uséd and that domestic‘or international misfortunes do not significantly

impact China's economic performance over these decades.

.The successful modernization of China's economy requires sustained
pfogress,in'building upon " the strgctufal reforms introduced since the
period of the “"cultural revolution". Increased access to édvanced
foreign technologies will make the task easler but will not be
sufficient. China's economic prospects depend crucially upon its

".sucéess'1ﬁ‘mobilizing»and-effedtively using all available resources.
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- The World Bank report suggests that it would be wise for China to
encourage direct foreign investment,'less‘for the foreign capital and
vadvanced technology: it brings, than for the demonstration effect of

modern management'techniques.

" How far China willlhave,risen into the middle income range by 2000

will depend crucially on how successfully the economy is managed.

. China's past record of economic management, for all its uneveness, is

. superior'to that of other low income’countries, both in promoting growth

and reducing,:poverty .= but maintaining the past pace -of economic

progress is likely to require greater efficiency.,

Conditions for rapid sustained growth are far from fully met in

o China, except in agriculture where outstanding progress has been made in

‘recent  years following introduction of the production responsibility

system. Recognizing this the Central Committee of the Chinese Communist

Party,.in October¢l984, announced 'a program of urban economic reforms,

ﬂwith.invigoration‘of~state enterprises as its central theme.

- The patternl of macro-economic growth trends in all sectors have

accelerated during 1980-84. Double digit'growth (in GVIAO) was recorded

during 1984 and the first half of 1985. This high expansion rate has

led to - serious inflationary . pressures.  China's authorities are

currently moving to slow the pace of growth and mitigate the impact of

»necessary;price adjustnents, constraining imports in line with export

earnings.

- Despite the likelihood that progress In economic reform will be

~uneven ' and ' require continuing adjustments, with some inevitable

consequences for year to  year economic performance, . there is

considerable evidence that - China will meet or exceed its development>

goals for 2000 and be positioned to sustain its growth thereafter.

Within the context of overa11 economic development, transport” and

energy developments have been singled out as being crucial to sustain

growth. = The deve10pment of the transport sector will influence the
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development of the energy sector; particularly the electric power

sector, as the major exploitable coal and hydro resources of China are

" located- at considerable distance from the major industrialized centres
’ of . ‘demand. - Long distance EHV  transmission facilities and

interconnection between regional power grids will increasingly become
‘economic alternatives to locating new central thermal generation at loed

centres.

232, The Energy,sector

Chine is the world's fourth largest producer and third largest

consumer of commercial enmergy. Coal is by far the most important source

-of energyﬂeupply,faccounting for 70% of total production in 1982. Since
1972 o1l production has increased rapidly and by 1982 accounted for 22%

of commercial energy supplies (and contributed significantly to export

revenues, accounting for about one—quarter of total exports) Natural

.gas, hydroelectric¢c power and small quantities of shale oil and

geothermal power contributed the balance of commercial energy supplies.

" Non-commercial sources supplied " the equivalent of about 407 of

commercial energy production.

China's echievements in deveIOpment of its energy resources over
the past’ several decades ‘have been impressive. Coal - production
increased  from some 60 million toms in 1952 to 666 million tons in
1982. (China's.output of coal in 1982 was surpassed only by the USA and
USSR.) tDuringvthe same‘period power generating capacity increased from
about 2,000 MW to 72,360 MW. Electricity generation iIncreased at an .
average rate of 13.6% p.a. from‘1949 through 1984, with output reaching
nearly 3777000 Gﬂh in 1984. 0il production increased from about
0 1 million tons in 1950 to 106 million tons in 1979. China's major oil
fields which account for about QOA of production have peaked and in.1982

_production fell to 102 million tomns.

2.2.1 Commercial Energy Resources

Coal is Cﬁina's‘traditional.source of energy and currently provides

nearly 70% -oft_the_ demand ‘for commercial energy. Coal and 1lignite

' reserves are concentrated in.the north and northeast which have about

A
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70% of the estimated total recoverable reserves of 600 biilion tons.
About threé-quartéréAof coal production is from large mines, each with
more than 0.6 million tons annual capacity. Small mines, with between
1,000 and 100,000 tons of annual capacity, number over 20,000. Although
there are some modern collie?ies, most mines are only partially
mechanized.- Targets for 1increasing coal production face a major

constraint in terms of rail transport capacity.

China's hydro potential is amongst the largest in the world. Its
total potential has been estimated at about 680,000 MW of which some
380,000 MW are considered ecohomically exploitable. By the end of 1984

“only 25,600 MW, representing 6.7% of the exploitable potential, had been

developed. The distribution of exploitable hydro resources is given in
Table 2.3.

Table 2.3

!iplol’oble hydropower'r;sowcn of mojor
river systems In China

River system _ Instalioble Annuol|l Percemoge of
capacity energy sota!
(MwW) (Gwh) (%)
Changjiong 197243,3 1027498 524
Huonghe : 28003,9 116991 60}
Thjiong 24850,2 112478 5.8
Halhe and Lvonhe 21348 5168 (%}
Hualhe 660,01 1894 o

Rivers in Northeosi
China : 13707,5 43942 2.3

Rivers in the Coosto!
Region of Southeast .
China 13896.8 54741 2.9

Internationa! rivers in
Southwest Chino 376841 209868 - 10,9

Yortung Zongbo ond
the other rivers in Tibet 50382.3 296858 15,4

ilond rivers in North - .
China and Xinjiong 9969.7 5386¢ 2.8

Tatal 3785324 1923304 - 100

Note: 1. The hydroelectric sites with the instolicble copocity ! less thon 50C » v
ore not included in the Toble. o :
2. The percentage of the tota! refers to the annuo! energy

Source: MWREP, Electric Power Industry in China, 1983.
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0fficial estimates ‘of oil and gas reserves are not available.
Varying estimates of proven recoverable reserves suggest that these .
range from 1.8 to 2.5 billion tons. Eétimates of probable reserves,
both offshore and onshore; are by nature speculatiVe‘and range from 5 to
10 billion tons for the onshore region and 4 to 8 billion tons in

offshore areas.

Major non-associated gas fields are located in Sichuan province
where recoverable reserves are estimated at 70 billion cubic metres. In
addition, there are soﬁe minor natural gas fields in the northwestern
part of China. Over and above these, about 50 billion cubic metres of
associated gas are estimated to be recoverable. The cumulative gas
reserves are thus in the order of 130 billion cubic metres, equivalent
to more than 110 million tons of oil. As significant areas of China
remain to be ekploréd, ﬁresent estimates of recoverable reéerves are

_probably a mere fraction of the full potential.

Reserves of oil Shalé in China are reported unofficially to be in
the order of 400 billion tons and may be much lérger since the
géological environment 1s favourable fbr their formation in many of the
sedimentary basins. Deposits of 100 billion tons or more containing up
to 5 to 10 billion fons of oil are réported in Heliongjiang and Hebei.
Before 1958 oil shale accounted for almoét half of Chinese oil
production, but this proportion declined rapidly after the discovery of
the Daqing oilfield in 1959. About 300,000 tons of shale oil is being

~ produced annually from mines in Liaoning and Guangdong.

Geological conditions in China exhibit widespread geothermal
phenomenon, particularly in the Tibetan pléteau. Most occurrénces are
reported to be low temperature groundwater suitéble for space heating;
high temperature occurrences SUitable for power generation seem to be
more frequent in the mountainoﬁs southwestern part of the country.
Geothermal energy has not yet been developed to any significant exteat,
alfhough a small gedthermaL pdwer station is in operation some 50 km
from Lhasa and' an urban heating system has been developed in the

southeastern part of Béijing..
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2.2.2 Energy Production and Consumption

Commercial eﬁergy productioe grew at '10.5% per year from
1952-1975. For several years thereafter this rapid rate of growth
slowed and between 1979-1982 total production declined by 2.1%. This
trend reversed in 1982 which saw a 5.5% rise followed by 6.8% growth in
1983 and 7.4% in 1984.

In 1984 total commercial energy production amounted to some 768.9.
million. tons of coal equivalent (mTCE). Recent projections of energy
demand by the World Bank suggest that total commercial energy production
required by. the year'ZOOO will lie in the range of 1,200 to 1,800 mTCE.
(These projections depend upon a complex of assumptions regarding the
mix of demand‘- particularly of heavy and light industry - improvements
in the efficiency of energy consumption in existing. plant and fhe
introduction of more_energy efficient processes in new plant.) With the
exception of the most optimistic production scenario, the Bank studies
suggest that the demands in all other scenarios exceed the government
target of doubling energy production between 1980 and the year 2000.
(The government target required somewhat less than 1,300 mTCE of
commercial energy production by the year 2000).

During the past» five years China has achieved an impressive
reduction in energy use relative to the level of economic growth which
has taken place. Energy consumption per unit gross value of industrial
. and agficultural output (GViAO) was reduced by 7% from 1979 through
1981. This was followed by a further reduction of 3% in 1983 and 7% in
1984. Technical and.operational improvements are credited with about
40% of these energy savings. ~The balance came initially from the
relative decline in importance of heavy industry and the closure of some
inefficient plant, bet since 1981 has been achievedA mainly from

structural changes within major industry sub-sectors.

Comparison with other countries indicates an exceptionally high-
energy intensity of the Chinese economy, particularly in the industrial
sector, as illustrated by the data presented in Table 2.4%.

* Tables 2.4, 2.5, 2.6, 2.7, 2.8 and 2.9 herein are reproduced
from the World Bank Report on Long Term Development Options
and Issues, op.cit.2/



Table 2.4

INTERRATIORAL COMPARISONS OF BECTORAL ENERGY CONSUMPTION, 1980

}

Share in final

Share in final commercial © total energy

energy consumption consumption /a Share of trens—
Indus- Trans- Res/com/ Indus- Res/com/ port in final
try port pub/b try ~ pud oil consumption

(A) (®) («©)

Developing Countries

Chine 60.4 7.8 19.7. 42,6 43,4 24.6
Argentina 35.0 30.6 22.9 36.7.  25.6 . 55.2
Prazil ) 47.3 26.0 20.0 42.8 25.7 46.4
Mexico ) 37.4 33,9 18,9 39.2 17.7 56.4
India 55.1 22,2 13.7 30.6 52.5 46,1
Bouth Korea 43.3 12.3 42.8 40.8 46.2 27.7

Developed Countries

us " 31,0 25.2 36.2 - same as in A =- - 62.0
Canada 38.4 20.2 35.9 " L 51.2
Japan 54.3 14,1 27.0 " 28.6
France 42.8 18.4 33.0 oo © .8
West Germany 41,0 15.7 38,4 " 34,4
Italy 44,7 18,5 30.8 _ " 35.8
1114 33.3 18.6 43,6 " Sé.Z

/s Includes biomass.

/b Restdentisl, commercial and public‘ services sectores.

Source: OECD. Biomass consumption figures for South Korea were revised using World
Rank sources.

Source: IBRD, op.cit.2/

Coﬁparison of avallable data of energy consumption per unit of
physical output and of end use -efficiengies "between China and other
countries suggest there are several featﬁres which contribute to China's
expectionally high energy intensities in industrial production. These
include the scale of individual plants, the technologies employed, the
raw materials used and the organization and operational practices. In
the past the effic¢iency of energy use, particularly fuel use, received
little attention in China's,industrial development planning and little
regard was given tb providing incentives to enterprises to use energy
efficiently. The dominance ofAcoal as Both an energy source and as
feedstock héve contributed to the inefficiehéies as it 1is difficult to

use coal as efficiently as o0il, gas or electricity.
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At an aggregate 1gve1 one of the more important factors underlying
the high 1level of energy consumption in Chinese industry 1s the
preponderance of small scale enterprise  in energy intensive ‘industries.
Ag a consequence of inability to realize econbmies of scale and to adopt
more advanced technologies unit energy consumption in small plénfs tend
to be well above the lévelsvin large plants. The comparative production
and energy vconsgmption for small and large plants in Table 2.5
illustrate the situation in 1980. ‘ ’

Table 2.5

CHINA: PRODUCTION AND ENERGY CONSUMPTION
IN SMALL AND LARGE PLANTS, 1980

Small plant share Energy consumption per ton produced

Industrial of total production (tons_of coal equivalent)

product (¢ 9] Small plants Large plants
Crude steel 24/a 1.57/b 1.20/b
Synthetic ammonia 55 - 3.00 1.65/c
Cement 68 0.18/d 0.21/4
Plate glass n.a. © 0.87/e 0.30/e
. Coke © Dea. ) 2.60 1.96

J/a Estimate for small- and medium-sized plants under local control, as a per-
centage of total iron and steel company production. ’

& Figures denote "comparable energy consumption” which includes only energy
used for the production of iron and steel, and not other types of energy,
such as energy consumed in mining, equipment manufacturing, etc.

/e Excludes mediumsized plant production.

[g Comparisons of energy consumption are misleading in that the quality of
cement produced in small plants is far lower than that in large plants.

/e mefer to tons of coal equivalent per standard case.

Sources: Mission estimates, based on e variety of Chinese sources.

Source: IBRD, op.cit.2/

Table 2.6 1llustrates the energy intensity of China's economy as
compared with other - developing and developed countries. Although
_China's industrial output accounts for one-half of GDP -.industfy and
infrastructure typically account for less than 20% of GDP in other low
income_ countries - the Ashare of output for the three most energy
intensive major industrial sub-sectors, basic metallurgy, chemicals and

building materials, 1is remarkably similar in China, Japan and South

Korea.
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. ‘. ' Table 2.6

INTERRATIONAL COMPARISONS OF PRIMARY ENERCY CONSUMPTION .
: RELATIVE O GOP, 1980 .

N Share of
. industry
Primary commercial Totsl primary Residential/commercial & infra
energy consumption energy consunption _ energy consumption structure
per unit GOP per unit GDP /a per unit GDP /a in GDP/b
(kgce/US$) - x)
Developing Countries .

. China 2.13 © 2,90 1.14 - 48
Afgentina 0.44 0.49 . 0.10 ’ n.a.
Brazil 0.61 - 0,88 . 0.19 37
Mexico 0.80 0.84 0.11 38/c
Todia 1,05 1.77 0,83 26
Rorea, Rep. 1.06 1.12 0.48. Al

Developed Countries
Canada N 1.%9 1.39 0.45 33
France . 0,45 0,45 0.14 i 36
Germany, Fed. Rep. 0.49 - 0.49 0.18 n.a.
Itely 0.5 ’ 0.53 0.16 43
Japan 0.51 0,51 0.13 /e
UK 0.57 0,57 0.22 3s

1.05 0.35 . S

us 1.05

/s Includes blomass.

I Includes all industry, construction and traasport.

" fe 1979,
Sources: Roergy consumption data: China: Tadle 1.2.

Others: OECD, Energy Balances of OPCD Countries, 1970-82;
Pnergy Ralances of Nevelop! Countries, 1971-82, Riomass
consumption estimates for South Korea were revised, based on
World Bank sources. .

CDP data: Chins: IBRD, China: Recent Rconomic Trends snd Polxc'y Developments
(March 1983),

Others: IBRD, World Development Report, 1982 .

Source: IBRD, op.cit.2/

The. industrial.sector in China accounted from some 60% of final
energy consumption in 1980, utilizing -almost half of the major fuels and
three-quarterv of final Velectricity consumption. Inter-country
consump;ion comparisons as presented in Table 2.7, 1indicates the
rélatively high 1intensity of energy consumption in China. Among
developing countries only India exhibits similar characteristics.
China's final energy consumption by industfy' is 1llustrated in
Table 2.8. ' '



Table 2.7

ENERCY CONSUMPTION IN INDUSTRY P!R URIT GROSS VALUE OF
INDUSTRIAL OUTPUT IN SELECTED COUNTRIFS

Energy consumption per unit output value.
(kilograms. of coal equivalent per 1980 USS$)

Country Year Fuel and feedstock Electricity/a Total/b
China ) 1980 ) 0,82 0.23 1.06
Prance 1980 - 0.17 0.13 0.30
Germany, F.R. 1980 - 0,15 0.11 0.26
Japan 1980 ’ 0.16 0.15 0.30
UK 1980 0.13 0.09 0.23
Us ' : 1980 0.29 0.17 0.47
Brazil/d 1978 0.26 . 0.14 - 0.40
India/b 1978 S 0,71 0.33 1.04
8. Korea 1980 . 0.30 0.17 0.48
Philippines/b 1979 0.49 0.18 0.66
Turkey - 1979 0.24 . 0.21 0.44

-{a  Eiestricity consumption is calculated at a thermal replacement value of
2,900 kcal/kWh for all countries. '

/b Includes biomass consumption.

Source: Appendix B, Tsble B,S5.

Source: IBRD, op.cit.2/

Table 2.8

CHINA: FPIFAL EFERCY CONSUMPTION IN INDUSTRY, 1980
(Millions of tons of coal equivalent)

011 Coal Natural gas PRlectricity Total

:

Basic metallurgy ' 6.6  S54.2 1.3 S 190 . -8l.2
Chemicals 12.4  34.3 7.6 21.7 76.0
Building materials 2.0 42,3 0.1 4,7 49,1
Machine building 3.5 14.4 0.7 9.4 .28.0
" Pulp and paper 0.6 5.4 0.1 EE 8.4
Textiles - - 6.0 10.0 0.4 5. - 21.8
Pood, beverages and tobacco 0.6 9.7 0.3 2.5 13.1
Other /s 3.0 9.3 0.1 5.0 17.4
Unallocated /b 727 9.8 3.3 - 20.8

Total 42,6 189.4 13.9 70,1 315.8

/s Porestry industry, clothing, léather goods and cultural articles (includ-
" ing printing).

[b Includes power industry heat supply credit (.nee Table 1.2) and any con-
sumption not specified for other sectors.

Source: Appendix A.

Source: IBRD, op.cit.2/
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Demand for electricity is conservatively projected to grow during
the 1980-2000 period at annual rates averaging between 6% and 7.5% per
_annum. The share of electricity in total final commefcial energy
' consuﬁption>is projected to rise substantially; from 18% in 1980 to some
26% to 27% by the- yeer 2000. The share of electricity in final
industrial consumption is also forecast to rise from 22% in 1980 to

"~ between 31% and 32% by the year 2000.

2.3 Electrical Power Supply and Demand

Power development in China registered very high ratesfof growth
over the three decades from 1949-1979. Installed capacity has.incteased
at an average rate of 11.3% per annum since 1949, reaching 80,177 MW By
the end of 1984. Generation grew at 13.6%Z per annum over the same
period, with produetion of 376,991 GWh in 1984. The high rates of
sustained growth experienced duriné the first 25 years since 1949 slowed
gsomewhat during the mid 1970's, end from 1979 through 1984 capacity
increased at only 4.9% per year “and generation at 6% during this
period. ~ Table 2.9 documents sectoral growth and comparative growth
indices for Gross Industrial and Agricultural Output, primary energy and

electric power generation.

Despite remarkable achievements in power éector development, most
regions of China have insufficient supplies of electrical energy to meet-eA
demand. This situation has persisted for a nueber of years and in 1982
the couﬁtry—wide shortfall was estimated at 10,000 MW in generating
capacity and 40,000 GWh in energy supply. This shortfall 1led difectly
to an estimated 20% under-utilization of industrial capacity.

Financial constraint has been_the primafy, if not the only, reﬁson

for the shortfell in generating capacity and inadequacy of transmission
and distribution facilities. Budget expenditures were severely

| restricted . following excessive investment spéending during 1977-78 end
ellncomponents of the energy.seceor were affected &uring.the,four years

up to 1983 as indicated by the investment profiles in Table 2.10.
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IQSQWUTW.§6II;———_. 3256n”“W"376;991 23.6'mmm""~Eggég*-~"—“5zg}§'—*”‘_“"é;é}g"““

X provisional

GIAP (233 Industriol- Agriculturol Products

Source: MWREP, Electric Power Industry in China 1983.
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Table 2.10

State Capital Construction in Energy, 1978-84
(mill{on Yuan)

Coal 011 Power Co
Indus- Indus- Indus- Total

try try try Energy*

1978 3,180 3,112 5,091 11,470
1979 3,186 2,707 5,099 11,098
1980 . 3,347 3,338 4,814 11,565
1981 2,315 2,795 4,014 9,464
1982 - 2,985 2,530 4,623 10,223
1983 4,007 2,902 5,746 12,760
1984 -— e R 16,596

* NOTE: Total includes coking {ndustry.
SOURCES: Official State Statistical Bureau data.

Source: Rock Creek Research, op.cit.l/

Increases in sector financing allocations since 1983 have led to
significant efforts to achieve the output targets of the Sixth Plan
(1981-1985) and the national target of 362,000 GWh for 1985 was
fulfilled in 1984. Target output, however, has been accomplished
through very high plant utilization levels which has placed a heavy
burden on existing facilities. Even though the target generation supply
has been met, demand management .has continued including a regular

program of load sharing.

The most crucial issue facing the power sector is how to finance
the development and expansion of generation, transmission and-
distribution facilities to meet long term needs. Up to 1981 all revenue
surplus from operations, including much of the depreciation funds of the
electric power administrations, were transferred to the State which in
turn provided all. investment funds for capitél construction, including -
projects for generation and transmission above 100 kV. Under the
financial reforms associated with the ongoing economic feform and
read justment process, funds for sector investments are now being

provided in the form of loans from the People's Construction Bank of

China.

Although no official ldng-term‘ development program has been
prepared for the power sector, the Ministry of Water Resources and

Electric Power has projected that generation should rise to about
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1.2 million GWh by the yeaf 2000. (This excludes generation from small
thermal and hydro plants - small hydro plants are defined as those with
capacities under 500 kW and small thermal plants are defined as having
capacities of 6 MW or less). This increase in generatioh would require
an average growth rate in total generation of about 7.4 per annum

throughout the 1980-2000 period.

The current mix of generating capacity 1s not expected to change
much over the next two decades. Because of the long lead time necessary
for development of major hydro.and nuclear facilities, it 1is unlikely
that the role of these types of generation will alter substantially
before the end of the century. By the year 2000, nuclear power might
supply some 4% of total generatioﬁ and hydro power 18 to 19%. Thermal
power will account for the balance as existing oil and gas fired power

plants are planned to be phased out gradually.

Most of the additional hydro power to be developed during the 1980
to 2000 period are expected to come from large scale development schemes
on the upper Huanghe, the Hongshui, the middle and upper Chiangjiang and

the middle and.lower Lancang rivers.

Currently 34 hydro projects éré under construction representing a
total instailed capacity of 17,000 MW and 20,000 MW of thermal capacity
is uﬁder development. China has adopted a step-by-step approach to grid
expansion and integration. Existing regional grids will first be
strengthened with 500 kV networks (or in the case of the northwestern
regional grid, 330 kV networks). Many of the major grids will be
interconnected as surplus power becomes available in a given grid. The
first such interconnection will be the * 500 kV DC line 1linking the
Ceﬁtral and East China Regional Grids. With the completion of the
planned power bases during the 1990's, particularly the hydroelectric
developments of fhe Hongshui and Huanghe rivers and coal and power
‘bases in Shanxi and Nei'Menggul, an overlay of long distance ultra high
voltage lines is anticipated.
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The World Bank has prepared two scenarios covering development of
the power sector from 1980 through 2000. These are 1llustrated in
Table 2.11 and indicate the need for a dramatic increase in average
annual investments if capacity is to be expanded sufficiently to relieve
current supply constraints and provide the additional power necessafy to

sustain rapid economic growth.

Table 2.11

FLECTRICITY DEVELOPMENT SCENARIOS /s

1986-90 : 19912000
Low . High ’ Low
1981-85 scenario scenario scenario scenario

Capital Construction Investment . -
i? (3805 CT)) 23,000 64,600/b 75,800/b 221,000/b 290,000/b

Generating plant 17,250 46,500 54,600 159,400 209,000
0f which: Rydro 7,000 17,600 18,200 55,000 65,000
Fossil-fired 10,250 25,900 31,400 92,400 125,000 -

Nuclear . : - 3,000 5,000 12,000 19,000
Transzission and substations 4,370 14,200 16,700 48,340 63,600
Other ’ 1,380 3,900 4,500 13,260 17,400
New Generating Capacity Added (MW)14,000 25,900 30,800 96,000 135,000
DY which: RBydro 3,000 7,300 7,600 24,000 33,000
Fossil-fired 11,000 18,600 23,200 67,000 94,000

Nuclear - - - 5,000 8,000

1985 _19% 2000
Installed Capacity {MW) 74,470 100,370 105,270 196,370 240,270
ch: Hydro 19,880 27,180 27,480 - 51,180 .

Yossil-fired 54,590 73,190 77,790 140,190 171,790

Kuclear - - - 5,000 8,000

ergy Generated (GWh) 375,000 500,000 520,000 1,000,000 1,200,000
!EUTEEEIEE?‘i§Z?b 79,000 97,000 97,000 190,000 220,000
Fossil-fired 296,000 403,000 423,000 784,000 936,000

Nuclear - - - 26,000 44,000

Fnergy Sold (GWh) 322,500 430,000 447,200 - 860,000 1,032,000

Grose Fuel Requirements
(=ITITon ICE):/c 133 173 182 288 339

/s Scenarios were developed in conjunction with MWREP in early 1984, A1l figures exclude
small hydro plants with capacities of less than 500 MW and thermal plants with |

capacities of less than 6 MW,

L!_: To improve fuel efficiency, existing medium and low-pressure thermal unite (with a
total capacity of about 13,000 MW) ehould be progressively replaced by larger, higher—
pressure units. It 1s assumed that replacement of 3,000 MW and 10,000 MW by the new
additions in generating capacity would dbe undertaken during l986-96 and 1991-2000,
respectively, The investment cost for replacement is included.

Jc Includes heat supplied to consumers outside the power i{ndustry, totaling 11.85 million
TCE 1n 1980 and 21.6 million TCE in 2000, Plant utiliszation factors were assumed to
remain stable after 1986: 402 for hydro, 63% for fossil-fired thermal and 39-63% for
nuclear, :

Source: IBRD Annex E, Appendix F, op.cit.?/

Investment requirements to cover facilities to be commissioned
between 1985 and 2000 are estimated to increase to Yuan 13 to 15
billions per annum during 1986 to 1990 and Yuan 22 to 29 billions per
annum during .1991 to 2000. Investment 1in the electric power sector
between now and the year 2000 could reach US$ 131 billions. At the same
time related energy and transport investments are estimated to require
US$- 25 billions for oil, US$ 43.5 billions for coal and US$ 48 billions

for rail transport.
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Assuming that economic development beyond 2000 continues in line
with China's long range economic objective of catching up with developed
countries by about 2050, power sector growth must continue expanding at
roughly 7 percent per annum - a rate that implies a doubling of capacity

over each succeediﬁg decade.

Although the very distant 2050 future is not of immediate concern,
extrapolation of the low and high scenarios presented in Table 2.11 to
2010 suggest that between 45,000 and 67,000 MW of additional hydro
capacity and some 134,000 to 218,000 MW of fossil fired and nuclear
thermal additions would be required in the decade 2001 to 2010. Bearing
in mind the significant gestation period required for developﬁent of new
power facilities, particularly hydro and nuclear generating capacity,
significant investments in addition to those requifed to meet demand up
to the year 2000 will be required during the 1990's to cover facilitiés
to be commissioned during the period 2001 to 2010.

The foregoihg projections imply that the share of power sector
investment would have to increase from recent levels representing less
than 1% of GDP to approximately 27 during 1986 to 2000. Such a rate of
investment in power.sector development 1is broadly comparable to that

allocated by other major developing countries.
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3.0 CONSIDERATION OF CONDITIONS RELATING TO CANADIAN EQUITY
PARTICIPATION IN POWER SECTOR DEVELOPMENTS IN CHINA

3.1 The Case for Equity Participation

China's current need is to catch up and meet expanding demand for
electrical energy. This will, of necessity, concentrate attention on

fulfilling its own requirements during the next several decades.

By the end of this century, or shortly thereafter, China will be
operating power systems as large as any in the world. These systems
will involve projécts as large and complex as have been developed
elsevhere. Its power sector will have mastered the intricacles of
interconnecting its several systems to aéhieve the efficiencies inherent

in large integrated systems operafions.

China may, and most likely Vill, become a significant exporter of
heavy electrical equipment and expertise as its power systems mature and
its management and industry adapt to’international standards. The sheer
size of the power sector in China and the complexities inherent in the
~development of its large hydraulic and thermal resources will inevitably
lead- to a world class national .powér system and supporting heavy

electrical industry.

It is evident that China will require significant amounts of:
foreign exchange if it 1s to meet its targets for éxpansidn. The
requirements for development of its power systems will be particularly
high relative to GDP during the next several decades. During this
period MWREP needs to acquire the bmanagement skills and technologies
most appropriate to the gonstruction and operétion of very large power

systems (with many large projects remote from load centres).

Thereafter, China will have the capacity and capabilities to

continue its own power sector development with presumably much less need

for direct foreign involvement.  This 1s not to suggest that China will

necessarily choose to be completely sélf-sufficient in all areas of

equipment supply and resource development — indeed China already appears
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to recognize the value of continued involvement with foreign partners

within its industrial sector, not only to support domestic demand but

also to enhance opportunities for exports.

While it seems unlikely that China would consider involving foreign
equity participants in its powér sector on an indefinite term, over the
next several decades, during which MWREP must expand its power systems
rapidly and at the same time acquire new skills and technologies, the
use of foreign equity partnership in.selected key projects may provide a
combination of skilis, experience and motivation which would justify the

extra cost involved.

Canadian power utilities and the other component entities of the
electrical power sector in Canada (manufacturers, consultants and
contractors) have traditionally operated within an open economic system
which has allowed greater international compefition than almost ‘any'
other major nation. The involvement of one of the large Canadian power
"utilities together with other investors 1in a joint venture with a
Chinese partner could provide China with the appropriate mix of
organizational an& management skills applicable to the development and

operation of one or more large projects.

It must be pointed out that most Canadian utilities are constrained
by their charters .to the pfovision of electric power services within

their licensed service areas. It 1is, moreover, unlikely that any public
power utilities in Canada would be granted authority to participate as a

sole equity partner in a foreign venture.

Nevertheless, Hydro Quebec has indicated that in principle it is
willing to consider equity participation in a configuration wherein 1;
could play a significant role in its area of expertise. Based on 1its
experience in developmeht in some of the largest hydroelectric resources
~undertaken by a single utility, Hydro Quebec could be an important
principal of any Canadian equity paftner. Even though Hydro Qgebec
would 1likely be able to take only a minor financial position in Canadian
equity financing, its participation would fulfill an essential condition
meriting China's consideration of allowing for ~ foreign .equity

participation in its power sector.
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In addition to the benefité to China which could accrue through the
demonstration effect of applying modern utility management to project
implementation, the involvement of an experienced'equity partner with a
financial interest in the success of the project would add significantly
to the creditworfhiness of the enterprise in the consideration of
foreign lenders - particularly for a very large project such as Three

Gorges.

A series 6f case studies modelling the investment requirement for
two projects, the Three Gorges and Gehe Yan hydroelectric developmgnts,
have been prepared from the viewpoint of illustrating the financial
impact of foreign equity participation in project financing. The cases,
presented in Chapter 4, include a number of variations of key parameters
- domestic and foreign interest rates, debt/equity ratio, fofeign
exchange translation costs, overall project cost, schedule and revenue
base - which illustrate the risk of potential cost vgriations which will

be of concern to any investor as well as to prospective lenders.

Although the examples dealt with are both hydroelectric projects,
the same principles and conditions would apply equally to a large .
central thermal or nuclear generating plant, or to a combination of

~ power projects to be developed by a "power utility enterprise”.

3.2 Conditions Affecting Consideration of Foréign Participation in a

Joint-Venture Power Development Enterprise

Conceptually project financing, as understood by westerntfinancial
institutions, offers lenders limited recourse to the project sponsors.
The sourcerof debt servicing 1is from project revenues and the secﬁrity
of the .loan consists of the project itself. Because of a lack of
familiarity with Chinese sponsoring entities and because China does not
formally'recognize the legality of mortgages over fixed assets or real
property, projects externally financed to date have not been on the
foregoing project finance basis. Project loans in the .industrial and
tourism sectors have usually been limiﬁed or with no recourse to the '
foreign sponsor, but have retained recourse to the _Chinese side by
" requiring a guarantee from the Chinese sponsor or. another Chinese entity

such as the Bank of China or the sponsor's parent corporation.
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In the future it may be that some classes of projects in China will
be developed on the basis of "true project finance”. However, in the
case of public enterprise developments in the power sector, additional
gﬁarantees will likely be required. Even if China moves to reintroduce
recognition of a mortgage system, the physicai assets of a power utility
are immovable and not saleable. Hence, the guarantee of the Chinese
sponsor's parent organization and the establishment of a framework for
regulation of power utilities, including mechanisms for review and rate
setting, would be essential. Also, because power revenues would not
directly generate foreign exchange, a guarantee of provisions of access
to foreign exchange through revenue convertibility or other means would

be essential to meet foreign debt service obligations.

For purpoées.'of illustration, a stand-alone joint venture
enterprise has been assumed. It 1is further assumed that this Joint
venture enterprise would be relatively autonomous with respect to.
financing and managing the development, although subject to appropriate
regulation of its operations as a bulk supplier of power and of its
tariff schedule. The Jjoint venture while conceptually an autonomous
enterprise would, nonetﬁeless, be a public sector enterprise of _the
Government of China and it is not foreseen that 1ts shares would be
marketable. Thus foreign equity participation in such a public sector
enterprise 1s considered as an interim measure to support efficient

development and operation.

A joint venture enterérise would be responsible for providing the
management services necessary to arrange all additional project
financing, for administratidn and for overall organization and control
of project implementatioﬁ. It 1is presumed that most design and
construction management services as. well as construction forces,
equipment and materials supply would be contracted for, either under
international competitive bidding arrangements open to Chinese and
apprbved foreign services, or negotiated arrangements 1if it were
advantageous to the enterprise to takeAadvantage of concessional finance

for some parts of the project.
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Essentially, the foreign equity participation is seen as means of
enhancing the creditworthiness of the enterprise through .the direct
involvement of an experienced partner and as a means of MWREP .
enterprises acquiring the manageriai skills appropriate to China's power
sector program through the demonstration of modern power utility
management to the development and operation of a few selected projects.
Thus the foreign equity financial participation has been treated as a
kind of preferred share arrangement - that 1s to say one which will be
guaranteed retirement through the acquisition of the shafes of the
foreign partner by the Chinese partner over time on the basis of project .

revenues.

We assume that with apﬁropriate guarantees, of an adequate return on
investment the foreign partner would be willing to defer repayment on
its investment until after such time as the projeét begins to generate a
return. In the case studies presented herein, it has been assumed that
the foreign partner's equity would be retired over 20 years following

initiation of power generation.

Both projécts considered are multipurpose developments. We do not
have the detailed information which would be necessary to carry out a
cost allocation analysis of the overall project costs between purposes
nor the economic data required for the justification of tﬁese additional
costs in terms of the benefits to be achieved. We have accepted that
the benefits accruing to China's economy in terms of flood damages
avoidéd, the improvement of navigation and the potential benefits to
irrigated agriculture and .other purposes arising' ffom flow regime'
improvements are; together with the power benefits, sufficient to
justify the full cost of development. At the éame time, we have assumed
that the full cost of development would be borne by the power revenues

generated.

This simplification may indeed overstate the need for upward
adjustment of power rates. However, flood damages avoided accrue to the
 benefit of the overall economy. It would be difficult, 1if not
impossible, to establish an effective basis of charging the direct

beneficiaries. Similarly, improvements of the flow regime and



- 30 -

conditions affecting navigation will presumably be treated as a public
good which benefits the economy through lower transport costs "with" the

project than would be a case "without" the project.

As an essential service the development cost for electric power
production will, no doubt, have to be supported by the power rates. The
subsidization of other purposes through the power rates, simply
substitutes for direct allocations by government of the additional costs
necessary to achieve these other benefits.

The capital cost considered for each project, therefore, includes
all facilities required to support multipurpose development, but in
terms of its &irect revenue earning potential 1is treated as a

single-purpose project.

Conceptually it may be argued that the additional benefits which
accrue to the economy in general would justify special tréatment of the
Joint venture with respect to taxation wuntil such time as the
joint-venture enterprise has paid off all indebtedness, including
retirement of the foreign éartners investment. As information on
China's tax regime as applied to is power éector, 1s not available, the
analyses do not include consideration of taxes on the income of the

joint-venture enterprise.

Before dealing with the specific case studies of the two projects
considered, a number of key assumptions regarding the conditions
applicable to a joint-venture enterprisé and key parameters adopted for

the analysis réquire’some explénation.

Joint Venture Participation

In accordance with the law of the People's Republic of China on
Joint Ventures using Chinese and Foreign Investment (approvéd_July 1,
1979 by the Fifth National Pebplé's Congress of the PRC)*, the joint
venture is assumed to take the form of-a limited liability company. In
the registered capital of the joint venture, the proportion of the
investment contributed by the foreign participant(s) is taken to be

25 percent.
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Debt Equity Ratio

As there is as yef no experience basis for suggesting the minimum
equity position-desirab1e~for a power sector joint venture enterprise in
China, the experience of Canadian (and North American) ufilities in
general has been adopted. This suggests that to be creditworthy in the
international financial marketplace a power utility enterprise should

maintain its debt to equity ratio at between 4:1 and 9:1.

In the cases considered for Three Gorges wg.have taken the Chinese
contribution to equity as consisting of the asset value of the Gezhouba
plant plus a capitalized value of Gezhouba revenues during the years
preceding first power generation for the Three Gorges plant. This leads
to a debt equity ratio of approximately 2:1.

Chinese and Foreign Equity Parficipation

The Chinese partnér's equity participation may consist of financial
capital, physical assets and, as considered in the case of Three Gorges,
power revenues from its asset base which has been considered to include

the existing Gezhouba development.

The foreign equity contribution would essentially consist of
an appropriate fiﬁancial cdntribution of fully convertible foreign
exchange, taken vhereiﬁ at 25% of the capital of the enterprise.
However, this capital contribution should be 1linked, within the joint
venture agreement, to the provision of appropriate management skills
and experience which would be directly applied to the organization and

management of project deVelopment and operations.

* See Annex C.
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- Domestic Financing

China's power projects have in the past been financed by capitél
grants'from central and/or provincial authorities. The situation 1is
chénging and it 1s understood that domestic financing is now primarily
through loans from the People's Contruction Bank and through the power

revenues accruing to the development enterprise.

As noted above, for multipurpose projects, the separable costs
assoclated with‘flood control, navigafion and other purposes might be
‘met -through direct grants from the central authorities or alternatively;
as modelled herein, recognized through appropriate revision »of power
tariffs to increase the revenue base of the enterprise. Thus, a portion
of the power rate might be identified as a tariff surcharge which would
Abé eliﬁinated once the project investment gosts have been fully met, or
maintained as a basis for internal generation of capital to finance

future projects assigned to the enterprise.

Foreign Exchange Financing

The foreign éxcﬁange requirements of project development may be met
through a variety of debt instruments including commercial 1loans,
suppliers' credits, concessional loans from international financing
institﬁtions (IFI's) and long term bonds. In addition, as examined

“herein, a special‘fofm of equity participation may be considered.

‘It is not approbriate at'this stage of examination to suggest any
particular mix of debt financing instruménté; For 1llustrative
purposes, an average éost of debt has been adopted, . Currently
international long term financing is available for sound investments by
power utilities at about 10% and this rate hgs been adopted for the base
case analysis. A notional 15% rate of return on equity has also been
adopted to reflect the differential which would be associated with risk
capital under reasonably secure conditions typical of the power

industry in North America.
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-China'.will have to make foreign exchange allocations to the
enterprise over time to retire foreign debt. Herein we have assumed
full convertibility of power revenues as required. Even though such
| convertibility 1is not at present allowed, this surrogate method of
securing necéssary.foreign exchange has been adopted in the analysis
firstly because it illustrates more clearly the financial viabiiity of
the project and secondly because adoption of this principle would, more
clearly than any other means of alloéating foreign gxchange, p;ovide a

direct linkage between performance and return on investment.

Compensation‘trade has been raised by Ministry officials as another
potential source of foreign exchange. It 1s possible to represent
compensation trade through a higher cost of foreign debt service. Some

further comments on this aspect are presented in Section 4.4.

Debt Retirement

Within the models presented herein, debt and forelgn equity
financing have been represented by the averége interest costs applied to
these two categories of debt. In general, as the foreign equity
finance would command- a higher rate of return, priority has been
assigned to equity retirement once -the project begins to generate

revenue.
Security

Both foreign debt and equity will require. guarantees to ensure the
most favourable rates. These may take the form of government guarantees
of debt instruments through the Bank of China. In addition, it 1is
suggested fhat a joint venture power utility enterprise should be able
to enter into long term “take-or-pay” contracts covering the sale of
power output at the inception of development. Such "take-or-pay”
contracts would provide assurance to lenders that the project will
generate sufficient revenues to meet all debt obligations. It is
implicit in the assumptions adopted -for the purpose of these studies
that tariff schedules covering the bulk supply: of power would .be
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established in relation to the cost of production and that provision
would be made by central authorities for regular rate review and

revision to cover the impact of cost escalation as experienced.

It 1is also likély that the establishment of the Multilateral
Investment Guarantee Agency (MiGA) and subscription to this protocol by
Canada and by China would significantly influence considerétion by any
Canadian inQestor of the rate of return required and the level of equity

participation which might be considered in China's power sector.

Capital Cost of Project

For both projects 1985 capital cost estimates have been'provided.
It may be noted that for most of the modelling of Three Gorges a
notional capital cost estimate derived from unofficial sources and
parametric evaluation has been adopted. Subsequent to completion of
most of the case studies, additional information on the costs of Three
Gorges and Gezhouba were received. These data have been incorporated in
several of the cases and, as discussed in Chapter 4, interpretation of
the earlier results can be related to those which include these more

authoritative cost data.

Foreign Cost and Domestic Cost Base

" For the Three Gorges project, specific information on the likely
foreign exchange cost base for development is not available. Hence,
assumptions of 40 percent, 50 percent and 60 percent foreign exchange
costs have been modelled to illustrate the relative impact on overall
financing costs of the probable range of foreign exchange financing
which would be appropriate to hydroelectric developments. In the case
of the Gehe Yan project the foreign exchange and domestic cost estimates

as presented in the projedt feasibility study have been adopteqi/-

. E/ People's Republic of China, Gehe Yan Water Control Project,
' Qing Jiang River, Hubei Province, Feasibility Study, Prepared

by Yangtze Valley Planning Office (YVPO) in collaboration with
Hydro Quebec International and Canadian International Project

Managers Ltd., October, 1985.
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Schedule for Construction and Commissioning of Generation

For each project a provisional schedule for the construction and

commissioning of generation has been provided. For the Three Gorges

project a 17-year schedule has been adopted. Although not supported by

any' specific analysis, an overall 15-year schedule has also been
modelled to illustrate the impact which such a reduction could have. In
the case of the Gehe Yan project an overall 104year schedule as
presented in the feasibility report has been adopted for the base case.

In addition, an 8-year schedule suggested in the report has been tested.

Power Output

For each project 1986 has been assumed as Year 1 of the'project
implementation schedule, and costs escalated thereafter in accordance

with stated assumptions.

For each project a long term average annual power output has been
adopted -with proportionéte output assigned during the years of
commissioning of generating units to those units indicated in the

schedules as being operational.

Station Service

A notional 1 percent of gross power output has been allocated to

station service.
Revenues .

Electric power'tariffs in China have remained relatively unéhanged
since 1953. They are reported by the World ‘Bank to be reasonably
uniform across all power regions except in the northwest where
- historically bthey have been lower. Special reduced rates have been
introduced from time to time to assist hew industrial and agricultural
users during an initial period of establishment. in‘1982 the national

average revenue from the power sector was about 6.6 fen/kWh.
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A single bulk supply tariff has been adopted for the revenue base.
This tariff was reported as being at 4.6 fen/kWh in 1984_for the Jiangsu
Provincial Electric Power Bureaqﬁ/. Jiangsu province is within the East
China power region to which part of the output from Three Gorges will be

transmitted.

Information provided by the YVPO suggests a bulk power rate of 10 Y
per MWh, equivalent to 1.0 fen/kWh. As is evident from the analyses
pfesented in Chapter 4, a significantly higher tariff is required to

ensure financial viability for either project.

Operation and Maintenance

A notional operation and maintenance cost has been included based
on 1 percent of the ihvestment cost 1ncurred uﬁ to comﬁletion 6f the
project. This 0&M charge has been prorated during the final years of
construction in proportion to the percent of plant commissioned.

Cost Escalation

The 1long term inflationary trends which will be experienced in
China and internationally during the next 10 to 20 years are impossible
to'predict. For the Three Gorges project a long term escalation rate
had been taken notionally. at 4 percent per annum. In the feasibility
study of the Gehe Yan project.6'percent,cost escalation was adopted as

the base case and has been utilized in these studies.

Although it 1is recognized that cost escalation represents a
significant uncértainty to project - investors, particularly for
long-gestation hydroelectric developments, additional variations of cost
escalation were not included in the cases studied herein. The potential
impact of changes in cost escalation 1is examined in the Gehe Yan
feasibility study. It is assumed that any joint-venture agreement would
have to include appropriate covenants to guarantee equity investors a

returh net of inflation.

f/ _ Staff Appraisal Report, Second -Power Project, August 1984,
IBRD Report No. 5147-CHA.

’
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Foreign Exchange Conversion

The Chinese éurrency_ 1s Renminbi (RMB). It 1is demominated 1in
Yuan (Y); One Yuan equals 100 Fen. In early 1984 the official exchange
rate of the Yuan to the USS was about Y 2 ‘=.vUS$ 1. The internal
settlement rate (ISR) of .Y 2.8 = US$ 1 however was used in most
transactions. On January 1, 1985 the government abolished the ISR and
the official exchange rate at that time was about Y 2.8 = US$ 1.

In the analysis herein an éxhange rate of Y 2.8 = US$ 1 has been
adopted. The sensitivity to a change in foreign exchange cost has been

examined for the Three Gorges project.

In the financial analyses presented in Chapter 4 all costs afe
denominated in either US. dollars on in Chinese Renminbi. It should be
noted that within any case study all costs are in either US$ or RMB.
Thﬁs,vin the source and application of funds statements presented in
Annexes A and B, most cases are denominated in terms of US dollars

throughout.
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4.0 - INVESTMENT MODELLING OF THREE GORGES AND GEHE YAN
WATER CONTROL PROJECTS

The investment modelling undértaken of the Three Gorges and Gehe
Yan water control projects 1s described hereinafter. As discussed with
Minister Qian and officials of MWREP in October, 1985, for development
of the Three Gorges project incorporation of the nearly completed
Gezhouba hydroelectric project into the asset base of the Three Gorges

Development Corporation has been assumed.

Figure 3 - Location Map

3 Station under construction
Station to be buitt

@ Provincial capital

® Ciy
-=u" . Provincial boundaries

4.1 Case Studies of the Three'Gorges Water Control Prdject
4.1.1 The Project

. The Three Gorges development as currently conceived will contain
the largest single-site hydroelectric installation in the world. The
damsite is 1océted at Sandouping on the main stem of the Yangtze River,
some 1,850 km by river upstream from the coastal port of Hangzhou and
some 40 km upstream from the existing Gezhouba development. The
reservoir which will be created by the Three Gorges dam with a full
supply level of 150 m elevation will extend some 250 km upstream to
Fengdu at the head of the Yangtze gorges.

The Three Gorges project has been under investigation and study by
the Yantgze Valley Planning Office of the Ministry of Water Resources
and Electric Power for more than 20 years. A primary purpose of the

project 1s to provide protection against flooding in the lower Yangtze
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valley which constitutes the agricultural and industrial heartland of
central China. The project will, in addition, provide major sectoral

benefits in terms of power generation and navigation.

The YVPO is currently in the process of determining the final
height of the' dam and the design water level of the reservoir.
Alternatives under consideration are a high dam with full supply level
at elevation 180 m or a low dam with a reservoir full supply level at
150 m elevation. Either alternative provides for 26 turbine generator
units of 500 MW each for a total installed capacity of 13,000 MW. The
primary additional benefits of the high dam alternative would be to
extend slack-water navigation to the upstream port of Chongqing and
afford somewhat more flexibility for flood control operations. (An
earlier conceptual high dam design involving a reservoir full supply
level at elevation 200 m and 25,000 MW of power capacity was rejected
because of the very> significant population which would have been

affected and other technical considerations.)

The 1nvestment analyses which follow are based on preliminary
information provided by MWREP and the YVPO concerning the design and
schedule for construction of the project for the 150 m fsl elevation

design.

This design provides for a concrete gravity dam and spillway,
having a total height from the deepest foundation level to the dam
crest of 155 m and a crest length between abutments of 1924 m. The '
general arrangement provides for two powerhouses at the base of the main-
" dam. (See Figure 4). The 1left bank powerhouse .will contain 12
generating units and the right bank powerhouse 14 units. A central
gated-spillway provides for control and release of floods. In additiom
to the power generation facilities, the project includes a double flight
of 11ft locks having a maximum total 1ift, in three or four locks, of 88
m between tallwater and reservolr water level. These navigation
faciiitiesvare being designed for the passage of 50 million tons of
commodities per year. In addition, a single éhipliftlis to be provided
to maintain navigation during construction and will be used thereafter

to provide for rapid transit of passenger craft.
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No speéific cost estimate was available for Three Gorges at the
time these studies were initiated. Based on parametric cost "data for
other hydro pfojects in China and global experience as reported by IBRD,
a notional capital cost of US$ 600 per kW of installed capacity was
adopted for Three Gorges.

The proposed construction schedule indicates completion of the main
works in 11 years, with first power from two units beginning in year 12

and an additional four units being added in years 12 through 17.

The Gezhouba hydroelectric project 1s a run—of-river development
located downstream from the proposed site of the Three Gorges dam. The
2,715 MW development at Gezhouba has been under construction for some
years. In 1985 a total of 965 MW of capacity was 1in service.
Completion of fhe project 1s scheduled for 1988, with 1,465 MW to be in
service in 1986, 2,190 MJ in 1987 and the full 2,715 MW in 1988.

It was agreed that tﬁe financial modelling of the Three Gorges
should consider the Gezhouba project and its power revenues would be
included in the asset base of the Three Gorges Development Corporation.
Initially a notional asset value of US$’500 per kW was assumed for the
Gezhouba project and the average annual output taken to be 1l4.1 TWh,
prorated in aécordance with the amount of generating capacity assumed to
be in service during 1986 through 1988.

At the end of December, 1985 the Yangtze Valley Planning Office
(YVPO) provided an estimate of Yuan 15.95 billion (US$ 438/kW) for the |
150 m design for Three Gorges on the basis of domestic investment._‘The
Commissioner of the YVPO advised that the estimate is from a preliminary
design report on the Three Gorges project and noted that at the end of
1985 further study to select the final design level for the project is
still éngoing; The capital cost for the prqject may . change, through
design refinement and if conditions favour increasing the overall dam
height. At the sametime additional information on the Gezhouba project
was provided which indicated the total investment in this project by
1988 is expected to be Yuan 4.85 billion (US$ 638/kW).
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4.1.2 Case Studies

’

A series 6f analyses of Three Gorges was carried out during
November and December based upon the assumptions of criteria as detailed
hereinafter. Nevertheless; following receipt of more detailed
information concerning the éosts, schedules and outputs for Gezhouba and
Three Gorges, several additional case studies were compiled using these

data to facilitate comparison with the other case studies.

To examine the impact of equity financing on the overall cost of

project development and the ' sensitivity of development costs to
variations of a number of key financial parameters, a series of cases
have been modelled. At the outset a base-case, B1.0l, was. defined in

accordance with the criteria 4in Table 4.1. Thereafter, a number of

variations were tested, changing one parameter at a time to illustrate

the effect of such change through comparison with the result of the

base-case analysis.

The base case assumes a stand—aloﬁe enterprise which would be
responsible for the development (and subsequent operation) of the Three
Gorges complex. The Three Gorges complex would consist of the existing
Gezhouba project and the proposed Three Gorges development located at
Sandouping. For the base.casé it is aSSuméa éhat the Chinese equity
contribution to the joint venture enterprise would comprise the

completed Gezhouba development.

' Foreign equity participation was, as discussed in Chaﬁter 3, taken
to require participation of 25 percent in thé capital of the joint
venture. The foreign equity contribution has been calculated as the
present worth equivalent to the assumed -asset value of the Gezhouba
plant plus the capitaliéed value of the Gezhouba power revenues
generated during the first 11 years of constfuction of the Three Gorges

development.

- In the source and application of funds statements covering the
implementafion. period for Three Gorges, the foreign equity has been
indicated as a single contribution in Year 1 (see Annex A). Tt should
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Table 4.1

" Three Gorges Joint Venture Company

Base—Case Criteria

1985 Capital Cost

Generation Capacity

Duration of Project
Implementation

Generation

Cost Escalation

- Debt/Equity Proposed
Financing Cost

Cash Flow Outlay

Investment Cost

Overhead and Maintenance

Unit Commissioning

Station Service

Equity Investment

Return on Poreign Investment

Power Revenues

- Three Gorges US§ 7.6 billion
Gezhouba US$ 1.3575 billion

Capital cost divided 50X domestic and
50X foreign exchange base cost

=~ Three Gorges 26x500 MW = 13,000 MW
Gezhouba 2x175 MW + 19x125 MW '~
for a total of 2,715 MW

= Three Gorges first power Year 12
Total power Year 17
Gezhouba 965 MW in service in 1985;
"1465 MW in service in 1986; 2,190 MW in
service in 1987; 2,175 MW in service in
1988. .

Three Gorges - average annual output
64.4 TWh. For Three Gorges average
annual output demand prior to
completion prorated by average number
of units in service in years 12 through
17. .

Gezhouba - average annual output

14.1 TWh. Gezhouba output prorated in
accordance with generation units in
service in Years 1986, 1987 and 1988.

42 p.a. cumulative.

Approx 2:1 (based on assumed equity
value of Chinese contribution -
Gezhouba plant § 1,357.5 million plus
$ 978.9 millions p.v. of 11 yrs of
revenues from Gezhouba. -

RMB loans at 3.6% p.a. interest.
Foreign exchange loans at 10X p.a.
interest.

For Three Gorges a levelized cash flow
outlay with 752 of capital cost
incurred over Years 1 through 11 and
25% capital cost incurred over Years 12
through 17. .

Escalated project capital cost plus
interest during construction.

12 p.a. of escalated capital cost =
prorated during commissioning in Years
12 through 17 in accordance with
generation plant in service.

Three Gorges generating units assume to
be in service in accordance with the
schedule herein.

Year 12 13 14 15 16 17 18
Effective
Units in
Service 4 B8 12- 16 22 24 26

Assume at li gross generation.

25% foreign, 75% Chinese. Foreign
equity assumed to be freely convertible
currency. Chinese equity considered to
be the Gezhouba project.

= Guaranteed 15X per year accumulative

with retirement of foreign equity over
20 years commencing in year of first
power generation (Year 12).

- Power gales at bulk supply tnfiff of

4.6 f/kWh escalsted at cost escalation
factor.
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be noted that this amount . represents a present worth value and in
reality would likely consist of a series of contributions keeping pace
with the capitalized value of the Chinesé equity contribution. However,
for purposes of 1illustration the adoption of a single present worth
contribution may be more readily conceptﬁalized. This device accounts
for the interest earnings credited to te joint-venture enterprise during
the initial years of project implementation when the foreign equity
contribution exceeds the amount of foreign exchénge investment required

for project development.

The various cases modelled covering the developments of Three
Gorges and the specific variations in assumptions _répresented are

summarized in Table 4.2.

- In addition to the base-case, Bl.0l, and its variants, Case A has
been 4prepared to dembnstfate the cost of development of the ‘project
without recourse to foreign equity participation and without the
critical assumption of convertability of power revenues. Moreover, in
Case A, Gezhouba revenues have been excludéd. Case A thus rebresents
the current .approach to project development in which financing is
approved by the State (now through approvals of credits from central
banks rather than direct budget allocations) and is presumed to include
provision for appropriate allocations of foreign exchange as necessary

to meet debt service costs.

4.1.3 Discussion of the Analyses

Tables 4.3 and 4.4 present‘ proforma 1income and disbursement
statements and balance sheets summarizing for each of the cases the
assets and liabilities at the end of Year 17 when the prbject would be

completed.

. Comparison of Case A with Case Bl1.01 (and all other cases)
demonstrates the significant leverage in project financing which is
provided by the equity base and the consequent reduction in investment

required up to‘project completion.
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Table 4.2

Case Studies of Three Gorges Wafér Control Projeét

without Gezhouba
- no foreign equity
- borrowings - foreign loan € 10% interest
- domestic lodns @ 3.6% interest
- -base cost 50% domestic cost 50% foreign exchange cost
- no equity
- power revenues not convertible
- tariff 4.6 fen/kWh, escalated

Case A

Case Bl1.01 . - include Gezhouba in asset base

- foreign equity equal to 1/3 of Chinese equity (25% of
joint venture equity capital)

- borrowings - foreign loans at 10X interest

-~ domestic locans at 3.6% interest

- base cost 50X domestic cost 50X foreign exchange cost

- US$ 1 = RMB 2.8

- all power revenues convertible to foreign exchange as
required to meet investment coste and debt retirement

- tariff 4.6 fen/kWh, escalated

Caaé B1.02 - as B1.01 except: power revenues not convertible to
foreign exchange

Case Bl1.03 - as B1.01 except: foreign exchange conversion charged
’ at US$ 1 = RMB 4 ’

Case Bl1.04 - as B1.0l except: base cost taken at 60X domestic 40%
foreign exchange .

Case B1.05 - as Bl1.0l except: base cost taken at 40X doemestic 602
foreign exchange

Case Bl1.06 - as B1.0l except: foreign loans at 12% 1ntergét
Case B1.07 - as Bl.0l except: foreign loans at 61 interest
Case B1.08 - as B1.01 except: domestic loans at 8% interest
Case B1.09 - as Bl.0l except: tariff 5.5 fen/kWh escalated

Case Bl1.10 -~ as Bl1.0l except: capital cost increased to
US$ 10.4 million

Case Bl.llY - as B1.01 except: capital cost RMB 15.95 billion
: and . .
annual investment requirement for Three Gorges and
Gezhouba output as defined by YVPO
note: all funds denominated in RMB

Case Bl.l1l$§ © - as Bl.11Y except: all funds denominated in US$
converted at USS 1 = RMB 2.8

Case Bl.12 - as Bl1.0l except: no foreign equity participation

CL.10 - as Bl1.0l except: overall schedule compressed to
. 15 years, with first power in Year 10.

Cl1.02§ - as B1.0l except: annual investment requirements as
defined by YVPO

© Cl1.02Y ' - as C1.02$ except: all funds denominated in Yuan
converted at RMB 2.8 = US$ 1.
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Table 4.4

Three Gorges Joint Venture Co.
Pro Forma Balance Sheet at End of Year 17
(in millions of dollars)
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Comparison of Case A with all other cases also demonstrates the
very significant contribution to development which can be provided from
the ongoing revenues from an existing project (in principle comparable
to conventional utility financing) and the dramatic reduction in cost
which would be achieved by a policy allowing for convertability of power
revenues. Such a policy would in effect recognize that the foreign
exchange earnings from China's exports are dependant upoh electric power
consumption as an intermediate iﬁput -~ either directl} in manufactured
products or through the output of basic chemical, metallurgical and
construction material industries, as well as through the transport and
service sectors which provide the materials and services employed in

production of nearly all of China's industrial and agricultural output.

Comparison between cases demonstrates the impact of the specific
variation assumed. Detailed statements identifying the source and
application of funds for each case covering the implementation period

for Three Gorges are presented in Annex A.

A comparison of Casé A with Case Bl.02 essentially demonstrates the
significant impact introducing an equity base and of applying the
revenues from GezhouBa to the development of Three Gorges even under the
assumption that none of the revenues are convertible to foreign

exchange.

Case B1.0l1 as compared with Case A illustrates the significant
impact of foreign equity participation in reducing overall costs and the
dramatic impact of the assumption that power revenues would be
convertible to foreign exchange as required to meet 1nvestment

requirements and debt/equity retirement.

Case Bl1.03 as cbmpared with Bl.0l illustrates the cost impact of a
devaluation of ‘the RMB from Y 2.8 equals to US$ 1 to Y 4.0 equals to
Us$ 1.

Case B1.04 and Bl.05 as compared with B1.01 illustrate the cost
impact of changing the foreign exchange component of base cost by - 10%
and + 10% respectively.

.-
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Case Bl1.06 and Bl1.07 as compared with Bl.0Ol illustrate the cost
impact of an increase in the cost of foreign exchange borrowings to 12%
(B1.06) or of reducing foreign borrowing cost to 6% (B1.07). The latter
case might be considered répreseﬁtative of the average cost of foreign
borrowing if substantial amounts of concessional finance were allocated

to development of this project by the State.

Case Bl1.08 as compared with Bl1l.0l illustrates the cost impact of an

increase in the domestic borrowing rate from 3.6% to 8.0%.

Case Bl.09 as compared with Bl1.01 illustrates the impact of a
tariff increase to 5.5 fen/kWh. (It may be noted that in 1984 the IBRD
estimated an LRMC (long run marginal cost) of power at 5.3 fen/kWh in
Jiangsu province. This province 1is part of the Eastern Power Region

which would be fed from Three Gorges.)

VCase Bl.10 as compared with Bl.0l illustrates the cost impact of a
33% increase in capital cost (from US$ 600 per kW to US$ 800 per kW).
It is worth noting that even under this assumption of increased cost the
-project remains financially viable and capable of retiring all foreign
loans as well as a portion of foreign equity within the overall

implementation period.

Case Bl.ll as compared with B1.0l illustrate the cost impact of a

30% reduction in capital cost and revision of the investment profile in
accordance with data provided by the Yangtze Valley Planning Office
(YVPO). In Annex A Cases Bl.11$ and Bl.llY are identical, with all
prices denominated in US$ and in Yuan respectively, with conversion at

1 US$ = 2.8 Yuan.

Case Bl.l2 as compared with Bl1.0l illustrates the cost of utilizing
foreign equity in project financing. -

It may be noted that a high level of equity financing results from
" the assumption that the Chinese equity consists of the asset value of
the Gezhouba project and the capitalized value of its revenues over a

period of 11 years up to genération of first power from the Three Gorges
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project. This high level of Chinese equity contribution together with
foreign equity participation providing 25% of the enterprise capital
leads to a relatively low debt/equity ratio. For development of Three
Gorges bésed on a joint venture equity participation, consideration of a

lower level of foreign equity participation might be preferable.

Case Cl.01 as compared with B1.0l1 1llustrates the cost impact of
reducing the overall implementation échedule by two years and advancing

first power from Year 12 to Year 10.

C1.02 as compared with B1.0l1 illustrate the impact of rescheduling
the investment profile in accordance with the information provided by
the Yangtze Valley Planning Office (YVPO) as compared with the levelized
investment assumption adopted in Case B1.01 and its main variants.

(Cases C1.02Y and Bl.l11Y in Annex A only are denominated in Renminbi.

These presentations are identical to the US$ denominated case, with

conversion at US$ 1 = Y 2.8.)

C1.02$ and Bl.11$ (or Cl1.02Y and Bl.1lY) may be directly compared

as C1.02$ represents a 30% increase in capital cost over Bl.l1l§.

4.2 Case Studies of the Gehe Yan Water Control Project

4.2.1 The Project

The Gehe Yan project is loéated on the Qiuan Jiang, a tributary of
the Yangtze River situated 'in the southwestern part of Hubei province.
The site is located some 62 km upstream of the confluence of the Quian

Jiang with the Yangtze.

The Qiuvan Jiang River originates 1in the Qiyue mountains. Its
main stream is 423 km in length with a total fall of 1,430 m. It is
proposed to develop the river in a cascade arrangement of four
hydroelectric projects, Gehe yan being the second upstream from the

confluence with the Yangtze River.
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Construction of the Gehe Yan dam ﬁould ralise the upstream water
level from a natural low water level of about 78 m to the selected
reservoir full supply level of 200 m. The dam would provide a narrow
reservoir that would extend about 80 km upstream. The design elevation
for the reservoir was selected after taking into consideration power
generation, flood control, navigation, relocation, the value " of

submerged lands and resources, site geology and cost.

The power installation will consist of four 300 MW units to provide
a total capacity of 1,200 MW operating at a net head of 99 m. Proposed
-new transmission associated with the Gehe Yan project consists of 360 km
of new 500 kV 1line linking the plant with the existing Gezhouba project,
with Wuhan and with Hunnan province. ' The project incorporates a
shiplift capable of handling vessels of up to 300 tons. The general
arrangement of the dam, powerhouse, spillway and shiplift facilities
from the feasibility report is reproduced herein at Figure 5.

The projeét is expected to provide some measure of flood‘control on
the lower Qiuan Jiang and to facilitate the development of a commercial
fishery in the reservoir and irrigation of some agricultural 1lands
surrounding the reservoir. Offsetting projéct'benefits is a need to
relocate and resettle some 19,600 people. The project will also flood
some small mines and éxisting infrastructure and approximately

980 hectares of agricultural land.

4.2.2 Case Studies

For the purpose of examining the application of equity
participation to the development of Gehe Yan the full feasibility study
of this project completed in OctoBer, 1985 by the Yangtze Valley
Planning Office (YVPO) in collaboration with Hydro Quebec International
and Canadian International Project Managers Ltd. was made available.*
This feasibility report provides a detailed cost estimate for the

project separated 1into fdreign exchange and domestic  funding

* Op. Cit.3/.
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requirements, year by year cash flow profiles, a schedule for
construction and commissioning of the power generation facilities and an
" estimate of average annual power generation. These data have been

incorporated in the financial analysis.

As for Three Gorges, a base-case, Bl1.0l, was defined in accordance
with the criteria in Table B.5 and a series of cases analyzed to
illustrate the impact on development cost of cHanges in base-case

assumptions.
Table 4.5

Gehe Yan Water Control Project
Base Case Criteria

Yuan 1,583.43 millions: divided into
Yuan 838.893 million domestic
component and Yuan 744.5 million
foreign exchange component

1985 Capital Cost

‘Generation Capacity - 4x300 MW, total 1,200 MW
Duration of Project
Implementation ) : - 10 years
Generation - 600 MW assumed to be in service in

Year 9 with average annual energy

capebility of 2.80 TWh and 1,200 MW
in Year 10 and all years thereafter
with an average annual capability of

3.04 TWh
Cost Escalation - 62 p.a.
Debt Equity Proposed - 4:1
Financing Cost - RMB loéus at 3.6%. Foreign exchange

loans at 10Z.

Cash Flow Outlay ) ‘= Cash flows for domestic and foreign
excharge components in accordance
.with detailed schedules contained in
feasibility report (Ref. Tables 10-4,
10-5 .and 10-6, Vol. 1)

Investment Cost - Escalated capital cost plus interest
during construction

Overhead and Maintenance = 1% of escalated capital cost

Station Service - Asgumed at 11 of gross generation
Equity Investment ~ 252 foreign, 75% Chinese. Foreign

equity to be fully convertible
currency and Chinese equity in RMB
. non—convertible

Return on Foreign Investment - Guaranteed 152 per year cumulative
with retirement of foreign equity
over 20 years following project
completion

Project Revenues - Net generation sales at average

tariff of 4.6 fen/kWh escalated at
cost escalation factor.

Again, all cases assume a stand-alone enterprise which would be
responsible for the development and operation of the Gehe Yan project.
The forgign equity and the Chinese equity contributions are assumed at

an appropriate ratio to debt, with capital cost contributions in the
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base case, Bl1.0l, assumed at 20% of the capital cost estimate and taken
as single sums contributions in Year 1 of development. The equity cash
surplus in 1initial years of implementation is credited with interest
earnings (atASZ on RMB funding and 10% on foreign exchange funding) and
these interest earnings apply to the investment requirements. This
4simp11fication of the equity contribution has Dbeen adopted for
illustration purposes but 1t- may be noted that proportionate equity
contributions provided over several years would have~limited impact on

the overall cost of the development.

The various cases modelled covering the development of Gehe Yan and
the specific variation in assumptions represented are summarized in

Table 4.6.
Table 4.6

Gehe Yan Water Control Project
Case Studies

Case A - Ko equity

Case B1.01 - Poreign equity equal to ove-third of Chinese equity
(25% of joint venture equity capital).
Borrowings - domestic loans at 3.6 interest. Foreign
exchange loans at 10I interest cost.

Case B1.02 -~ A8 B1.0l1 except: tariff base increased 50% to

6.9 fen/kWh.
Case B1.03 - As B1.02 except: debt/equity ration teken at 9:1.
Case B1.04 - As B1.02 except:vforeign loans at 8% interest cost.
Case B1.05 - As B1.02 except: foreign loans at 122 interest cost.
Case B1.06 - As B1.02 except: domestic loans at 8% interest cost.
Case B1.07 " - As B1.02 except: capitasl cost increased by 15Z.
Case C1.01. ~ As B1.02 except: implementation echedule revised to

8 years with first pover in Year 7. Cash flow profiles
adjusted in accordance with data from feasibility
Teport.

4.2.3 Discussion of Analyses

A summary statement of operating revenue and expenditures for each
of the cases for Year 11, following project completion, 'is presented in
Table 4.7. From this table it may be noted that analysis of the base
case, B1.0l, indicates the project would not be financially viable under
the revenue base projected. Hence for all other cases the assumed 1985
tariff of 4.6 fen/kWh was raised to 6.9 fen/kWh. This 50% increase in
revenue base 1s, except for Case B1.07, sufficient to meet all deb;
service obligations. The small surpius (or deficit as in the case of
B1.07) indicates that the. balancing cost of -service rate would be

marginally above or below 6.9 fen/kWh.



Operating Station Revenue
Less Operations & Maintenance
Net Revenue

10 year Asortization

Yuan loans

Foreign loans

Sub-total

20 year Maortization

Foreign Equity

Total Expenditures

Surplus (Deficit)

Case A
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Table 4.7

Gehe Yan Joint Venture Co.
Summary of Operating Station Revenue
& Expenditures at End of Year 10
(in millions of Yuan)

.0t  B1.02 B1.O3 B1.O¢ B1.OS BLOS  BLOT

3.9 2664 33996 3.9 9.9 39.% 3% 9%

2,00 22,00 22,00 2200 22,00 22,00 2200 22.00

ct.o0t

303.95

2.00

7.9 20464 317.96 317.% | 317.9% 317.96 3U7.9%  317.%

21.53

131.12
149.07

141.25
115.18

119.76
127.4

119.76
103.86

134.56
131.89

119.76
15.13

119.76
154.86

163.07
148.60

108.30
126.04

MLET 27462 23489 266,45 223.62 247.10 26243 286.79

24.34

5.7 6.5 St7 ST ST

M LN 5.7

38.70

31,67 86,06 282.04 21479 298.21 337.9

8.1 313.60

273,04

6.29 (121.15) 3190 25.92 4317 19.69 436 ( 20.00)

8.5
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Tables 4.8 and 4.9 are proforma summaries covering the source and
application of funds and balance sheets for all cases as to the end of
Year 10. Detailed source and application of funds statements covering
the iﬁplementation period of project. development for all cases are

presented in Annex B.

Case Bl.02 as compared with Bl.0l reflects an increase in revenue
base as required to service debt obligations. Hence B1.02 becomes a new
base case against wﬁich all other cases should be compared. Case A
represents the situation without equity participation apd may be
compared with Case Bl1.02 in which equity has been introduced.

Case B1.03 as compared with Bl1.02 illustrates the impact of
changing the debt equity ratio from 4:1 to 9:1.

Cases Bl1.04 and B1.05 as compared with B1.02 illustrate the impact
on cost of a 2% change in the average cost of foreign borrowings; to 8%

in the case of Bl1.04 and 12% for Bl.05.

-~

Case Bl.06 as compared with B1.02 {illustrates the 1impact of

increasing the cost of domestic borrowings from 3.6% to 8%.

Case Bl1.07 as compared with B1.02 illustrates the impact of a
capital cost increase of 15%, and is considered to be at the upper limit
which would be expected within the normal range of reliability of
feasibility level cost estimates. | :

Case Cl1.01 as compared with B1.02 reflects the impact of reducing

the implementation schedule from 10 to 8 years.

Other variations such as may arise from a change 'in foreign

exchange conversion rate or changes in the foreign exchange component of

capital cost have not been specifically examined. The general impact of

such changes may be inferred form the comparisons. presented for the

Three Gorges development.



Electricity Sales
Chinese Equity

Interest Earned

Foreign Equity

Interest Earned

Borrowing Yuan

Borroving Foreign Currency

Total Source of Funds

APPLICATION OF FUMDS
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Capital Expenditures

Foreign Currency Expenditures
Annual Escalation 61 '
Interest during const.

Sub-total
Yaan Expenditures
Aanual Escalation 61

Interest during const.

Sub-total

Total Project Cost

Gehe
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Table 4.8

Yan Joint Venture Co.

Source & Application of Funds

End of Year 10

(in millions of Yuan)

i

Gsed A BIOL BLO2Z BLOD BLOE BLOS  BLOG  BLOT  CLOf
B3 INT BB HL% LB BB PLE NLE 526
0 W /R 1R Wm AR Bs M ALY
SEC A R B T R & R X R ¥ (R T R T
0TI B BS BT O BT WM B

W AN AN 5B AN AW AN NH 10N
L39.92 WL BB LG NI WL L2ALK L1000 B%.5
WIOT LS MOLM 0.0 62 TR TOLTE 91597 6363
OIS LGOI 2669 27 2566.07 2,703 28331 3,067.39 2,33.27
MAS) TS0 TS0 TMLS0 TS0 TMLS0 TS0 BSKE TS0
WAL BT 30 I W WA BT SH 4
W46 3L H2E MLED 29 LB WG MLY%
LS LBLS L0 MER LIRSS 1AM LSS L2 12619
B0.93 G890 GRS BAE  BLN GG BRLE NGB B89
BL09 26109 L0 ZL03 LS 209 MY 0. {7520
M990 15600 15610 18631 IS6.10 15610 MBI 1952 130,95
L39.92 1,256.02 1,2%6.12 1,266.33 0,25612 L2602 148874 14050 1,145.08
BEHLIS NEOLI0 BESEE 2T LSO BTN 2883 L0 2,007
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Liabilities

Yuan loans
Foreign loans
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Equity

Chinese

Foreign
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Table 4.9

Gehe Yan Joint Venture Co.
Balance Sheet -
End of Year 10
(in millions of Yuan)

Case M BL.OI  Bf.02  BL.O3  BLO4  BLOS  BLOG  BLOT  CLO
2,850.35  2,687.71 2,655.70 2,792 2,586.08 2,730.37 2,883.31 3,067.39 2,393.2)
2,850.35 2,687.71 2,655.70 2,732,92 2,586.08 2,730.37 2,883.31 3,067.39 2,393.27
L3992 9939 BLH 111395 991,39 9139 1,219.00 1,140.10  89%.5
913,07 95154 0774 B10.40 63812  TB2.40 0074 915.97  636.33
2,699 1,929 1,699.13 1,943 1,629.51 1,773.79 1,926.74 2,056.07 1,532.89
591,35  4M.46 636,25  648.39  636.25 636,25 636,25  B42.97  618.20

00 R W2 MG R 0.2 M2 %835 2218
285035 268171 2,655.70 27392 2,506.00 2,730.3 28831 3,060.3 2,307
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4.3 Observations

The foregoing analyses demonstrate the impacts on the costs of
development of utilizing different levels of. foreign equity
participation for two projects of quite different magnitude - the
13,000 MW Three Gorges and 1,200 MW Gehe Yan Water Control Projects.
Within the context of assumptions with respect to costs and financial
parameteré, the conditions which would be necessary to assure financial
viability of the hypothetical Joint venture enterprises have been

demonstrated.

In order to model the financial implications of a joint venture
enterprise which would own and operate bulk power supply facilities, a
number of critical assumptions have had to be made concerning China's
policies affecting the financing of power developments. The key
assumptions are that power revenues would be based on tariff rates which
would reflect the actual cost of service, and that the indirect foreigh
exchange earnings of electric power would be explicitly recognized
through according a right to convert revenues to the joint venture

enterprise as necessary to meet all of 1ts/foreign exchange obligatiohs.

Justification of a policy allowing for power revenue convertibility
is based upon evidence of the high rate of consumption of electricity by
industr? and agriculture, and hence the importance of electrical energy
as -an 1intermediate input to nearly all of China's exports. This is
likely to be increésingly so as electric power supply is substituted for
other forms of energy and direct linkage between costs and revenues in
tﬁe electric power sector could provide added incentives to increasing

overall efficiencies in both development and operation.

Comparison of the results of the case studies for Three Gorges and
Gehe Yan highlight the significance of a major difference in assumptions
which affect the outcome. In the case of Three Gorges the joint venture '
enterprise 1is assumed to be the owner operator of the Gezhouba

development as well as of the Three Gorges project. This provides the

enterprise with a substantial revenue base from the outset of

construction at Three Gorges and significantly reduce the level of
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borrowings required for project completion. As illustrated in all cases
(except Case A and Case B1.02) all foreign borrowings could be retired
within the implementation period leaving only a debt service requirement
to retire domestic borrowings and equity after Year 17. In contrast,
" the case studies for Gehe Yan indicate there would be significant levels
of foreign and domestic . borrowings outstanding 1in addition to the
foreign equity retirement obligation accumulated upon project
completion. Debt service requirements indicate "the need for a
significant increase in the basic tariff to make the project viable

under these circumstances.

The foregoing suggests that tﬁe model for Three Gorges provides a
more attractive basis for project financing. If Gehe Yan -were to be
considered as a component of a utility enterprise with an existing
revenue and asset base, the outcome of the financial analysis might be

significantly improved.

It may be observed that financing of both projecfs has been
modelled at a cost of borrowing in line with current international
commercial rates. As the projects appear financially viable at such
rates, subject to assumptions regarding tariff édjustments which are not
inconsistent with current schedules, the case fbr application of scarce
concessional finance to major power sector developments might be
duestioned. This issue is raised here simply to note that, assuming a
change 1in internal policies under which power rates will be raised to
reflect the actual cost of services, a significant part of China's needs
for new generating capacity might well be met without recourse to

concessional finance.

_China's consideration of the utility of adapting policies to
facilitate foreign equity participation in fhe development of a few
selected power projects must take into account a number of potential
benefits which at this stage of examination have been identified but
cannot be quantified. A major benefit could accrue through the
demonstrative effect of applying modern management practices to projecf

implementation. However, even 1if successful in delivering a project
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efficiently, the benefit to China could be greatly enhanced if its
application could be adapted to the development of many other projects.
How best to acquire and spread these skills 1is perhaps central to

assessing the utility of foreign equity participation.

4.3.1 Discussion of Compensation Trade in Relation to Equity Investment

During the discussions held in October, 1985 with Minister Qian and
her delegation, ‘the Chinese side indicated that the Ministry 1is
considering compensation trade as a means of raising foreign exchange to
support some of its developments. The question was raised as to whether
such an approach would be applicable to repayment of foreign equity

participation.

It has not been possible at this preliminary stage to examine the
impact of 1introducing compensation trade into the financial
arrangements. However, some general observations may be offered on this

concept.

In ‘principle, compensation trade could take the form of a
counter-purchase of Chinese goods, either manufactured or agricultural
products or resource materials, which the foreign partner would be
expected to market outside of China. The net proceeds from the sale of
such goods could represent some part of the foreign exchange required to

retire the forelgn equity (or other debt obligation).

Compensation trade introduces additional risk to the foreién
investor (or lender) and, even if acceptable, would undoubtedly increase
the cost to China of foreign financing provided either through equity or
borrowings. It seems unlikely, although wnot impossible, that the
foreign equity participants would include marketing skills appropriate
to handliﬁg compensation trade. It 1is more likely that disposal of
counter trade goods would involve one or more specialized trading houses
whose fees would have to be factored into the cost of the transaction.

It is probable that the Chinese partner of the joint-venture enterprise
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would also incur additional costs to secure and deliver compensation

goods as such commercial activities would be outside {its normal

functions as a power utility owner-operator.

It 1s not possible to provide any realistic 1indication of the
impact of cost of project development of compensation trade in advance
of - proposals' identifying the specific class of goods offered, the
percentage of debt to be financed through this mechanism and other

commercial details.

Conceptually, compensation trade could be represented in the

financial model by an appropriate premium on the cost of debt service.

Comparison of the interest cost of foreign exchange borrowings between
Cases B1.06, Bl.0l and B1.07 for Three Gorges illustrates the effect of
average foreign loan borrowing costs at interest rates of 6, 10 and 12
percent. This comparison, while nof directly repreéentative of

countertrade applied specifically to equity retirement, does provide an

indication of the additional cost of foreign debt servicg with

increasing average rates of interest.

A significant element associated with equity participation, even in
the form of preferred shares as adopted hereih, is that this financial
contribution would provide for deferral of repayment until after project
completion. Moreover, repatriation of the foreign equity investment
will occur over a longer term than would 1likely be available under
conventional commercial borrowings. It would be difficult, 1if not
impossible, tb ~establish even a sense of the futures market for

commodities as far forward as would be necessary to establish

countertrade arrangements for repayment of foreign equity participation.

On balance, compensation trade does not appear to be an-attractive
means of securing equity participation, although it may have more

application to other components of project financing.

~
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5.0 -~ CANADIAN INTEREST IN INVESTMENT OPPORTUNITIES

To obtain a preliminary indication of the extent of potential
interest of the Canadian private sector in equity participation'in power
sector developments in China, a paper outlining the conceptual approach
described herein and a simplified i1llustrative model of Three Gorges was
circulated to a selected number of major Canadian investors and to two

major power utilities.

Not surprisingly, in view of uncertainties as to China's position
with respect to jolnt-venture developments in 1its power‘ sector, -a
somewhat limited response was elicited. Nevertheless, Hydro Quebec did
react positively and while it would not consider acting as a sole source
of equity participation or even as a major source of equity capital,
indicated it would be willing to consider participating as a member of a-
Canadian equity group and would be in a position to contribute the
utility expertise relevant to the management of development and
operation. Based upon the involvement of Hydro Quebec International in
the preparation of the feasibility study for the Gehe Yan project, Hydro
Quebec suggested that a project of this size might be an appropriate
venture for initial application of equity parficipation to development

!

of China's power sector.

Given the possibility that China would be willing to consider
'adqption of policies and conditions which would make equity financing

attractive, a number of major Canadian commercial banks and investment
bankers have expressed an interest in this study. Several of these
agreed to review and comment on a draft of this report with a view to
indicating how these financial institutions would view the prospects for
debt financing given Canadian equity participation as assumed herein. A
synthesis of the comments and observations of 'financial‘ institutions

follows.

Generally the PRC is considered to have an excellent credit
rating. Project financing in the power sector would likely be'viewed
favourably by Canadian financial 1institutions given appropriate

guarantees and demonstration of projeet<f1naneia1 viability. Several of
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the financial institutions observed that examination of project
financial viability and risk 18 now viewed as an important feature of
loan appraisai. Even if borrowings for power sector developments may be
fully supported by sovereign guarantees, the capacity of the project to

service debt is generally accepted as an essential lending criterion.

The creditworthiness of the enterprise will be judged not only on
the basis of the financial viability of the project, but also on the
credibility and experience of the enterprise management in undertaking
projécts of the type and magnitude contemplated. This requires evidence
of strong financial as well as technical expertise in enterprise

management.

If China were to establish conditions allowing for joint venture
development of power projects, 'equity participation would 1likely be
limited to large corporate investors (in combination with a power
utility). The corporate investors would likely have to perceive a long
term interest in establishing ongoing relationships within China's power
sector and possibly with related energy intensive industrial
‘developments. It is considered unlikely that institutional investors
(pension and insurance .funds and similar inétitutional sources of -

capital) would be attracted to project investment in China.

_ To support Canadian equity participation, it has been suggested
that Canadian and Chinese participation in the Multilateral Investment
Guarantee Agency would be advantageous. It may be noted however that
the Export Development Corporation does offer and could, in principle,
provide similar insurance coverage for Canadian equity investors in

China.

At this time it has not been possible to establish any firm sense
of how potential Canadian inveétors would view a specific opportunities
to invest in China's power sector. Clarification of MWREP's position
.with respect to how far it may wish to proceed in establishing a
framework to facilitate joint venture cooperation is seen as the next

step necessary to further consideration of this approach.




ANNEX A

SOURCE AND APPLICATION OF FUNDS - CASE STUDIES OF THE
‘THREE GORGES WATER CONTROL PROJECT
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1,918.5

175.0
128.0
8340
1,157.0

1.0
124.0
144.3
.3

1,151.0

“r3
.0
16044

.0
1,039.4

1,059.4
1,286.1
K

1,286.1

2,45.5

175.0
140.2
.9
1,286.1

175.0
140.2
122.7
411.9

1,286, 1

431.9
.0
L,713.9

0
1,381.7

13817
1,428.5
N

1,428.5

2,810.2

175.0
152.8
1,100.7
1,428.5

175.0
152.8

89.2
41,0

1,428.5

410
.0
1,845.4

17

0
1,731.0

14731.0
1,385.8
.0

1,585.0

3,316.8

175.0
165.9
129
1,583.0

175.0
165.9

2.4
M3

1,345.0

.3
.0
1,99.1

9L (1, 402,70 € LOTLE) ( 413,20 € 3,006.4) € 3,684.4) ( ¢,455,3) ( 5,307.8) € 62619 ( 7,196.3) € 8,236.0) ( 9,393.5) (10,679.8) (12,108.1) (13,6%3.9)
876.0) ( 1,205.1) € 1,563.7) ( 1, N7.9) ¢ 2,358.5) ( 2,797.9) ( ,267.2) ( 3,768.2) ( 4,302.5) ¢ 4,506.5) € 4,467.1) ( &153.1) € 3,531.6) ¢ 2,566.9) | 1,219.2)

CASE *A*

Total

.0
]
K]
5652.3

5,632.3
13,6%4.0
4,506.5

18,200.5

B,852.8

2,150.0

15%.3
47553
6,262.0

2,180.0
7%.3
1%6.1

4,302.6

1,030.0

53135
1,432,0

1,050.0
808.4
710.4

2,568.8

13,693.9
6,871, 4

20,565.3



¢ o o
THREE GORGES JOINT VENTURE (O, SOURCE AND APPLICATION OF PGS IN MILLIOAS OF 6U.5, (V2.8 = 0.5.8)
Year Ended { 1 K} 4 3 6 1
SORCE OF FLIGS
FERSCOICIENETIEIIIREIISE
Equity 86 584.1 N 0
Iaterest Earned 103 n4 8.6 0 .0 .0 0 .0
Gezaba Revesse 106.4 145.1 1911 perN %51 6.1 2.8
Three Gorges Reveese
Total Iaternal funds m.9 153.7 187.1 1y 25.1 6.1 280.8
Borroviag U.5.4 0 .0 .0 3.8 4.6 55.8 62.4
Borrovisg Yeas 159.1 135.6 i.8 .5 8.3 k1xX] 400.0
Total Borrowing 159.1 135.6 1.8 0.3 1.9 8.2 462.4
Iom Souce of fuﬁ 892.0 M. 483.9 .4 . 6630 165.3 7%.2
Cagital Expenditores
Phase [ Throe Borges
U.S. Expenditores § 50,0 25,0 0.0 250.0 29.0 290.0 250.0
Asscal Escalation 42 10,0 2.4 .2 2.5 .2 6.3 ‘1.4
Iaterest Duzing Const. 10T .0 .0 0 6.0 10.5 15.6 n.2
Sebtotal 20,0 70.4 281.2 28.9 4.7 1.9 3%0.2
Toan (U.5.9) Espenditares 250.0 290.0 .0 0.0 260.0 20,0 2.0
Aesal Escalatios 1 0.0 2.4 kI 2.3 .2 66.3 7.0
laterest During Constrection 3.61 5.5 10,2 - .7 n.0 “.1 5.1 n.e
Subtobal %3.5 0.6 1.9 .S U3 mna4 400.0
Phase 2 Three Gorges
.8, Expeoditares §
Aemaal Egcalation 41
Interest Dorieg Const. 102
Sedtatal
Taan (B.5.8) Expenditeres
hesual Escalation 48
Isterest During Comstrection ],
Sabtatal
Total U.5.9 Requirceet 0.0 0.4 81.2 28,5 347 1.9 3%0.2
Total Yoam %355 0.6 1.9 4.9 8.3 .4 4000
Equity Paymeats
Total Agplication of Funds 54.5 510 3831 622.9 662.9 18.4 | T2
Cash Bver (Short) Cuseiative
0.s. ¢ 356.3 U7 A0 8580 HSO O 7LD 3.0 (
Yeaa C 1890 ¢ 2940 ( 5%.9 ¢

300.9

69.7
8.0
a1.7

na

250.0

.6
369.7

2.0
2.1

8.9
48.0

%3.7
8.0

nn.e

. (

KIV&]

23
7.2
491.6

335.8

848.1

230.0
103.8

U1
3%.5

5.0

105.8
iot.8

1%.3
4516

8.2

38D (

5.4

.4
.3

6.1

901.3

250.0
120.1

42.6
2.7

230.0
10.1
1i8.7
483.8

2.7

1.4

468.8) (

33,9

3.9
9.3
5.8

619.3

»~

230.0
14.9

51,3
4384

2900
14.9
136.9
1.8

436.4

.8

366.3 (

NI
228

.7
891.8
891.8

1,467.5

175.8
105.2

2.1
6.3

I175.0
103.2
167.5
“ni

6.3
“r.1
U1
1,188.1

26.9)

%8
486.0

853.8
639.7
639.7

1,493.5

155.0
116.4

1.4

i75.0
116.4
189.7
481

214
481t
4.1
1,206.6

9

X

T6L4

C 4.4

. 83.9

l’.'?32-9

173.0
150

303.0

175.9
128.9

.8

4%.8

303.0
9.8

1233.

173.0
1402

315.2

175.0
140.2
185.6
500.8

‘352
500.8
434t

14250.0

0

415.3

1,381.7

1,797.0
.0
0

1,791.0

175.0
132.8

0
21.8
I75.0
132.8

166.8
4.6

.8
494.6
4.1
1,286.4

-

48,3
1130

2,149.9
1]

21495

175.0
165.9

0.9

175.0
163.9
135.6
476.3

340.9
476.3
[N
1, 2313

Case BLOIL

Total

Bl

4.0
103
56323

11,3908
5%66.3
5,448.9

6115.2

17,352

1,030.0
B808.4
w1
1,884.6

1,050.0

8.4
119038.0
2,89%.4

53,6007
1,086.9

15,221

.0 CLALD (LML) (007 ( 240, (2,98, ( [0 ( 3,989  4,820.D) ( 5,460.4) ( 5,548.9) ( 5,340.8) ( 4,800.) ( 3:902 k)]



THREE GORSES JOLNT VENTIRE CO.

SGURCE A APPLICATION GF FUIZS (M MILLIONS OF 8U.5. (V2.0 = U.5.9)

Year Ended

SORCE OF FUNGS

Equity 8

Interest Earned 102
Bezhuba Revenee
Three Gorges Revesse

Total latersal funds
Borrovieg ©.5.6
Dorroving Yeze
Total Borroving

Total Soerce of Funds

Cagital Expeaditores

Phase [ Three Gorges

U.S. Expenditores ¢

Aasual Escalatios 41
Interest During Const. 101
Sebtotai

Yea (0.5.8) Expenditeres

M2l Escalation 41

interest Buzing Coastrection 3.62
Sebtotal

fhase 2 Three Borges

0.8, Expeaditares 0

leanal Escalation 43
Interest During Coast. 102
Sebtotal

Yoan (U.8.8) Expenditwres

hssual Escalation 42

Interest During Cosstroction $1sf,
Subtotat

Total U.8.8 Requirosest
Total Yeae

Equity Payneats

Tetal Agplicaticn of fuads

Cash Bveg (Short) Comalative
0.8 ¢
Yoss {

0.8
10.0

20.0

20.0

5.3

2640.0
5.9

5.3

3%.3
159.1) (

8.6
1.1
157

0
(36
13,6

m.3

0.9
0.4

.4
5.9

10.2
9.6

0.4
0.6

.0

Hb (
2%4.D (

18%.1

187.1
108.1
313.4

500.3

0.0
3.2
18.7

9.9

540
3.2
14.0

8.2

9.9
.2

205.3) ¢
2.8 1

R ]
nul

ery|
U3
ni

494

651.3

30.0
42.3
4.8

U3

250.0
4.3

16.7
9.2

#2.3
9.2

651.4

e (
4719.9) (

5 3
K] .0
5.1 .1
%54 6.1
309.4 “.3
.9 6.9
“1.2 2.4
n.3 .5
%00 W00
.2 66.3
8.2 125.3
.4 “LE
0.0 0.0
M2 66.3
18.7 2.8
msy nn
309.4 “Lé
g . nn
na2 m.6

.0
u1.8

w14
9.7
64.2

3.9

817

0.0
1.0
170.7
.0

.0
1.0

3.0

ng
3820

6317

300.0
%2.3
£1.6

619.9

9299

%62.2
3%1.3

929.8

4
3

2.3
635.4
T

706.9

1,019.1

.0
105.8
mn.e
635.4

2500
105.8

.9
.7

635.4
7

1,019.2

8
8.4

4
4.6
i

N

11151

250.9
120.1

ne.7

50.0
120.1

3.5
400.6

4.7
0.6

182

338.9
N1
881.4

1,20.3

0.8
134.9
H1.3
B802.4

0.0
14.9

418.1

2.4
LY

1,220.4

029
m.8

58.7
161.3
161.9

1,521.1

173.0
108.2
481.3
161.3

17,0
15.2
3.0
%2

161.5
319.2
4.1
1,320.8

%7.8
486,90

8538
83%.6
N ]

1, 740.4

175.8
116.4
3.2
856.6

175.0
116.4
. 35,9
kr2fd

836.6
a2
U1
1,611.8

3.0
T6L.4

frl4d.4
95.0

5.0

2,099.4

175.0
128.0
652.0
53,0

175.0
128.0

.4

5.0
%4
.1
117146

3%.0
1,059.4

1,450.2
1,063.9
0

11063.9

17/81

175.0
140.2
14.7
150639

I75.0
140.2
8
.2

1,063.9
3152
.1

1,813.1

45,3
14381.7

H191.0
1ol841
K]

11841

39811

175.8
152.8
856.4
1) 1841

175.9
152.9
]
e

1,184.1
n.e
%1

1y 946.0

17

418.5
1,731.0

2149.3
4317.0
X

1,312.0

3,466.5

1750
163.9
9%.1
1,312.0

175.0
165.9
N ]
%0.9
1,312.0
0.9

.1
0919

997,00 { 1,370.9) ( 1,878,2) ( 2,440.5) ( 3,075.9) ( 3,790.5) ( 4,592.8) ( §5,360.3) ( §,216.8) ( 7,170.9) ( §,235.7) ( 3,419.9) (10,736.8)

SN

[V NN

<N 1N

T 4) |

a1 8) (

876.9) ¢

osE 0) ¢ 1.173.6) € 1.030.1) (

&46.2)

82.7

1,097.8 .

2,412.3

CASE 01.92

Total

3841
4.0
LS
56323

11,3%.0
10,73%.8
412.9

11,8607

2,207

2,7%.0
7%.5
LIS
T 528.0

1,050.8

Bo8.4
4,285.6
6,144.0

1,050.0
Bog. ¢
9.2
1,985.7

11,362.0
§,688.0

19,68.6



® o ® )

TIREE SORSES JOINT VENTLRE CO. SOURCE AKD APPLICATION GF FLAGS IN MILLIONS OF 84.8. (V4. = .8.9)

Year Ended 1 ] 3 4 3 6 )
SOURCE 0F FUNDS
SIESXTEATTLREIL_CCITTLERAT
Equity 98 .1 K] K]
Iaterest Earned 108 n4 8.6 8 .0 .8 0 )
Gezhaba Revenue 1.3 9.0 121.8 158.6 181.¢ 189.1 192.3
Three Borges Revense -
Total Interaal Funde 689.0 I07 6 2.8 158.6 181.4 189.1 197.3
Borroving 0.5.6 0 0 .7 153.8 13.0 17,3 20,1
Borroving Yaam 194.3 1847 3.0 w.a HNl6 6.7 3.3
Total Borroving 1%.2 184.7 %9.7 1.3 307.6 54,0 603.6
Total Sowrce of Funds 88.3 m.3 9.3 sl 689.0 4.1 800.9
tmhl Expcdums
8.5, Expenditures § 5.0 250.0 50.0 2.0 2.0 250.0 0.0
Ammaal Escaiatios 41 10.0 2.4 .2 4.3 .2 66.3 Nn.0
[aterest Deriag Coast. 101 .0 0 3.9 19.9 n.2 90,2 68.4
Subtotal 2%0.0 270.4 271 i2.4¢ 0.4 3%6.3 91.4
Yoan (U.5.8) Expeditaroes 250.0 250.0 %00 2300 0.0 0.0 2.0
Macwal Escalation 41 10.0 2.4 .2 4.3 .2 66.3 n.0
Iaterest During Coastruction 3.63 6.8 13,2 a.8 AN.2 41.4 60.3 74,3
Sahtotal %6.8 Mo | W50 .1 Bl.6 3.8 403.5

Phase 2 Three Borges

8.5, Expenditares §
fresal Escalation 4
{aterest During Cosst, 102
Sabtotal
Yeaa (U.5.9) Expeaditeres
Aanaal Escalation 43
Intevest During Comstrecticn 3.62
Sebtotal
Total U.9.6 Requireoeat 2%0.0 .4 i N4 k<R 366.3 k18
Total Yean 266.8 . <X3 3.0 k28] 3.6 376.8 4.3
Equity Payseats
Total Application of Fonds 5%.8 4.0 2.1 640.0 6889 183.4 800.9
Cash Over (Skort) Canelative
4.8, ¢ 3.3 ¥b ( D 8.9 ( I O ﬁl 8 1.9 (
Yaag { 193¢ 319.0 (

5.8

5.8
5.0
a7

82.9

430.9
431.6

862.6

976.9)

0
U4

44

4613

.y

2%0.0
163.0
1.8
1.6

%0.0
105.8
105.3
1.3

461.6
1.3

m.0

€ 1,290.0) € 1,514.2) ( 1,832,5) ( 1,885.6) { 1,758.0) € 1,414.9) (

0
m.6

<X

.
492.6

ne.7

1,000.3

500
120.4
17
7.8

.0
120.1
2.6
LA

1.8
9.7

1,000.4

.1
318.3
54.9

M3.2

1)076.3

- 200
14.9
166.6
1.3

0.0
14.9
4.1
5.0

.3
3.0

1,076.4

12 k]
2.9 5.3
153.6 ng
303 .8

31 9
886.0 9.3
01 .5

1,336 1,%4.3

0 R

t73.0 175.0
105.2 116.4
7.4 159.8

1.6 412

115.0 173.0

103.2 116.4

ing 040

419 4%.4
451.6 1.2

419 495.4

4.1 .1

L3607

%31.9
510.9

“T4.8
X
975.0

5.8

1,749.8

i75.0
1281
128.6
a1.7

1715.0
1.1
ane
0.9

a1
540.9
(X
1,406.7

.0
nai

1.1
N
1,022.7

778

2,009.8

175.0
140.2

13
3.3

175.0
14.2
mu
588.6

.3
568.6
4.1

1422

81.3)

6.3
30.2

1 216.7
0
990.4

98,4

Has.1

175.0
152.8

0
e

I73.0
152.0
304.1
635.9

3.8
635.9
U1
1,397.8

)

9.8
1,167.3

1,4%.3
£
0

1,436.3

175.0
163.9

0
0.9

175.0
165.9
306.9
6A1.8

340.9
647.8
4341
142.8

K]

CASE 91.03

Total

841
4.0
35123
3,801.8

7,9%9.4
1,885.6
8,865.6
10,781.2

18,690.6

1,050.0

S
3.7

1,050.0

803.6
1,319
3,360.3

6,581.6
7,586.0

16,772.3

684.00 ( 100D € 1.383.D) ( 1.740.00 { 2,143.5) ( 2,575.2) ¢ 2.036.5) { 2,579.1) ( 4,084.0) ( ¢,940.0) { 5,869.5) ( 6,844.5) { 7,867.2) { 8,B65.6) ( 8,832.1)
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THREE GORGES JOINT VENTURE CO.

SOURCE AKD APPLICATICH OF FUBBS Iw RILLIGNS OF ®U.S. (V2.8 = U.5.0)

Year Ended

SOWCE &F FUAS

Equity 98

Interest Earaed 101
Gezkuba Revenue
Three Gorges Revease

Total Iaternal Fends
Borrowing U.5.8
Borroviaq Yua

Total Berroving

Yohl che ol fM

Phase | Three Beorges

1.5, Expenditures §

Asnwal Escalation €1
Interest Derieg Const. 101
Sabtotal

Yuan (4.5.8) Expenditures

hansal Escalatios 41

lnterest Duriag Comstrection 3.61
Sebtotal

Phase 2 Threo Gorges

U.S. Expenditures ¢

Arzsal Escalatics 4%
[aterest Periag Coast, 168
Sebtotal

Yoan (0.5.9) Expenditores

Assaal Escalatios &%

Taterest Duriag Constructios 3.61
Sebtotal

Total U.5.8 Requirensat
Total Yoma

Equity Payeats

Total Application of finds

Cash Gver (Short) Cuaslative
0.8 9
Yuas

N

.6
106.4
1.l
2l3 [}
3.8

IR

200.0
8.0

300.0
1.0

319 4

0.0
9.4

.4

4i.7
131.8) (

.0
19.7
1451
164.8
192.7
192.7

un.3

0.0
16,3

6.3

0.0
a7

4.1

.8

6.3
1.8

341

unt

.0
@
187.1
1.1
8.5
178.3

3%5.6

.0
5.0
.0
mae

3.0
N4

0.3
.1

.0
i.7

8.7

S

m.

ma
Ll
.7

618.9

200.0
#H.0

4.2

300.¢
3k.0

kN

.2
.7

618.8

uh

%631

%631

g

637.8

0.0
4.4

1.4
3.0
5.0

4.3
2.3

434
4123

653.7

A

K]

27614

6.1

418.3

418.3

634.4

0.0
5.0

8.0
300.0
19.6

61.0
“i4

B30
“i.4

64,4

£

N ]
2.8
2.8
“1.6
1.6

135.4

0.0
63.2

%12
300.0
.0

7.4
.2

%1.2
n.?

135.4

0.0

8.2

4.2

m.2

0.0
n.i

ma

.0
110.3

504.3

m.7
04,5

m.2

.3

.3

St

Sl

823.4

84,6
338.9

m.4é

K]

N
5.4
.4
i3
3.5

.9

0.0
%.1

6.1
300.0
4.1

1.7
.8

6.1
K8

870.9

3.9
51.9
%9

920.8

200.0
102.9

3.9
3.0
164.9

151.0
612.9

371.9
612.9

920.8

0

329
2.8

.7

n.9

1,183.6

148.0
8.0
0
4.0

200.0
126.4
in.t
1.3

4.0
501.3
4.1
1,185.6

3%1.8
486.0

233.8

6.2

1,200.0

140.0

mut

20.0
139.7
1683.1
5.8

p<<N
5.8
.t
1,200.0

R

14

383.0
161.4

1,144.4
8L.9
8.9

1,226.3

1400
102.5

2.3

0.0
153.7
185.0
M7

42.3
N
U1
1,226.3

o

is i6
e Us3
LS4 13T
LB 1,790
) 0

) 0

0 9
14582 1,090.0
0 0
0.0 140.0
.2 1l
0 0
m2 w2
00 1.0
1.2 18
6.5 1974
@71 .8
w2 w2
PR EEY
@i ol
@S0 LALL
0 .0

1

18,3
1,731.0

2,149.5
0
K

4,149.5

140.0
127

0
m.a

20.6
19.1
125.8
4.9

mn.a
54.9
4.1
L#?

K]

CASE B1.04

Total

S4.1
§1.3
5123
5,652.3

11,4063
5.352 ]
5,343

16,760.6

840.0
6.7

N ]
1,486.7

1,260.0
94,5
.9

L4

$292.8
8,130.9

15,021.5

. SRED (L ms)(mm(lms)(z.ms)(zmn (J.ZISOD(IJSZI)H.J“I)(49241)(5.270.3)(53522)(5.079.0)(0.5291)(3.5213)



THREE GORSES JOINT VENTURE (O,

SOURCE AMD APPLICATION OF FLIGS 1N NILLIGS OF 84,5, (v2.8 = 0.5.9)

Year Ended

SOURCE OF FLiBS

LESRSTETLALTIRTTLILIXIITXD

Eqaity 48

Toterest Earned 10
Berhuba Revense
Three Gorges Revence

Total Toteroal Fesds
Borroving U.5.8
Borroving Yuan
Total Borroving

Total Sowrce of funds

Capital Expenditures
Phase | Three Borges

0.5, Expenditures §

fasual Escalation 41
lnterest During Comst. 101
Subtotal

Yaia (6.5.9) Expenditures

Aeanal Escalation 41

laterest During Coastroction 3.63
Sebtotal

Paase 2 Threo Gorges

0.5, Expenditeres &

heswal Escalation 41
laterest Buving Const. 102
Sebtotal

Yoan (8.5.9) Espenditures

honwal Escalation 43

[aterest Guring Constroction 3.68
Sabtotal

Total U.5.§ Reguireneat
Total Yoza

Equity Payneats

Total Application of Funds

Cash Over (Short) Canelative
6.5 ¢
Yean

8.1

.2
106.4
nm.y
105.3
105.3

8.0

300.0
1.0

31249

9.0
8.0

117

2.0
awg

.7

.3
( 105.3) (

0
145.1
145.1
103.7
103.7

4.8

300.0
.5

U3
200.0°
16.3

1.3
.6

w3
m.b

D
29.0) (

1.1

181.4
163.3
0.6

15,0
3523

209.0
6.0
15.6

0.6

12,3
240.6

3%3.0

165.3) (
“9.6) (

4

.t

j<R|
147.3
8.6

300.0
.0

e

20.0
o
u.6

28.5

NG
28,6

631.9

K]
%5.1

%5.1
4.2
m.6
418.9

683.9

3.6
65.0
4.3

406.3

.0
4.3

m.e

406.3

mne

683.9

X ]
6.1

276.1
159.2
o7
435.9

3.0

435.3

a1

18.0

K]
€1.8

2.0
179.0
318.9
4979

8.7

466.8
318.9

8.7

n.0
200.8
UL2

2.0

0.6
110.6

0.9

0.0
n.J
6.8

.2

0.9
U2

82.1

n2.3

323
364.9
0.4

2.7

3.0
121.0
110.8
5371.8

20.0
.7

3649

3.8
4.9

%2.7

10

k7R
/.4
3897

62,1

%7.3

0.0
14.1
187
5.8

sne
383.7

%1.3

X
3.9

3.9
124
416.1

699.3

1,037.4

.0
161.8
159.4
§21.2

20.0
107.9
168.2
416.1

621.2
416.1

1,037.3

3.9
m.8

w7
]
194.0

.0

1,31%.7

20,0
126.2
150.2
486.4

14.0

8.1
133.9
3.9

486.¢
3999
(CN]
1,280.5

3%7.8
5.0

853.9
831.9
8319

1,683.7

0.0
139.7
114.8
4.3

140.0

164.7
1.8

4645
.8
4.1
1,29.4

k<)
T61.4

L1144
0
.3

7.5

2,015.%

210.0
153.7

4.2
4Ly

140.0
102.4
195.0
4a1.4

4.8
1.4
4%.1
1,834

32,60 ¢ 453.8) € 613,00 { 792.0) ( 992.8) ( 1,218.9) ( 1,470.]) ( 1,73.0) ( 1,62.5) € 1,182.3) ¢ HLD
708. ¢ 985.8) ( 1,283.5) ( 1,602.6) ( 1,946.8) ( 2.208.%5) { 2,.698.2) ( 1,114.2) ( 3,908.2) ( 4,740.2) ( S,641.7) { 5,936.08) ( $,438.3) ( 4,563.2)

N0
1,099.4

1,438.2
4
kK <N

HuLl

1,801.3

0.0
168.2
K]
3.2

140.6
2.1
26.9
459.0

.2
43,0
4.1
12713

0

4153
1,381.7

1,798
N
N

K]

1,797.0

210.8
183.3
N ]
%3
140.0
12.2

188.9
6.t

.3
4514
.1
1,278.5

1

410.3
130

1149.3
X ]
K]

2149.3

0.0
19.1

#9.1

140.0
132.7
138.3
1.2

.1
a1
.1
L2144

CASE B1.05

Total

5.1

.2
Sii2.3
5,652.3

11,376.1
L7831
5,994.8

1,701.%

19,084.0

3,300

%01.7
6.6
49143

1,260.0
970.1
332

L¥3

840.0
846.7
1,049.8
,3%.3

1,431.7
5,871

15,%33.4




THREE GORSES JOINT VENTWRE CO.

SOURCE AKD APPLICATION OF FUMDS IN NILLICMS OF 6U.S. (¥2.8 = U.5.8)

Year Ended

SOURCE OF FUDS

Equity 8§

[nterest Earned 101
Gezhuba Reveaue
Toree Sorges Revessa

Total laternal Funds
Borroviag U.5.$
Borroviag Yuan

Total Borroving

Total Seurce of Funds

Cypital Expenditures

Phase | Three Gorges

U.5. Expenditures §

Aontal Escalation 41
interest Daring Coast. 12
Sebtotal

Yoz (U.5.8) Expenditures

Ansual Escalation 41

Interest During Coastrection 3.61
Sabtotal

Phase 2 Three Gorges

U.5. Expenditores §

fAsanal Escalatioa 41 -
{aterest Durieg Coast. 12
Sebtotal

Yaan (U.5.9) Expenditures

henaal Escalation 41

Interest Duriag Coastrection 3.61
Sabtotal

Total U.5.8 Requireseat
Total Yuaa

Equity Payaeats

Total Agplication of Funds

Cash Over (Short) Cumalative
U.s. 8
Yuzn

(

584.1

3.4
106.4
.
139.1
159.1

882.0

0.0
10.0

2%0.0

0.0
(0.0

%5.3

0.0
%5.5

5.3

356.5
159.1) (

8.7

145.1

133.9

135.7

135.7

9.4

230.0
2.3

0.3
0.0
0.3

10.2
0.7

.5
0.7

N2

.7
24.8) (

197.1

187.1

1.7

1.7

4.8

0.0
3.2

2.2

250.0
3.2

3019

21.2
30L.9

583.1

b
59%.7) (

m.i

61.0
4.5
.3

623.6

2.6
2.5

1.7
0.0
4.3

.4
4.9

M.
.3

624.2

67.0) (

5.1
51.8
348.3

400.1

665.2

50.0

1.1
316.9

0.0
.2
4.1

483

316.9
48.3

663.2

118.8) (

0
6.1

276.1

3.2
n.a
432.5

108.6

15,2
n3

108.3

178,00 (

0
2.4

1.8

61.3
400.6
41.3

155.3

3.3
400.6

55,3

U9 (

3.0
16.6
8.1

804.6

6.7
8.1

804.8

.3

N0 ( 1,269.6) ( 1,642.8) ( 2,042.8) ( 2,470.9)

K]
.3

2.3

8.4
4.6
M0

857.3

2.0
105.9

9.7
0.0
105.8

101.8
451.6

.7
457.6

857.3

(49,6 (
(2,9%.4) ( 3,47.2) ( 3,938.9) ( 4,820.6) ( 4,820.8) ( 5.616 o« 5.4“ 1 (48730 ( 3.977.7)

.4

35.4

4800

913.4

0.0
120.0

(%]
230.0

120.0
118.7

424.5
4.7

913.2

58.7 (

3389

338.9
112.6
sa.7
634.3

n.2

0.0
134.8

451
.0
14.8

136.9
saa

5.4
s

913.1

621.3)

529
m.8

585.7
681.8
891.8

1,461.3

175.0
105.2

U2
344

i75.0
105.2
167.3
“r.7

44
“1.1
4.1

© 1419.2

3.0 (

3%7.9
486.0:

833.8
105.1
103.1

1,3%8.9

175.0
116.4

.0
iR

175.0
116.4
192.0
483.4

Hl.4
4934
4341
1,208.9

3%.0)

383.0
761.4

11444
N
9.1

9.1

1,253

173.0
128.1

301

175.6
128.1
195.2
499.3

3.1
4993
.1
1,238.3

1,458.2

175.0
140.2

.0
332

175.0
140.2
189.0
3.2

5.2
53.2
8341
1,252.3

3.3
1,381.7

1,797.0
.0
.0

1,197.8

175.0
152.8

1.8

175.6
152.8
169.3
491.1

.8
497.1
4.1
1,259.0

1

418.3
L7310

2149.5
.0
.0
0

21493

I75.0
165.9

360.9

I75.0
163.9
138.2
.1

34.9
.1
4.1
1, 234.1

CASE B1.06

Total

584.1
4
§iH2.5
5/652.3

11,390.0
621.3
516167

52380

17,628.6

2,730.6
756.4
%47

ST

21%0.0
736.4
683.9

4,1%0.3

1,050.0

.2
1,892.8

1,09.6

.0502
2,%49.8

5,663.9
1,088.1

15,361.6




THREE. GORGES JOINT VENTLRE 0O,

SCURCE M APPLLCATION OF FUEDS 1M MILLIONS OF 80.5. (2.8 = 4.5.8)

Year Ended
SOURCE OF FusS
SSTITITETITTIINSISTITIILRXN
Equity #8
Interest Earned 102
Gezhuba Revene

Three Borges Reveauo
Total Iaternal funds
Borrowing U.S.$
Borroving Yuan
Total Borrowing

Total Soarce of Funds

Capital Expenditures

Phase | Three Gorges

0.5, Expenditures §
Anaual Escalation 41
laterest Buring Const. 61
Scbtotal

Yuan (U.5.9) Expenditures

Aoncal Escalation 41

Interest Buring Construction 3.61
Subtotal

Phase 2 Three Gorges

.S, Expenditures §
Ananal Escalation 41
Interest Buring Const, 61
Subtotat

Yoan (4.5.8) Expenditures

Aandal Escalation 42

Interest During Constructica 3.61
Sebtotal

Total U.5.6 Requiresent
Total Yoan

Equity Paysests

Total Applicatica of funds

Cash Over (Short) Cumalative
U.S. §
Yoas

{

t

S84.1

2.4
105.4
m.9
159.1
159.1

882.0

230.0
10.0

2%0.0

230.9
10.0

%3.5

%0.0
5.3

5.3

3.9
159.1) (

8.6

145.1

1837

1%.5

135.3

m.2

250.0

0.5

3.9
2.3
10.2

0.7

_ M.y

8.7

35L.2

H.7
294.8) (

18,

1.1

3.9

3019

489.0

250.0
.2

1.2

230.0
.2

1.9

ni.2
1.9

.6 (
5%.5) (

m. 251 6.1 27.8 300.0

mai 251 6.1 8.8 300.0
63.4 W.7 4.0 St %1.5
.5 8.3 M4 400.0 428.0

3.9 193.0 2.4 452.1 695.5

620.9 65,1 698.5 139.9 9.3

0.0 0.0 250.0 230.0 0.0
4.5 .2 66.2 n.0 7.2
36 3.6 9.9 1.9 5.4

251 9.8 5.1 0.9 n.3

0.0 250.0 250.0 250.9 0.0
2.3 .2 66.2 1%.0 7.2
.0 .1 LA 1.0 8.9

4.3 8.3 n.3 400.0 428.1

2.0 098 ML M09 B3
S M3 NI w00 4

620.6 638.1 698.4 140.9 185.4

6.4 € 108.1) C I5.D) 0.2 ¢ %7.9
9.0 ( 1,269.3) € 1,642.7) ( 2,042.1) ¢ 2.470.7)

9 10 i 12

0 N 0
2.3 5.4 338.9 %29
329
n3 . 3%.9 58,7
62.2 6.1 66.3 0

47,6 489.8 s 882.6

9.8 .9 588.2 8826

832.1 8313 211 1,483
3.0 250.0 2%50.0
105.8 120.0 1.8
18.7 ns N6
4.3 g LR
0.0 250.0 250.0
105.8 120.0 134.8
104.8 1.7 136.9
451.6 488.7 g
I75.0
105.2
9.5
2.7
7.0
105.2
168.3
448.5

743 m.3 5.4 2.7
457.6 488.7 g 448.5
4.1

8321 8.2 n. 14,1723

(D0 369 ( €D 1603

(998N (1 417.10 ( 1.98.8) { 4.844.0) { 5.337 M (5421.8) (5,200.9) ¢ 4,683.7) ( 3,760.8)

3%7.9
486.9

853.9
5.9
359

1,369.7

175.0
116.4

1.4

175.0
116.4
183.5
476.9

1.4
476.9
4.1
1,202.4

8.0
1614

1o 144.4
0
8.3
8.3

L2187

I7s.0
128.1

Lt

7.0
128.4
188.4
415

.1
#1.3
4.1
1,287

K]

398.8
1,089.4

1,438.2

1,438.2

175.0
140.2

90
35.2

175.0
140.2
181.0
4%.2

5.2
4%.2
(X B
1, 245.3

415.3
1,381.7

1,197.0
0
.0
.0

1,797.0

t73.0
132.8

.8
175.0
152.8
162.4
489.9
n.e

4341
1,518

1

48.3
47110

2149.5
.0
.0

0

2,143.5

175.0
165.9

4
0.9

i75.0
165.9
130.7
7.6

0.9
7.6
AU
1,246.6

CASE B1.07

Total

584.1
4H.0
5i112.3
5,652.3

11,3899
672.5

54206 -

6,0%.1

17,484.0

2,750.0
R N
106.9

T 36033

1,030.0

808.6
1,016.0
2,874.6

LR
7,064.9

15,150.9



THREE GORGES JAINT VENTURE CO.

SOURCE AMD APPLICATION OF PBDS [N AILLIONS OF 8U.8. (Y2.8 = U.5.9)

Year Ended

SOURCE GF FLEDS

Eqity ¢¢

laterest Earned 101
Gezhuba Revenue
Three Gorges Revenge

Total latersal Fundg
Borroving U.5.8
Borroving Yoan
Total Borrovisg

Total Source of Funds

Capital Expenditures
Phase | Three Borges

0.8, Expenditures §

hangal Escalation 41
laberest During Comst. 102
Sebtotal

Yoan (U.5.8) Expenditures
Aengal Escalation 42

Interest Durieg Coastruction 81
Sabtotal

Phase 2 Three Borges

. WS, Expenditures ¢

hangal Escalation 41

Interest During Coast. 8%
Sabtotal . :

Yoan (U.5.8) Expenditures
hsamal Escalation 41

Interest During Coastruction 81

Sabtotal

Total U.5.8 Requireaeat
Tatal Yoan

Equity Payseats

Total Agplication of Funds

Cash Over (Short) Cusulative
Us. ¢
Yean

(

3941

.4
106.4
.
165.9
163.9

0.0
10.0

0.0
0.0
10.0

1.3
m.3

%0.0
m.3

.3

6.5

165.9) ¢

N

8.6
145.4
1.7
148,
148.6

2.3

210.4
2 <N

W4l

U1

149 ¢

187.1

1011

8.9

s

50,0
3.2

B2
50,0
1.2

a1
.9

2.2
k1R

610.4

g

/|
63.9
3%7.4

9.3

663.4

0.0
2.3
6.0
9.5

%0.0 -

42.3
.3
3%1.4

298.3
3%1.4

663.8

63.9) (

.0
%31

%3.4

4.6

4.0

4.1

50,0
M.2
10.3

N7

0.0
.2
10,2

4.7
409.¢

4.0

3.9 (

0
6.4

276.4

.2

siLe

/1A

750.0
66.3
15.6

1.9

0.0

138.9
455.2

B9
455.2

181.2

N ¢

N
2.8

2.8
62.3
5.4

5%7.9

0.0
3.0
A3

330.3

500

1.0
176.4
505.4

350.3
505.4

5.7

3.8 (

0.0

6.7
9.9
629.6

.6

%0.0
2.1
6

39,7

0.0

2170

5599

%9.7
59.9

g

303.9)

§43.4) (1,010.8) ( 1,420.2) ( 1,875.4) ( 2,380.8) ( 2,%4.1)

N
2.3

2.3
n.2
6193

691.7

1,010.0

9.0
105.8

W7
0.3

0.0
105.8
3.7
613.5

3%.3

619.5

,010.1

{ B/t

N
.4

7o X}
.3
684,

.8

1,097.2

0.0
0.1

.6
427

%0.0
120.1

(IR
684.3

421
684.5

4097.1

9.0 (

i

)
38,9

%89
97.3
755.3

852.9

L1917

0.0

14.9
i3

435.4

%00
14.9
- 370.4
783

436.4
153

1,191.6

566.5) (

2.9
m.8

385.7
.0
LN

L4

L7511

in.0
105.2

%.1
306.3

175.0
105.2
497.1
nL3

306.3
1.3
i
LWn.g

21.1)

%18
486.0

833.8
97.9
974.%

1,833.7

175.0
1164

.0
1.4

175.0
116.4
8.7
2.1

B4
1.4
U
l'm-s

3.0
T61.¢

1, 144.4
0
$9.7
5%.7

1,604.1

175.0
128.4

%31

175.0
128.1

866.9
331

4344
1,604.1

.0

38.8
1,059.4

1,45.2
183.7
183.7

1,641.9

115.0
140.2

N
5.2

175.0
140.2
.4
892.6

5.2
892.6
434.4
1,641.9

N ]

45,3
1, 3817

1,797.0
0
.0
)

1,191.0

4341
1,636.7

0

i

4i8.3
1,734.0

2,149.5
0
9

149.5

n.o0
165.9

.0
.9

7.0
165.9
330.0
870.9

30.9
870.9
4341
1,645.9

CASE 01,08

Totai

S4.1
o
5,112.5
56523
11,3%0.0
6.5
1,194.7
8,%1.2

19,734.2

3,1!6.
2790
7%.5
1 745.0
5,204

1,050.0

2.1
1,884.7

1,050.0

32250
5,083.6

5:601.0
10,335.0

18,340.6

{ 3,560.2) ¢ 4,240 { 5,000.0) ( 61704 ( 7.|51 N 'Mll 0) (1,790 (7,644 ( 71150 8

r———'—————'—_———'——_——'ﬁ
2 ® ° e ® ® o



THREE GORSES JOINT VENTWRE (3.

SCURCE MR APPLICATION GF FOE5 [0 HILLIONS OF $U.S. (¥2.8 = U.5.9)

Year Ended

Equity 8

Interest Earaed 101
Gezduba Reveaue
Three Borges Reverae

Total latersa) Fuads
Borroving 1.5,
Borroving Yoan
Total Borrowing

Total Source of Funds

Cagital Expenditures

Phase | Three Borges

U.5. Expenditures 9

Aonual Escalatica 41
Interest During Coast. 101
Sabtotal

Yoaa (U.5.8) Expenditures

hsacal Escalation 41

Interest Buriag Coastrectioa 3.61
Sabtotal

Phase 2 Three Gorges

U.S, Expenditares ¢

Anngal Escalation 4%
Interest During Coast. 102
Sabtotal

Yaan (U.S.8) Expenditures

Annoal Escalation 42

Interest laring Coastructioa 3.61
Scbtotal

Total U.5.8 Requiresent
Total Yuam

Equity Paymeats

Total Application of Funds

Cash Over (Short) Cusulative
US. ¢
Yaas

8.1
4
128.3

5.0
13%.2
1%.2

881.2

0.0
10.0

£
2%0.0

0.0
10.0
4.7
4.7

0.0
4.7

.7

356.3
( 1362 (

8.6
M2
183.8
103.6
103.6

281.4

0.0
2.4
7.4

2.0
2.4

m.7

m.4
m.7

3.1

H.6
.8 (

.8
526
806

418.4

0.0
3.2
412

0.0
ki
10.6

21.8

31.2
291.8

n.0

0
492.4) (

4 < § 9

K ) 0 0
®0.0 W97 |I M6
B0 AN BI N6.8
12.7 20 ) .0
.8 M6 W/l 66
WS M6 B/al 366
4.6 663 6850 1734
%0.0 2500 2500 0.0
2.5 .2 6.3 1.0
1.2 .0 ) 0
M W2 W3 IR0
5.0 B0 20 2.0
7.5 .2 £6.2 1.0
7.3 0.2 2.4 65.5
0.8 WG4 BT IS
¥ M2 63 a0
.8 M4 BT IS
6144 6485 6850 1.8
1.0 0 0 0

83,2 ( 1,155.8) ( 1,507.9) ( 1,804,

%14

B4
402.3
Wl

183.7

2%0.0

M1

0.9
.1

1.3
421.6

H21
Q1.6

163.8

R
6.2
6.2
2.8
2.8

B806.0

.0
105.8

.0

C 0.0

105.8
H.4
50,2

155.0
450.2

ky 18]

.8
4587

4987

3.9
120.1
3n.4
0.0
120.1

110.3
480.4

3n0.1
480.4

830.4

0

3) (2,286.8) ( 2,716.8) ( 3,175.3) { 3,664

e e

1 1 13 " 15 16
0

468.0 (VIR “.S 0 606 NS 9l

B0 50T RGT L2859 1,606

#8.0  T018 1,032 1,353 L7654 21754

) 0 0 0 20 0

W2 489 1305 0 20 K

@2 |9 10 .0 K 20

8.2 L% L1637 L3I LTES4 Q1784

20,0 20 0 0 0 0
134.9
20
.9
250.0
1349
12,3
2.2

5.0 150 IS8 IS0 TS0

05,2  M64 1280 140.2 1528

) K ) 0 0

W2 B4 N0 A2 e

5.0 1750 IS0 150 TS

5.2 164 1280 1402 1528

2.2 168 196 1194 846

M4 482 WLE M6 A2

M9 %2 A4 W0 A2 W

5122 4m4 482 M6 46 4124

L R O X N R MY % B 'K |

87,0 1,167  L16T L1798 1,188 L1742

0 ) 0 ) .0 0

'.5) { 6090.4) € 4,223.9 ( 4,018.3) ( 3,436.8) ( 2,435.) (

303.4
,098.4

2601.5
)
.0
0

2,601.3

15,0
163.9

340.9

175.0
165.9

A

340.9
it
4.1
1,150.1

0
M.

“3,900.7

CASE 01.09

 Tatat

5841
4.0
6,1%.0
6,839

13,640.1
13.7

428.9

4231.6

11,81.7

73,0
15,3

27%.0
7%.5
621.9

4,128.0

14,6239



THREE GORGES JOINT VENTURE CO.

SOURCE D APFLICATION OF FUNDS I MILLIGS OF 8U.S5. (2.8 = U.5.8)

Year Eaded

SOURCE OF FUMDS

Equity 90

laterest Earned 101
Gezhuba Reveaae
Three Gorges Reveage

Tatal lsternal funds
Borroving 1.5.$
Borroving Yuas
Total Borrovisg

Total Source of Funds

Cagital Expenditores

Phase [ Three Gorges

U.S. Expenditures

Ansual Escalation 41
laterest Buring Comst. 102
Sebtotal

Tuas (U.5.8) Expenditares

Aesual Escalation 41

[alerest Buring Constraction 3.62
Sabtotal

Phase 2 Three Gorges

U.S. Expeaditures ¢

Aacsal Escalation 43
laterest Durieg Comst. 102
Subtotal

Yoan (U.5.9) Expenditaros

Asnual Escalatioe 43

[oterest During Constructioe 3.62
Schtotal

Total U.S.9 Requireneat
Total Yuas

Equity Paynents

Total Agplication of Funds

Cash Over (Short) Cumalative
U.s. ¢
Yuas

{

3841

0.3
165.4
n.o
m.g

m.a

.S
14.2

3%8.7

3.3
14.2

378.

3%8.7
8.1

746.8

2369 (
Mm.ni

0
N
145.1

145.1
1.4
1.0

1.3

M.
410

130.3

L4 (

0
.0
181.1

187.1
.9
4313
60.4

8313

B

1.3
.1

B3
“.3

4316

420.1
431.6

831.6

243 (

<78
(X

69.9°

694.3

3.3

4.7
456, 4

M3
8.2
5.1

9.8

436.4
469.8

92%6.2

88.1 (

%3.1
8.8
.0

L8

.9

M3
16.9
62.5

4%.9

kB
16.8
n.6
3.9

493.0
3.9

m.a

681.9) (

0
6.1

6.1
8.4
3.9

198.3

1,004.4

534.6
540.0

1,074.%

.0
2.8

2818
1.1
581.3

7.4

1,169.2

.3
12,9

112.4
i78.9

kR
2.0
1.8
8Ll

n.9
.3

1:160.2

300.0

.0
n.3
618.2

#4.5

1,245.5

M.
130.7
142.2
b21.4

3545
1307
131
§10.3

627.4
618.3

1, 245.6

N
.l

3l
%1.8
6603

1,028.3

1,340.6

kR
1%.1
1715.6

k- R
130.1

136.9
660.6

680.2

660.6

1, 40,7

5.4

N4
4123
T05.4

LY

1,433

kR ]
1.2
A1
n1.e

3.5
1n.2
180.6
105.3

1.8
105.3

1,432

1l

0
%9

389
2.0
T52.5
1,243

1,553.4

k- R
191.2

3.5
191.2

752.

800.8
152.4

1,583.3

352.9
3.8

5857
18.2
1,023.4

1,416

1,621.3

216.8
130.3
756.0
6.9

6.8
130.3
22
589.3

603.9
389.3
4u.1
1,627.4

367.8
486.0

853.8
0
1,014.7

1,014.7

1,920.5

2i6.8
144.2
m.2
5M.2

216.8
14,2
.6
640.6

.2
640.6
4.1
1,669.0

383.0
16,4

L1444
1,128.3
1,128.3

1221

216.8
158.6
179.6
5851

6.9
138.6
318.8
694.3

5.1
64.3
4.1
1,683.4

DS (103N (154D (1,932.0) ( 2,344.6) ( 2,806.6) ( 2,824.8) ( L,565.D) ( 1,975.8)
T a 200 AY [ € 108 4 [ S.O4T O ( £.970.7) ( B.046 O) ¢ 9.174.1) (10,758.9) (il,196.1) (10, 697 1)

E18.1) ( 1. 116.D) ( 1.585.1)  2.090.1) ( 2.620.68) ( 2.211.7) ( .89 %)

39%.8
1,059.4

1,458.2
1,184.6
1,184.6

2,642.8

6.8
.7

.9
1.3

6.8
1.7
360.0
T30.3
8.3

434.
1,663.9

9.9

5.3
1,38L.7

1,797.0
831.2
831.2

2,634.2

216.8
189.3

406.1

6.8
189.3

795 1
46,1
195.1

.t
1,635.3

" CASE B1.10

17

418.5
1,130

2,149.5
N
0

1,149.5

216.8
0.5

.4

5.8
5.5
g
1.1

2.4
194.9
4.1
1,690.3

Total

81
2.3
5123
5,632.1

11,370.5
2,814.0
11,1%.1

14,020.9

5,314

389,
10726
11099
£:082.0

1,89.5
1,072.6
1,082.1
6:094.2

1,301.0
1,01.6

160.4
3,083.0

1,300

1,016
1,%1.3
4 263.9

91459
19,318.1

2,087



&

Three Gorges Joint Veature Co. Soarce aad Application of funds io eillicns of Vuan

Year €aded

Source of Funds

ZITICZT[TTZSSZR

Equity

[aterest Earaed 103
Gezhuba Revecse
Three Gorges Revenue

Total laternal Funds

Borrowing U.S
Borroving Yoaa

Total Borrovieg
Total Scurce of Funds
Capital Espenditures
Phase | Three Gorges
U.S. Expenditures §
Moual Escalation 41
Interest Dariag Comstractioa 101
Sch-total
Yoan Expenditures
Aanual Escalatioa 41
Interest During Constractioa 3.61
Sab-total
Paase 2 Three Gorges
U.8, Expenditares §
Azanal Escalation 41
laterest During Coastroction §01
Seb-total
Yean(l.5.0) Expenditures
Asntal Escalation 41
latorest Durieg Coastructios 3.6%
Sh-total

Total U.5. Reguireeents
Total Yoas Requireseats
Equity Payments

Total Application of Funds

Cash shert/over
K
Tsan

2,058.0

3,641.8

(.30

.0
]
u.0

2.0

4.0

2,23.3
355.3

0
5.3
n.2

0

189.7

189.7

(2,10

161.3
137
9
181.2
161.5
13.7
N ]

1812

18t.2
181.2

2.4

2260.6
9.5

N
183.0
687.9

.0

810.9

870.9

480

3.0
4.9
0

3.9

®

4.9

430.9

0.9
430.9
0

(1% ]

2007
11006, 3

.0
136.9
188.0

8]

2.9

.9

(6.9D)

530.0
0.5
835

5.0
9.5

4

643.5
643.5

n

1,281.0

1,306, 1
1,151.0

0

9.4
82t.6
0

913.9

913.0

610

486.5
105.6
.t
486.5
103.6

9.1

1
9.1
.0

1o184.2

1,005.4

- 1,390.5

(6.61)

6.5

666.0
666.0
X ]

1,332.0

ng
1,510.4

892.4

(6.51)

a0
163.7

0
6817
HR
163.7

6817

681.7
68L.7
N

1,363.4

0
L4n?

930.3

1.3

§%8.0

818.7
9.0
0.1

818.7

818.7
818.7
R

1,637.4

0
165.6

N
107.8

107.8
1,076.7

8.1

646.0
3.3
919.3
646.0

ma3
7

1.3
2.0
N

1,842,3

N

( 101.8) (5,071.1) (1,800.8) (4,301.1) (5,460.3)

to

%63.3
1973.0

(8.0

6.0
3139
%7.9
654.0
kR

3.1

1,005.1

%71.9
1,008.1
.0

19730

0
0
10519

2
1,081.9

0
.1

m.1
1,781.6

(.00

358.3
30L.0
253.5
358.3
L0

62.6

.1

259.3
2.1

L7816

R

R
R
1,095.5

2.1
1,247.6

N
2,500.3

2,500.3
3,419

(8.11)

646.0
33.2
0
1,034.2
646.0
3.2
149.5
1,183.7
1,004.2
1183.7
1,530.0

37409

0
.0
UR)
1y410.4
3,320

K]
1,139.2

1182
3112

(1.5

i%.0
.7
0
9.7

- 598.0
KA
183.8
1,183.3
.7
11853
1,530.0

3712

.0
")
1,189.1
2,40.5

3,612.6

.0
.0

0
3,612.6

(6.80)

25
kIR
189.2
1,128.8
3.6
Lin.8
1,§30.0

3584

0
N
1,238.5
3191.9
4,436.4

.0
4,436.4

(3.3D

438.5
N2
N

189.7
438.5
N2
148.3
938.0
8.7
938.0
1,330.0

3,811

. .
{5,46.1) (4,261.4) (1,588.9)

Total

2,088.0

Case BL.1L ¥
16 )
90 .0
0 .0

1,289.9 1,436

4, 318.6 35,0828

5608.5 6,426.2

0
0

5,608.5 6,426.2

(4.30)

9.0
3¢
A
672.4
3.0
334
5.2
121.6
672.4
121.6
115300

2,%%0.0

3.51)

m.0
.3
M35
.0
4.5
0
M3
M1
3.3
1,540.0
2,621.0

.0
2,210.3

8.0
16,260.8

16,384.0

%7506

N
5,460.3

5,460.3
41,217.9

1001

“5iH12.0
1,678
0
£,785.8

Siti20

- L6138

1033

2,863.9
Hitdl
. 0
WL
2,863.0
L1t
n.e
Sl
11,760.9
12,3964
9,1%0.0

!HLI

———————
® ® ® : |



o o o o ®
Three Gorges Joint Veature Co.  Source and Applicatios of fuds in millioes of dollars (¥2.8 = U.5.9) Case BL.11 8
Year Ended 1 2 i 4 ] 6 1 8 9 10 i 1 13 U] 13 16 )] Total

Source of Funds
Eqity 1%5.0 0 -0 0 .0 ] .0 0 0 .0 .0 ] 0 ) .0 .0 0 ™
Interest Earned 101 1.6 734 65.4 4.9 n.6 2.1 .0 0 0 0 .0 0 0 .0 .0 0 .0 250
Gezhuba Revene 135.9 - 28¢ A4S M4 M4 NI T M3 6O 3606 ST LI 4078 44T MY 40T 4199 5,801.4
Three Borges Revence .0 0 Ki} 0 0 .0 .0 .0 0 .0 .0 %3 036 %655 1,21 M4 LAIS2 9.l
Total Isternal Fuadg HLI 788 AL ™I WM e ey ;) .0 0.6 M7 M58 L4 1,290.2 15844 2,000.0 22,2901 12,770.6
Borroving 4.8 .0 0 .0 .0 0 K] .0 0 .0 .0 .0 0 .0 K} 0 0 .0 .0
Borroving Yuas .0 .0 .0 K] 0 0 0 .0 By M0 2%0.6 893.0 440 0 0 0 .0 1,950.1
Total Borroving 4 0 ] 0 0 0 0 40 B/S O G0 H06 B0 40 0 ] .0 S LBt
Total Soarce of Funds 3.3 88 .0 .3 3%.1 e 8.7 ker X} 4.5 TO4.6 8363 1,335 1,354 1,290.2  1,384.4  2,003.0 2,295.% 14,7207
Copital Espenditares (30 QI wen 6.9 6D (66D (KD (LS B B2 (.00 8D (.5 (6.8 (GBS (LS (35D 1001

Phase | Three Gorges 0 .0 0 0 N] 0 .0 X 0 K]

- WS, Expenditures § 8.6 9.8 136.9 1%.4 n.s 188.0 185.0 138 0.7 233.6 19.3 .0 0 .0 .0 K .0 1,828.7

haawal Escalation 41 K} 49 i.1 0.4 na 49.8 8.3 18.8 9.6 1.4 107.5 0 0 0 .0 .0 0 391.8
[aterest Buring Coastrection 101 0 N} N K ] .0 .0 0 .0 K K} .0 (] 0 0 .0 0 K} 0
Sa-total 8.9 647 189 28 AS ALY ML M4 %3 HLT 0.8 K .0 .0 0 .0 4 2483
Yaan Expenditures 8.6 9.8 135.8 19%.4 1n.8 164.0 183.0 3.6 0.7 2336 199.3 0 .0 0 K] K 0 1,825.7
Asnual Escalation 41 4 4.9 it B4 a1l 9.8 38.3 8.8 9.6 112.1 107.3 .0 K] .0 0 .0 0 397.8
Isterest Duriag Cosstruction 3,61 .0 0 .0 0 0 .0 .0 L0 1.3 13.3 n.4 .0 N .0 .0 K] K} 3.0
Sub-total 8.9 84.7 18,9 m.8 LS 319 M35 .4 86 /e N3 .0 .0 K] .0 .0 O 244603

Phase 2 Three Gorges K 0 .0 .0 0 .0 .0 90 .0 0
U.S. Expeaditures ¢ N 0 0 .0 .0 .0 .0 .0 .0 .0 .0 0.7 A6 1928 135.6 128.2 9.6 1,022.3
Asnual Escalation 41 .0 0 0 .0 0 K] 0 0 0 .0 .0 138.6 142.0 14,8 15,4 119 %.5 TH.3
[oterest Buriag Comstroction 101 0 .0 .0 .0 K] K] .0 .0 K .0 .0 0 .0 .0 .0 .0 0 .0
Seb-total .0 .0 N .0 0 0 .0 0 0 .0 L4 94 W6 W6 W20 0L 19%4.1 1,776.8
Yean(8.5.9) Expenditures .0 0 0 K} 0 0 ] K] W0 .0 .0 0.7 36 193.8 156.6 128.2 9.6 1,022.5
Anaval Escalation 41 0 0 0 0 .0 0 ] .0 K] 0 0 138.6 1420 1418 125.4 1.9 9.3 TH.3
[aterest Duriag Constructica 3,68 0 0 N ] .0 0 .0 .0 0 0 .0 .0 B4 61.0 61.6 3.0 19.7 .0 %14
Seb-total v N 0 4 0 .0 .0 .0 K 0 K] 0 428 3.4 431 5.0 2.9 1941 2,038.3
Tota) U.S5. Requireseats ! 8.9 67 189 .8 AL A1y ML M4 .31 ML W6 9.4 W6 BE M 4.1 1.1 42003
Total Yoan Requiresents 89 BT 189 W8 S Ay MS M4 ME M0 MI s and 4031 1w 199 1.0 4,497
Equity Paynents R ] ] N] .0 0 ) 0 0 0 0 0 HE4 ME4 ME4 M6 ME4 N0 32828
Total Agplication of Funds 19 194 7.8 4536 429 4157 4869 S840 68,6 7046  636.3 1,338.3 1,325.¢ 1,851 1,163.5 I,046.4 3.2 11,9812
Cash short/over .
.S, 78,7 804 7188 W39 3.1 113.3 0 .0 0 K] 0 .0 .0 0 0 ] .0 .0
Yoa 21,0 2617 .S Al 48,0 3609 5260 234 (3.5 ( 382.5) ( &4.1) €1,536.1) (1,950.1) (1,445.0) (1,52.1) ( SET.5)  789.¢ .0



CASE 8112
TWREE GORSES JOLNT VENTIRE 0. SOURCE MM APPLICATION 07 FUMDS [N HILLINS OF 8.5, (Y2.B = .5.4)
Year Ended 1 9 10 | 12 nu 15 16 1 Total
SOURCE OF FUIDS
SEEZEXSICEATRITTIRNIITTRDED
. .0
Equity #8 20 0 .0 \ ) .0
Iaterest Earaed 101 .0 N 0 K} 0 N 0 0 A0 - g 3 485 51125
Serkada Revesse 1060 MS.I - WBLI a0 B0 Wed 418 .0 a3 IS4 39 23;22.; :Z-: %-: 'hg': 1,;;?.'1 LI S50
Three Gorges Revesne ’ ’ 8 - 486, . d
0 2149.5 10,7648
Total laternal Fuads 106.4 1450 871 20 2S00 Wed W8 w00 M3 WS4 WY W m.: 1.1«.: 1.450-: 1-797': ' R n:soa. ,
Borroving U.5.8 9.0 17 > B9 124 102 HL4 0 BT (130 1490 1652 1832 4 oy 2 ¥ § 0 S0
Borroving Yoa B4 ME 0 ALS 34 B\ M0 L0 493 493 S N4 M9 . .
: ' . ) R R
Total Borroving Q84 I W MeE 4T 854 ST T 6183 BE62 TI06 W9 0 0 | 1
.5 17,4865
Total Source of Feds SMB W96 BN 6B B8 TLY S Emd 96 BLE LGS L,6N.6  LIE3  LiMe L4827 L9 2l6S 1
Capital Expenditures
Phase | Taree Gorges
'- : . 2 200
0.5, Expenditares § B0 B0 2.0 /00 280.0 0.0 2500 /0.0 /0 Z00 200 K} K} .0 .0 0 o
Aassal Escalation 41 06 24 0 W2 @5 M2 63 MO0 o0 1058 100 1% S
Isterest During Camst. 101 54 B4 w8 0 6L1 TR S X S TC T K S X St , . 0 4 ums
Sabtotal W4 M8 WO MS B3 WIS BLS 4M0 413 406 Sl 0 K} . .
2,750.0
Yoan (U.5.8) Expenditares WMo WO X0 - 200 2500 /.0 2500 /0.0 0 M0 500 %00 g
Mssal Escalatioe &1 00 24 32 25 M2 663 0 w1 1058 100 139 .1
Ioterest During Constrackion 3.62 9.4 1 B3 W9 M3 67 g6 2 LS 109 1S ey
Sabtotal %94 98 ALS 34 B/WS B0 41L0 93 403 L0 5204
M 2 Threc Gorges
- 1750 175.0 . 1,05.0
U.5. Expeaditures ¢ 1.6 1.0 ITSe G
hasaal :“"‘“ﬂ a 5.2 16,4 lzs.: m.: 152.: 165.: ?2:';
i 2. 1l . . . . .
;::;::: i Gut. 18 0.9 BLY M0 52 1A M9 2,082
15,0 1750 - 1750 1,050.0
Yoan (U.5.8 i 1.0 IS6 ITS6
':Q:"iii:ag:-“:;w“ 1052 164 180 1402 1528 1659 :::.;
Interest During Canstroction 8 4.7 BLL 194 MS6 1098 8.9 s
Sabtotal " W9 S L4 w8 406 L 278
. Wa WS 6.2
Total U.5.8 Requireseat WA mE MO MS A3 WS BLS a8 %13 4.6 Sl o9 IS m-: :3 : R f.ou.s
Total Yoz %4 M8 ALS M4 PS5 W0 4Le 4. %3 N0 2 “4-: ,“2': " " 0 K}
Eeuity Pupsts y o ' ) 3 M T
Total Agplication of Fnds SMB W6 6MS  6M8 B TLE S e @] BLS L,M4 MSE  BKO BMS  TES 7653 J
T i ' W9 (LMD (LIS ( 6D 0 0 0
0.5 ¢ 169.00 (3.0 489.6) € ST0) (6722 (7836 U ETLD) (1,00.D) (1,160 L3759 (1,%8.D ( 1,38, . . .
Yoan 2.4 (02 (8D (L2051 (15360 (1,960 (3,306 (2,79.9)  (HBLD (HIBD (4795.6 (4105) (5SRO 5710.2 (5080 (39%.0 ( 2,389.6)




Three Borges Joint Vesture Co.  Socrce aad Agplication of funds in sillices of U.5.8 (Y2.8 = U.5.49)

Year Ended

Source of Fuads

2IILI[TXTIAZITIN

Equity

laterest Earaed 103
Gezhuba Revenae
Three Borges Revesse
Total Internal Funds

Borroving U.S
Borroving Yean

Total Borrowing
Total Source of Fuads
Capital Expenditures
Phase | Three Gorges
U.S. Expenditeres ¢
Assual Escalation 41
Interest During Coastruction 108
Sub-total
Yoan Expenditures
Aeaual Escalation 41
laterest Doriag Coastructicn 3.61
Seb-total
Phase 2 Three Borges
U.S. Expeaditures §
Azaual Escalation 41
Iaterest Durisg Coastroction 101
Seb-total
Yaan(U.5.8) Expeaditures
Arsual Escalation 41
Iaterest Burieg Constructios 3.61
Sad-total

Total U.S. Requiresents
Total Yoas Requirements
Equity Payaeats

Total Agplication of Funds

Cash short/over
u.s.
Yoaa

.0

106.4
nr.o

8.9
8.9
3.9

(.30

a2
5.0
12.2
1.6

.8

a2
4.8
0

5420

0.0
( 208.9) ¢

0 0 N 0 R N 4

4 4 0 4 4 A 4
161 W1 B %S0 260 B8 30,0
9 0 N ] N ] 4 -8 .0

W] 70 ASD M6 Wa X090

G M3 IS 1.0 1892 1%0.3 37
w1 MmE W2 S w2 s s

M1 M9 SE3 SI96 629.4 6831 1410

B2 N0 T84 MAT 05S 909 1,010

@I Bl 69 61D (66D (65D (2.5D)

3050 3080 30564 305.0 050 3080 2050
au 3.2 3.9 66.3 81.0 %.3 it
4 15.7 1.8 Q¢ 5.8 76.1 9%.5
0.0 W9 /T 44T el e 512
3050 6.0 5.0 N80 5.0 5.0 8.0
Al 3.2 3L 66.3 81.0 %.5 127

0 M MT e 48T 43 - 5K

<
>
. .
o
o
>

4 .0 K} N} .0 .0 4

A0 0 N ] ) N .0 .
H] .0 N} N} 0 0 .0
9 N .0 0 .0 0 N

N R N ] X ] 4 .0 N

3.0 W9 BT AT Mee 4 8132
60 2L 3T 4B T 4.3 S%.8
0 0 .0 ] 0 .0 0

6761 7310 7864 M7 945 %699 1,040.0

0172 C 2.4 0 71.9 ( H6.7) (837,00 (1,080.7)
438,00 ¢ 830.6) (1,230.8) (1,660.3) (2,120.5) (2,613.3) (3,140.6)

4 0 R
. N .0
L3 M4 1Y

U 1 3 R B

A3 BB T
.7 N 0
%4 WY N

83.1 ML TN

L1154 1,280.¢ 1, %3.5

(@1 6.2 0.0

8.0 4 .0
0.2 .0 X ]
1113 .0 N ]

1.3 0 N
6.0 0 .0
1249.2 K N
1.7 0 .0

%2.9 .0 .0

KN U N I Ve N
.0 8.0 %.3
40 Ll 5.7

N e X
R X N Ve N
0 8.0 .3
I RN
Kk B - R ]
BLs  #0.1 IN.0
%29 33 4509
40 W2 ma

1,114.4  1,100.8  1,108.1

(1,290.4) (4, 111.8) ¢ 636.41

(3,704.0) (4,445.7) (5,224.8) (5,9%2.9) (5,733.3) (5,195.4) (4,316.9)

Case C 1.01

12 13 14 M)

4 -0 N} 0
N N ] 0 N
329 ¥1.8 3.4 3388

697.7  972.6 1,269.8 1,388.3
1,09.6 1,39.8 1,688 1,987.1
0 0 £ 0

.1 0 £ .0
8.1 .0 A8
1,39.9 1,991

1,788.7 1,652.8

(8.1 (.8 .80 (3.8

[} K] N 0
0 N ] R 4
0 0 40 [}
[} (] 0 4
0 0 4 ]
.0 .0 X ] [}
0 0 (] 0
0 0 4 - ]

175.0 1750 1750 1058
105.2 164 181 140.2
R N N ] .8

®.2 N4 M1 32

1756 1754 IS0 1750
105.2 164 181 140.2
47 192 1805 1N.0

3.9 4906 4836 4632

280.v2 B4 WL 32
3.9 450.6 436 S.2
W2 M2 W M2
1:110.2 1,108.6

1,132.3 1,114.9

K] N 9 0

Total

584.0
%.6
4,28.8
5,186.6
10,076.0

t’M.‘
5 962.9

1,283.3
1,39.3

1001

2,745.0
613.1
438.6

3,79.7

,745.0
613.1
5%5.2

3,813.3

1,050.0
§68.2
160.8

1,819.0

1,080.0

1,109.5

2801

5,61.7

§,741.0

1,9%9.2

14,383.9




121.4
986.6

L1148

1919.8

6.31)

891.6
8.3
al

631.5
218.5
16.3

9.2
9%6.6
0

1,919.8

R
R
840.0
K

840.0

.2

LUl

13143

2,34.3

(.50

1%8.0
4.3
.7

1,142
198.0
.3
118.6

1.1

1,143.2
L2l
.4

2'#0:

O 126.8) ( 24.2) ( S50.4)

[ °® o @
Thres Gorges Joint Veatere Co. Soarce and Application of fands in willicas of Yuzs
Year Eaded 1 2 K 4§ 3

Source of Funds

T SRTIIITIIOT

Equily 1,633.5 .0 N 0 K] .0

Taterest Earned 101 160.2 152t 109.9 .9 0 .0

Gezhuba Reveaas M0 063 WY M99 M3 M3

Three Gorges Revesse .0 .0 4 .0 K] .0
Total [aternal Funds 2,087 5384 618 6848 NM23 I
Borrovieg 0.5 .0 0 N} 40 4 12,0
Borrovisg Yaaa .0 .40 N A0 Bd Bk
Total Borroviag 0 K] K] H 0 W 1,094
Total Sowrce of funds 2,007  550.4 638 6848 1,025.7 1,8%.7
Capital Expesditures (D Q40 8D 69D 6D (6.6D)

Phase | Three Gorges

.5, Expenditures NS e 507 TH2 O 9.0 7023
hansal Escatation 41 1.3 18.3 6.8 148 1408  185.1
(sterest During Comstroction 101 4 .0 N} 0 K} 11.3
Seb-total B2 U7 S 890 7898 8999
Toan Expenditures 3.8 34 ST M2 9.0 7023
Aenual Escatation 41 1.3 18.3 63.8 1248 148 185.1
[aterest During Coastrection 3.61 .0 N] K] .4 0 2.2
Seb-total B2 M7 TS 8590 7898 930.6

Phase 2 Three Gorges

U.S. Expenditares ¢ 0 0 .0 0 .0 .0
Asnual Escalation 43 .0 0 0 .0 0 0
latorest Buriog Coastraction 101 0 0 .0 .0 0 .0
Scir-total .0 0 0 0 0 .0
Yoan(4.5.9) Expenditures .0 .0 .0 0 0 .0
Asaual Escalatios 41 .0 0 £ X} 0 .0
Interest Buring Coastroction 3.61 .0 .8 .0 N} .0 K]
Se-total .0 .0 .0 .0 .0 .0
Total U.S. Requirements B ALY OTES 8500 7898 8999
Total Yoas Requircesats 2 MLT TS 850 7898 930.6
Eqity Payneats 0 0 .0 0 0 .0
Total Agplicatios of Funds 66.4 4834 1,149.0 1,718.0 1,979.6 1,830.5
Cash short/over
u.s. 17623 1,679 1,28.3 3842
Yoas 4.8 94 M8

1697 ( 283.4) (1,214.0) (2,200.6) (3,410.D)

s
40
R

YRR TR
0.0
Ve st
WSS
L34 1,508
L2 2,09.3
27106 2,04
@ @
B8 65
%S 88
%09 180
LUL2 1483
#1875
M5 488
1.0 2195
L3 1,508
)
P
A0
0
PR
PR
PR
0
LU 1,493
L3 1,510.0
40
2705 2,901

(1,000.2) (1,518.4) (1,887.2) ( 1,788.9) (
(6,315.8) (7,730.6) (10,636.8) (13, 710.1) (15,574.8) (15;347.3) (13,803,

(4,805.0)

#9.0

34.5
14148

1,783.3
2,733

(7.00)

T4.8
Wl.4
1716
1,317.8
4.0
1.4
2%8.6

154148

90
1,317.8
1,414.9

0

A

.0

N ]
988.1
631.8
1,63%.9

N
2,%66.2

2,966.2
4,606.1

811

861.9
b A
162.6

1,441.6
861.9
St
g

1,757

1,341.6

1,7190.7

1,215.5

4,%7.8

)
0
1,09.8
1,3%0.8

2306

0
3,020.9

3,020.9
54113

(.50

19.0
0.7
.1
L4
198.0
330.7
467
1,805.4
1,401.4
1,805.4
1,215.3

4,42.3

9.1

.0
K]
1,072.4
L1319
32043

N ]
1,856.9

1,85%.9
5,061.2

" 16,80

3.5
4.9
0
1,282.4
3.5
7. R}
.2
1,198.6
1,282.4
1,196
1,215.5

42615

13

410&.7

(5.30)

3.2
48.2
.0

1,083.4
585.2
468.2
3.3

1,38.7

1,083.4

1,586.7

1,25.3

3,855.6

.0

o

Case C1.02 ¥

1% "
0 K}

0 .0

L1628 1,118

3,88.8  4,846.8

5,036 6,018.6

.0 .0

K 0

.0 .
5,036 6,018.6
TR X |
.0 0

.0 .

.0 .0

0 .0

.0 0

0 .0

.0 .0

0 0
X I X
as Bl
.0 .0
0.3 15
e M4
as ml
a7 62
LAT60 1,101.3
0.3 154
LI6.0  1,100.3
LUSS 1,255
24618 JMLY
.0 0

5) (10,826.8)

Total

16355
497.1
14,315.3
15,826.4
,24.3

1,807.2
15,5747

17,4619
49,6%.2

1001

6,820.2
2,228
4.0

9338

6,820.2
L1328
892.4

934

3,819.8
2,851 -
5.3

6,870.2
3,019.8
2,815.1
2,778.8
$4137
16,409.0
19,3591
1,28.0

43,061.1



Three Borges Joint Veatore Co.  Sowrce and Application of funds in willions of dollars 1¥2.8 = U.8.8) Case £1.02 8

Year Ended

Source of Funds

Euity . . . . . ) i P R . . I 4 s
Iaterest Earned 103 3 . . . . . K] . . .0 0 163.3
Sezhuba Revenue . . . . ) %0 453 485 S11NE
Threo Gorges Revenss . . . . ) , %0 LB LNBLO 56823
Total Ioteraal Funds WA IM4 2.4 M6 KL 262 WG W0 g zS4 3R S BLE LI LD LSO 2065 1513
Boeracing U.5 - +0 40 A0 63 65 183 g5y 52 1306 .0 2 ) CRE Y]
Sorroviag Yo N 4 . 4102 I N4 A0S g6 96 553 1,084 L0789 6632 K} N A 5524
Total Borroviay K} N} ] 4002 L6 WY M08 gsse T4 B3 LS4 LU 682 K} K} 4 6% |
Total Source of Funds MLE U904 24 M6 MED 65O 686 B8 geq 1,090  975.8  LEAS.O LI LEOLE LS K90 1445 1T, 406
Capital Expenditures (LID Q4D 8D 69D 61D 66D G 2 gn @) oD @D 8 @8 G Wi QD 1001
Phase | Three Gorges
0.5, Expesditures 6 L4 798 124 %22 BA B0 M6 M0 38 ALE 2660 0 ] .2 X} .0 S 2,4%.8
Meswal Escalation 4 S &S 28 ME %3 65 O 1052 1302 M6 M4 X 20 .0 ] 0 .0 1974
Interest during Constroction 103 .0 §) .0 ] 0 41 83 &l ms @3 6L N} .0 N} K} N} 0 1.5
Sei-total 1.9 863 W52 68 M1 14 BT KT 4l 5105 406 K} B “ 0 4 UL
Taaa Expesditures e 18 M W22 WA 2308 410 BS0 ne LG 266.0 0 .0 &0 N} N 4 2450
fanal Excalatios 43 S BSR4 N3 86 RO 1052 3.2 149.6 ML N} K} .0 20 K} N} 9.4
Interest Quring Coastruction 3.61 ] . .0 X} IS A B VX 596 B4 %9 ] i) X} ] K] I X
Sub-total 9 B3 M52 6.8 2820 34 M4 WS 4pp 519.6 5.3 .0 ] ] K} ] Q40 3819
Phase 2 Three Gorges
B.5. Expenditures § .0 0 K} 4. ) K} N 8 .0 0 0.8 A0 B4 W0 L8 130 132
Mesaal Escalation 41 0 4 4 0 N ] 0 0 4 K 0 1T 185 1889 1612 ML 1%0 1,05
Interest During Comstraction 101 .0 K] .0 .0 K I | N ] K] 0 0 .0 5.1 2.0 .0 .0 0 .0 4.0
Sab-total ' .0 N} 0 0 0 N 0 .8 * 0 B S5 505 M3 We2 00 2.0 2,486
Yuaa 0.5.5) Expenditures AR T R I S T O 4 .0 W W0 TR N0 UL0 130 1,342
desual Excalation 41 S . A S .0 .6 g7 185 189 162 WAL 160 L0054
Toterest Burieq Coastroction 3.63 ' .8 0 .0 0 .0 N} .0 .0 0 0 0 1me e 193 105 LY 1M 4
‘ Sab-total K} .0 K K ] .0 .0 N} .0 .0 4 EBJ M 606 867 49 33 33620
| Total 0.5. Requiresents L9 863 252 68 ML RLG MI KB gy 5105 0.6 SH.E S0 M3 I I 290 GE8d
‘ Tatal Yuaa Requireosats 9 W3 W2 68 Ml X4 34 4RSS 4e S96 S 683 BMB 606 S6T Bl 303 GBI
| Equity Payseats 0 .0 0 .0 0 0 K] 0 b X} OSSO < N SR " N <% SR | N G 1 X
| Total Application of Funds COAT 6 0.4 6136 S 6538 6856 BB oe0 [,050.0 9.9 L6 LS4 L0 LI L,ME6 L84 1510
Cash short/over : ,
b.s. 4.9 WY ALy GO0 S 0190 (my LD (LD ( BB (2.6 ] .0 0 ] ]

Tue HE 14 I3 BE O LD O 6 O T80 (LGS (g, 716.0) (2,255.6) (2,760.9) ( 3,820.3) ( 4899.2) ( 5,562.4) ( 5, 81L.D) ( 4529.8) ( 3,866.1) ¥



ANNEX B

SOURCE AND APPLICATION OF FUNDS - CASE STUDIES OF THE
GEHE YAN WATER CONTROL PROJECT



SOURCE 0 FLNDS

Electricity Sales

Chinese Equity

Interest Earned 81
Foreiga Equity

Interest Earned 101
Borroving Yuaa

Borrowieg Foreiga Currency

Total Source of Funds

APPLICATION OF FUIDS

Cagital Expenditures

Foreiga Carreacy Eipenditores
Annual Escalatios 61
Interest duriag const. 101

Szb-total

Yaan Expenditures

Aansal Escalation 61
Interest during coast. 3.61

Sub-total

Total Project Cost

Cash Short/Over Cusulative
Loas Foreiga Carreery
Loan Yuaa Correary

GEHE YA JOINT VENTURE (0. SOUBCE AKD APPLICATION OF FUNES I MILLIONS 0F Yisa

Case Al

! ? 3 § 6 8 9 10

X' .0 0 .0 .0 ) 0 M M WL
0 X o 0 .0 0 .0 .0 X' N
N X' (") .0 .0 0 0 0 00 00
X 0 .0 0 .0 .0 .0 0 1] 00
.0 0 .0 .0 ) .0 .0 % 0 0
1.8 1M 5.8 %.39 113,95 19848 215.03 20176 %4.00 9.65
8.66 16.42 8.9 747 18M 0 mn B WMB 8.4 0
B NG BB IS BLY O QLA e 68 %65 e
1.64 12.% A.42 16.11 9.8 124 13270 AT R VIR 6.9
.3 1.18 1.3 164 IR 50.07 6113 75.43 81.47 4.7
N 2.2 4.9 1.42 19.97 0.2 £3.62 R ] 9.9 £3.00
8.66 16.42 AN M1 M mT B wa  wy mum
16.68  108.%  19.9 £0.48 07 143 123.60 1683.52 n.u 1.3
R .89 .09 13.69 21,68 ®.9 $6.88 56.68 n.n 5.4
W6l .9 13.08 16.22 20.18 .08 W5 41.5 “e %.%
1.8 IBM 5.8 0.9 139 198.4@ 508 201.76 U0 1.6
B4 N4 XB LB KLY an M 5.9 3.5 2.4
(868 2508 544D ( BLEA [ 29,68 ( 442.41) ( 639.88)  { 1,004.09) (1,030.26) { 913.0D
OI8O 140.82) ( 376.66) (  467.05) ( 58.00) 1 779.48) ( 98450  ( 1,4%.20) ( 1,290.20) ( 1,349.92)

Total

$91.36
.
.00
0
.00
11349.92
1,033.26

2,944

e
2.4
407.46
154,43
838.93
%109
249.9%

1,39.92

2,843



GEME YA JOINT VENTURE CO. SOURCE AD APPLICATION OF FUBDS : [ NILLIONS OF VUAM CASE B.101
SOURCE O0F FBES 1 2 3 4 b 1 1. 8 9 10 Total
Electricity Sales N 00 00 00 .00 00 N 00 174.93 204,64 .5

Chinese liquity 1.5 752

Taterest Earaed 81 1.8 9.59 00 .00 00 .00 00 00 .00 .00 7.2

Foreiga Equity N o n.n

Interest Earned 101 .13 6.43 4.83 3.12 .00 .00 00 .00 00 .00 1.3

Borrowing Yuan ‘ 00 0 %.71 8.2 103.52  18.67  203.88  IN.16 8198 4.2 91,39

Borrowing Foreiga Curreacy 00 .00 .00 .00 92.18 209.98 23.43 %8.80 120,52 .00 9549

Total Source of Funds ' LG 16.02 101,33 <X} 195.70 397.65 H1.2% 48.% ne 5164 2,691.00

APPLICATION GF FUNDS

Capital Expenditures 3 :

Foreign Currency Expenditures 1.4 12.% 2A.12 16.11 90.86 122.4 .70 131.52 {20 63.98 14,5
Asoual Escalation 61 ) 1.18 in .64 nau 5007 61.13 .42 81.47 .18 x4
Interest During Comst. 101 . 0 .00 .00 00 8.38 2.4 49.60 75.85 8.81 8.5 .61
Seb-total 1.8 1414 #.4 19.75 126.45 209.9% M3.43 2.80 295.45 2.1 1,438
Yean Expenditures 16.68 108.26 192.57 60.48 .12 124,43 123.60 103.52 9.4 1.8 83,92
Masual Escalation 61 K] 9.89 .19 13.69 21.6% .97 56.68 56.68 19.23 5.42 261.09
Isterest During Coast. 3.51 .00 00 3.3 6.15 9.75 16.27 8.3 2.% 3.8 kN 156,10
Seb-total 117 118,15 .12 80.32 103.52 187.67 203.83 190,16 91.98 2.0 1,256.12
Total Project Cost XM 1B 250.% 100,07 m.9 397.6% “1.% 478,95 mne 28,41 2,680.7%

Cash Short/Over Cusuiative :
Loaa Foreiga Currency 78.43 n.72 5.91. U2 0 B N6 (.58 (83439 (49D ( BLH)
Loan Voan Carreecy 2198 1840 (%D 17,03 (280,55 ( 48.2) (672,05 ( 862 ( HAID ( NI




GEHE YAN JOINT VEMTURE CO. SOURCE AKD APPLICATION OF FIADS : Il NILLIONS OF vuaN

SOURCE OF FLB5

Etectricity Sales

Chinese Equity

lnterest Earaed 81
Foreiga Equity

Interest Earaed 102
Borroviag Yuan

Borroviag Foreign Curreacy

Tota! Source of Funds

APPLICATION OF FUADS

Capital Expenditores

Foreign Currency Expenditures
Anngat Escalatioa 61

Interest During Const. 101

Seb-total
Yoan Expenditures
Aanaa! Escalation 62

Interest During Coast. 3.6%

Sch-total

Total Project Cost

Cash Short/Over Cusulative
Loan Foreign Currency
Loan Yuae Carreacy

o o o ® ®
CASE B.102
i 2 3 ’ s 5 ; 8 9 10 Total
™ ™ » " 0 0 ® M M0 AL% 271:
m.a ‘
. 1.
e % . 0 ™ 0 w0 9 % 279 2117
3.0 i -
.13 5.4 4.6 3.12 00 2000 .0 -0 x.] -0 21.30
.00 S %I B.: 10352 186 03m 1N.6 BB 420 9L
.00 .00 .00 0 8 9% 34 8880 12 M 865
WS 1602 0.8 8.4 19570 NLES WL A% BB k56 7M.
164 12% 2 160 .86 IR4 10 1S LD 6H 0 TH
2 118 K 6 nA 00T 6L R R T A% B X 1]
® 0 .00 ) 8.3 241 9s TS 7% MM .60
8 W M IRTS . 16.45 0 20998 20,8 288.80 2560 1M 1,9
16.60 1088 1925 6048 7212 148 1860 1008 BH (X - X
.9 9.8 MI9 1369 A6 69 %688 %68 1.2 .0 BLe
.00 .00 2.% 8.18 oS 6M A’ B RA W 1510
7 Hels  mea2 R 1035 6Le 238 N6 8L LN 125612
TAM B 5% 100,07 7997 NLES  WIL% 4TS LS ZEE 265500
BT N S0 W SLIB (WU ( S5 (8439 ( BESN ( T0LT4)
BLA 4 ( %ID (770D ( BOSH ( 468.2) ( 67205 ( 822D ( %19 (9139




GEKE VAN JBINT VENTURE CD. SOURCE AND APPLICATION OF FUNDS : I WILLIONS OF YuM

SOURCE OF FaRS

Electricity Sales

Chinese Equity

Interest Earaed 81
Foreiga Equity

Interest Earaed 101
Borroving Yoan

Borroving Foreign Currency

Total Soarce of Funds

APPLICATION OF FLOOS

Cagital Expenditures

Foreign Carreacy Expeaditures
Aanua) Escalation 61
Iaterest Doring Coast. 101

Seb-total

Yuae Expeaditures

Aansal Escalation 61
Iaterest During Const. 3.61

Seb-total

Total Project Cost

Cash Short/Over Cusulative
toan Foreign Carreaty
Leas Vaaa Curreacy

CASE B.103

1 2 3 4 5 6 1 8 9 10 Tota)
00 00 00 00 0 00 00 00 34 AL 591,36
150'34 . . . . . . o
TR Y ) 00 00 00 0 % 00 H M
.59 1.5
kR 2.08 00 0 X'} 00 0 .00 0 0 5.5
.00 SN B 877 L0 19137 0066 19413 8.09 S L1139
.0 .00 L7 0.9 IRM 0 A6 0.4 %52 20.69 00 .9
242.40 482 1.6 10567 2933 0072 45800 4.6 380.18 9.2 28624
1.64 12.% 2A.12 16.11 9.8 1244 100 . LR 12n 5.9 .9
.n 1.18 1R 364 a2 .07 61,13 75.43 8147 @n 5241
.00 .00 16 215 (TRY] 1.4 56.61 8.5 85.45 13.61 49.63
1.81 14.14 24.60 2.9 13224 2635 20.4 26,52 2409 188.4  1,446.60
16.68  108.% 19257 £0.48 42 148 1R800 103,52 8.% .3 838.93
X 9.89 30.19 1368 2.65 ®.9 5.8 5.68 5.3 5.4 2%0.09
.00 .00 6.69 9.60 1.2 19.97 748 B %.9 1.1 186.3
147 LIS 2948 8.7 0.9 193 1.6 1%.03 85.09 S 1,263
4.6 1 BLS 10567 .3 WL 4810 065 M N 2,129
.89 28 (LI C B8 (159 (N2 C 2N ( 99.2) ( 69.9) ( 810.40)
152.4 06 (19239 (2615 ( 33,20 ( 460 (7821 (976,400 ( 1,062.49) ( 1,113.99)



GEME AN JBINT VENTURE C0. SOURCE ASD APPLICATICH OF FUYDS : I NILLIONS CF YuAN CASE B. 104

SOURCE- OF FLAES ! 2 3 4 3 6 7 8 9 10 Total
Electricity Sales .00 .00 .00 .00 .00 .00 60 .09 m.& 31.% 0.3

Chinese Equity 1L ) 1152

Interest Earned 81 12.63 9.5% 00 .00 .00 .00 00 .00 00 00 n.u

foreiga Equity i Y] A

Interest Earned 107 1.1 6.43 4.6 an .00 .00 £ 00 00 .00 A3

Borrowing Yoas' .00 NN % /R % SN T K ST XY B X R NUNN % T R
Borroving Foreign Curreacy .00 00 .00 .00 $0.5 204.35 me LU .00 00 199.98
Tokal Source of Funds U145 .02 0L B4 1902 9202 G606 6237 /5B XL 200
APPLICATION OF QS

Capital Expenditures

Foreiga Carrency Expenditares 1.64 12.% 1611 .8 DM R LR LT S8 N
Magal Escalation 61 .2 1.18 un XTI B ) .00 §L13 T3 8L .7 3
Interest during Const. &1 .00 .00 .00 .00 620 M BH  NB 0 KNe 47 Mm%
Sab-total 8 WM M4 B 1T WS me B LM [N
Yaaa Expeaditures 1668 1082 19257 0.8 T212 1N43 060 1352 B P B K
Mosai Escalation 61 X] .09 0.1 3.6 2.6 %9 %8 % 1.8 5.0 %Lo
Interest Quriag Const. 2.61 o0 .0 1% 6.15 L Y BBl A% 8 W 156.10
Sab-total 147 Ma4S 2642 B 10392 1967 2080 19046 813 40 L2512

Total Project Cost 0.4 1.8 50.5% 100.07 . 392,02 436.76 @3 kR M4 2,38.08

Cash Short/Over Cumulative )
Loan Foreiga Correacy 78.43 10,712 50.91 2 (0 90,50 ( 29485 ( 2170 (. 19.98) (900 ( 639.12)
Loan Yoen Carreacy 0.9 19,40 ( %D 177,03 ( 280.59) ( 468.22) ( 672,09) ( 862,20 { 944.19) ( 99.29)
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PUFSRe T —

GEHE YA JOINT VENTLRE CO. SORCE AD APFLICATION OF FUIDS : [N WILLIONS OF YuAR

SOURCE OF FUIS

Electricity Sales
Chinese Equity

- Interest Earaed 81

foreiga Equity

Interest Earned 101
Borroviag Yuaa

Borroviag Foreign Currency -

Total Soarce of Funds

APPLICATION OF FLODS

Capital Expenditures

Foreign Correacy Expenditures
Anayal Escalation 61

[aterest During Const. 122

- Seb-total

Yaan Expenditures
Anaual Escalation 61
Interest Dering Const. 3.61

Sab-total

fotal Project Cost

Cash Short/Over Cusulative
Loaa Foreiga Carrency
Loan Yuen Curreecy

CASE B.105
1 2 3 4 5 6 1 [} 9 10 Totat
-0 0 .00 .00 R -0 .08 M M0 A% 591,36
.52 ' 1.8
11.63 9.59 0 X' 00 .00 00 .0 0 .00 2.2
n.17 n.7
.13 6.43 4.63 312 .00 00 .00 .00 .00 .00 0%
00 .00 %.71 0.2 10352 182,67 2038 116 81.99 .20 9.9
.0 00 00 K] 9.8 5.6 23 X616 3.8 .00 .7
KR 602 0.3 8.4 1937 W3LH 4807 49632 /N X6 2,87
164 12.% 1 16.11 %.8 1.4 130 s 1w 65.98 14.9
¥ ] 1.18 in 3.64 .2 50.07 81,13 75.43 8.4 8.0 8247
0 5 00 0 10.06 .16 ®e B %.62 0.8 mna
1.9 M4 N 9.5 183 A58 2.3 606 526 19860 144D
1668 1003 1.9 60.48 mR 144 1860 10052 8.4 .3 838.93
K] .89 .19 13.69 .65 %.97 .89 5.6 9.3 5.42 %1.09
0 0 1% 6.1 .75 16,27 ns 0% n. u.6 15610
7.7 11815 2612 0.2 10352 1867 2383 190.16 81.%8 a0 LB
B0 122 0.5 10007 BLE LM 4807 R WM 458 2703
0.4 0.1 50.91 T BED (NS ( HAIE ¢ BRI ( NLIN (824D
ALE 184 %I 1T ( 805 ( 40.2) (6109 ( 862.21) ( 419 ( B3



GEME VAN JOINT VENTWRE C0. SOURCE WD APPLICATION GF FUIDS : 1§ MILLIONS OF YUR ) ' CASE D.106
SOURCE 0F FUDS 1 2 3 4 .5 § ! 8 9 10 Total
Electricity Sales 0 0 0 .0 ) .00 ® 0 ML ALK ;;;:
Chinese Equity 281,52 ® ® ® 7.2
Interest Earned 81 . 17.83 9.9 .00 08 08 08 K ' * St 79' 1
Foreiga Equity n.u : :
Interest Earned 101 .13 6.4 4.6 an .00 .00 .00 00 0 N
Dorroviag Yaan % 00 100,81 8.7 163 MM WAL 30 BLE 10305 1,29.00
Borroviag Foreiga Currency .00 .00 .00 .00 92.18 9.98 M43.43  2%88.80 12,20 .00 846.59
Total Soarce of Fusds UL 1602 10564 A 8.5 4R 0 SN WM L0 Jots
APLICATION OF FUABS

Capital Expenditures :

Foreiga Carrency Expeaditares X7 X S R 1511 %.8 IR 170 3R 1L 58 THS
Mngal Escalation 61 .4 1.18 K7} M naAa 0 N0 sl T . L @n 1|
Interest During Coust. 101 X .00 0 .00 8338 U4 W& e J6%  6M 3060
Scb-totat X B TR U X TS 1645 099 20.3 80.80  285.60 %01 1,87
Yaan Expeoditures ' 1668  100.% 1925 604 7212 (M43 1260 10352 0 LM XK ]
fnual Escalation 61 4 989 30.19 1.6 285 69 %8 %8 183 s %L
Iaterest During Const. 61 X .0 1.4 oo 28  BM S8 e R&E %X W\
Scb-total 47 1e1s 2en 8.7 1633 29.4 2601 7.0 13LED 10305 14BN
Total Project Cost B IRD K6 LR MLB 4952 M LW LM M6 2,803

Cash Short/Qver Cusalative
Loan Foreign Curreacy 18,4 10.72 50.91 2 (0 918 ( W16 ( M5.58) | g9 ( 46,59 (70174
Loas Yean Carreecy 1.9 10.40 ¢ 100.81) ( 188.98) € 305.3D) ( 514,900 € TSLOD (  984.t) { t,115.9) ( 1,219.00)




GEHE YAN JOINT VENTURE.CO. SOURCE AKD APPLICATION OF FUMDS : IN HILLIGNS OF Yl CaSE B.107
SOURCE OF FlR0S 1 2 k] 4 5 6 1 9 9 10 Total
“ Electricity Sales .00 .00 .00 .00 0 0 .0 W e L% 9.3
Chinese Equity m.13 m.13
Interest Earned 81 N TN 00 .09 .00 .00 0 » 00 .00 .9
Foreign Equity 91.0¢ ) 91.0¢
Interest Earned 101 8.2 1.9 32 3.58 00 .00 .00 .00 00 ] U
Borroving.Yuan 00 00 tiL2 7.3 119.04 215.82 .4 6.8 .28 H.A  1,140.10
Borrowing Foreign Currency .00 .00 00 00 125.12 2%2.9 303.00 %97 87,14 .00 14135.39
Total Source of Funds 392.64 18.42 116.54 9.9 2416 478.32 3.4 §76.2% .82 nu 3,286.81
APPLICATION OF FLIDS
Capital Expeaditures a
Foreign Curreacy Expenditures . 14.90 U.9 18.52 104,49 152.30 152,61 158.15 146,25 15.87 8%.16
Mnoual Escalation 61 2 1.3% 3.8 4«19 i.9 7.9 10.29 86.75 93.69 %.11 5.4
Isterest During Const. 101 00 - .00 00 00 9.64 A9 57.0¢ 7.8 92.61 B2 %13
Sab-total ’ : 9.08 16,26 A.10 n.n 145.42 1.4 .4 312.13 k8] it -] 1,622.97
Yaan Expenditares 19.18 124.49 1.4 69.55 2.9 143.09 142,14 119.04 Hu 8.« 4.1
Maual Escalatioa 61 3% 11.38 u.n 15.74 U9 .02 65,41 85.19 /81 6.2¢ 300,27
Interest During Cosst, 3.61 .00 .00 .86 La 12 1671 %.86 M4 nn .62 119,92
-Sgb-total 19.74 135.97 2%0.8 92.36 119.04 15.82 .4 218.68 .28 “a 1,44.32
Total Project Cost , BN IS WA NS0T X4 LD SIeM S B B8 KN

Cash Short/Over Cusulative .
Loan Foreign Carreacy 90.19 1% 7] 8.4 30,42 (106,000 ( AUTAD ( 627.40) ( 959.53) (1,018.68) ( 915.97)
Loas Yuan Curreacy M. MO8 O HL2ZD) ( 200.59) ( 22,63 ( 538.45) ( 772.89) ( 931.54) ( 1,085.8D) ( 1,140.10)




GEHE YAM JOINT VENTURE CO. SOIRCE AND APPLECATION OF FLSEDS : I RILLIONS OF YuMe

SOURCE OF FUIES

Electricity Sales

Chinese Equity

“Interest Earaed 81
Foreign Equity

Interest Earaed 101
Borroving Yuas

Borroving Foreiga Curreacy

Total Soarce of Funds

Capital Expeaditares

Foreign Currency Expenditures
hoaual Escalation 63
Interest During Const, 101

Sub-total

Yuan Expenditures

Anoal Escalation 63
[aterest During Const, 3,62

Sub-total

Total Project Cost

Cash Short/Over (umalative
Loan Foreign Curreacy
Loan Yuan Currency

CASE C1.01
1 ? 3 4 5 § 7 8 Total
0 .0 .00 .00 00 00 2009 LS 52.45
ani 7.5
11.00 .00 .00 .00 00 - 00 .00 00 11,00
1.4 nA
6.51 an .0 .0 .00 .00 .00 .00 (0.4
L0 BLY UBTE 10.82  185.03  199.88  T0.4 4.9 8%.56
0 CRE X X B X TR /[ TR TS £ T
A 6N U M el ;e 34 3L 2,518
& S BT U2A M3 M L% s e
4 w9 85 B4 4.3 S LM 3pm Ml
% 0 3 .60 488 6.3 0.8 5.8 %LE
WO WD N IS0 Mt MA@ LN
.08 - 286 %60 MY 1B 154 AN s eme
2.9 I IS® 2B BN 4.6 1.8 661 I
.00 a8 £.% 1Y N0 XY AL WIS 105
8.9 200 NAI6  190.82  185.03  19.8 0.5 9.9 L4508
602 %8 A6 MLB QLK LT BN (B4 2,302
M6 09 (S UG ( 450.43) ( TRED ( T ( §%.33)
1498 ¢ BLSD (2030 ( IO ( T6AD ( TIRM) ( B46.58) ( 8%.56)




® - , ~ ANNEX C

THE LAW OF THE PEOPLE'S REPUBLIC OF CHINA ON
JOINT VENTURES USING CHINESE AND FOREIGN INVESTMENT
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THE LAW OF THE PEOPLE'S REPUBLIC OF CHINA ON .- o

Y K AR L o

or, thin‘a.'; ;

' ;;Ircsidcjn((‘;)f the chiéfch‘ginc"er.ﬁ_(hye ‘treasurer and -

ditect channels of its aisociated agencies

i . . JOI‘NT VENTURES USING CHINESE AND FOREIGN INVESTMEN“I;_ the :udilo'r»x as well as their functions and powers . foreign: trade rslabliiﬁrh"erfu,llil ‘products miy
i : ; . . , - i and theie rémuneration, ece. - Lo oL .- " also be distributed on the Chinesé market..
Approved on July 1, 1979 by-the Fifh N"f’qndl»people :Cor}grcxs el L The. president and- vice'li)relidcvit(l) (or the.. ! . Wheréver necessary, a j.oinl,'vcnturc.‘-lt'fu‘y" set
: of the People "‘RCP“H"C_ of China at its Secord Se”f"" ST “‘gcncul manager and assistant ‘genéral manager(s) . “ap affilisted agencies outside China. ;. o
LR . .. ST : " . R o in":a ‘lf:'ctdry) shall be chosen from the various " - R o Ty ,"’7 [P
- B ’ * T L - R T N L pzr(iu‘m-thcjoin!vénturc. . P C Ardicle 107« Thenet ;irbﬁ(’:which‘-arforeigﬂ
| e L ST T - R L . e o ’ . Procedures covering the’ emplo);me_n( and participant ¢cceives a5 his ‘share after executing- :
- " Article .1 {Wilh a view to expanding. ir!\tc(- . registered capital shall be effected only withthe '# .. > | "7 discharge of the workers and”stalf meinbers 6f 37« his “obligations” under the  pertinent laws and
o national economic cooperation and technological:; ' consent of the other parties to the venture, 5. - = joint venture shall be stipulated according 1o’ law | (agreements, and ¢ontracts, ‘the funds. he feceives: . i
exchange, the Péople’s Republic of China permits A N AT 7. in the “agréement or contract concluded between . "3t the tife when the joint venture téiminates or -
- forcign companies, enterprises, other economic = Article 57 Each party to s joint. venture, " ~the parties to the venture. . aioe et . windsaup its operations, and his othei funds may -
: - entities” or individuals (hereinafter referred to as ' o omay contxivbutc. cash,. tapital goods,‘_i:idustriil B SR AT . be temiitted abroad fhroﬁgh the Bank™ of China
" “foreign participants’’) to incorporate themselves;” =+ .property rights, etc., as its investment in the T2 Article 7 The et profit-of a joint veaturé., Lin accordance with thé foreign!exchange regu- .
, within the territory of the People's Republic of - venture. SR o . e 3 L0 shall b distributed between. ‘the_ parties to the ’ tions and in"the currency or currencies specificd
i ' China, into joift venrures with' Chinese. com- . ... The technology “or. equipment- contribute venture. in; proportion to ‘their respective [shares: the contracts concernirig the joint venture.
“U 7 panies, enterprises or other. cconomic cntities - bY any-foreign participant as. investment shall be: ~ . in the registered capital , after ‘the payment, of A foreign. participant shall teceive encourage:
Tu .+ (hercinafter refefred to as “Chinese participants™) = truly advanced ;and appropriate to China's needs. ;" joint venture income tax on {fs gross profit pur-- yments for depositing in the Bank g_((;ﬁinn any part.
. ... . on the principle of equality and mutual benefic” ~ .In cases ot'»'losm }'c':aus'efi by deception tbrou.gh, ‘suant to the tax laws of the Péople’s Republic of = ‘of the foreign -exchange: which”heis entitled o, -
. . .and subject to; authorization by the Chinese the international provision” of outdated ‘equip-” .. "China and after the deductions thetefrom as stipu-  “reditit dbroad. " : v v
"% 'Government. - . o o ment or technology, compensation shall be paid . ~ lated in th€articles of association of thé venture fore - ol 0l
oo R RO " . for the losses. : S 71 the reserve funds, the bonus .and: welfare funds . ' riés", o1
AT Article'2 The Chinei'cGovtfnﬁlcnt,piotfcls. " .. The investment contributed bx'..'.a‘.Chin'eie‘-. “..for the. workers and staff members arid the ex- 2. Jegitimate” incomé-earned by . 'foreign worker or -
by the legislation in force, the resources invested p.uticipam may include the. right to the:uge of 3~ | pansion funds of the venture. P - staffl member of a joint. venture, aftér payment
o by a foreign participant in a joint venture and the -, site provided _for the joint venture *during RLUE .-A joint vén:ure.;equipp‘edf._'wi(h“{up-todne" . ‘.of_;(heyer’sd_nal-incomc tax’under the (a*rl‘zwl of i
: ' profits due " him pursuant to the agreements,~. period of its operation. In case such acomribu(ion“ﬁ s e chnology by*world standards may apply for 2’ the People's Republic_of, Chin:.l'rpay be remitted
: _‘contracts and ,hiclc, of association authorized  :~ .80es not constitute a part of the investment from™. > ¢ teduction of . of exemption ‘from. income. ux . ¢ abroad through the Bank of China in_lEcorda_nc_e__
by the Chinese Government as well as his other ‘the Chinese participant, the joint venture shall piy fpr_.'(he_rui‘('r'wp to three profit making years. s o oy -with,the fércign'cxchange-rcg'ula_u:_uns;.' i A
lawful rights and interests.”. "« ' - . the Chinese Government for its usé. ' R v A-foreign ‘participant- who reinvests dny o [ e e A b
All the activities of o joint Venture shall be,:, -, _The various contributions referred 10 in ‘the - . W 'part .of his share of the. net profic Within Chinese * 12 ,.35‘TheAc'on‘tr‘ic("p‘:i'i'o‘dioﬁ'a joint'™

1.

Y governed by the laws, decrees and pertinent rules 1.1 present article shall be specified in the contracts’
and regulations of the People's Republic of China. ,  concerning the joint venture or i its articles of
N . C ., association, and the valué of each contiibution
Asticle 3 A joint venture shall apply to the:' | (excluding that of the site) shall be ascertained by
Forcign Investment Commission of the People's the parties_to_the venture through joint .assess- o

‘véntuie may .be agreed upon beiween the partics’
“to the venture according to its partizular line of
S © e .e. buiiness and circurstances. ‘The: period :fay “be -
. iAftiele 8 JTA - joint’ ventare shall open an 13c’x!cndcd» upon expiration” through' igreemeént .*
account ‘with the Bank of Chini or a bank ip- . between - the parties, subject to_authorization

~

" tertitory ,may'apply for the restitution .of: a part.; -
-5of the income taxes paid. = . ¢ Lyt

i

Republic of China for authorization of the agree-  “ment, : . o ) R - i ‘proved by the Bank of China. el I by -the Foreign Investment Commission of the
ments and contracts concluded between the . S R fia o . A joint venture shall .conduct its. foreign ‘ex--» People’s Republic of China. Any application for-
parties to the venture and the articles of associa- - Article 67 A joint venture shall have a board- . change ‘tradisactions in accordance ‘with' the =" such cxtension shall be made six months before
tion of the venture formulated by them, and the of directors with a composition stipulated in the Foreign" Exchange Regulations ‘of the. People's " ! the éxpiration-of the contract. ..t
commission shall authorize or ‘reject these docu- contracts and the asticles of association after con- - Republic of China. L R P T Y S
ments within three months. When authorized, the . sultation between the parties to the venture, and "7 A joint venture may, in jts” busineil .opera.” : Article 13" 1h ‘eases of heav;'f’,loii'éi. the
v joint venture shall vegister with the General  fach director shall be appointed or removed by h_i‘.,‘ . " i tions, obtain funds from foreign banks direcely. . . filluve of any pirty t6_a joint vénture to execute, -
“i. 0« " Administration for Industry and Commierce of the ° - fown side. Thc board of directors shall have a chair- "~ . .. The insurances appropriate to a joint venture -ifs’ obligations under the contricts or the articles
People’s ‘Republic of China and start operations .. Man appointed by ‘the Chinese participant ?“d % )., shall be furnished by Chinese insurance companics. - of aisociation :of the venture, force majeurce; etc.,
under licence. | . v . .. " one ortwovice<chsitmen appointed by the foreign S oL . . oL ’p}ior to the c‘xph;:ioh of the contract pefiod of a
R Coe S - .- participant(s). !n handling an important problem. Sl st Artices 9 The production: - and business 7 joint Vc;l-(ure,.'m’ay‘ fesiilt in _términation of the
’ ‘Althid: 4 :\ joint venture sl;ail‘ take the - the bmrd. of directors 'hf”.r"d' d“i‘io." d}rot.:gh " plogrammes of a joint venture shall be filed with " _contract ‘before the date’ of'expinti‘on by con.
=t Ao ‘ . ‘consultation by the participants on the principle - :the auchorities , concerned and shall ‘be imple:” iultation” and’ apreen b n the ‘partics and .
form of a limited liability company. ., . of equality and mutual benefit . A e doh b N Tpics, . iulationTan -agreement between the ‘parties |
- In the registered capital of a joint venture, the : The board of di"c(o"' s empowercd’ i ) »mcn;c ¢ rous_)'hu'me’; contr.ac:;. S g thvroyg‘h ?u_xhorualuon by the Fore‘gn'lnvu(rnfm .
"proportion of the investment contributed by the” discuss and ke ‘u’ion o um"me b ‘;'o-'-'. g - .In l(;l pure .alxc ?‘-,' Irequueu‘ taw .and semi. 3 ‘Commu.noq‘.‘of _(}!: Pu‘:ple'n‘ Republic ,o',f: Ch‘lmu
forcign‘p"ticipui((l) shall in general not be less . visions of the sriles of -‘P tation of the 'gini . 4 ~P'°<:uc. | materal, fuels, auxiliary cq\f:p.m:r{(.:.:. and regul'rauon'wuh xlhe‘Gencra] Administration’. X
than 25 per cent. . . R vsions of & fr:’:dm"cn:dli:f:: ':on:e‘min,'lbc s ) ghc. 1_joint v:mur; should g:c first priority to - for lndmyryj’and Commerce. In cases of.louc.l .
The profits, ritks and losses of a joint venture - ve.ntu're: nu;-\cly, expansion prejétes prédugc'éioﬁ Y nese sources,: but may alio acquire ‘thems ., caused by, bréach of the contrace(s) by a party to

dicectly  from

loteign g'xcﬁ;nge funds. S Tees e 0 borne by the iaid party.
.. A joint venture ii encouraged to market:ics T er it LS

‘Produces _outside " China. It may  distribute’ its- e A;l‘l(le 14 "thu(u" sing - between the [

:¢xport’ products ' on foreign - ‘markers through . parties to 1 joint} venture - which the board of

: i ‘the 4 market with i : "
shall be shared by the parties to the venture in and bosiners progammes, the budger. dateibution the world. market with ts own . ‘the venture, the financial, re:porml?lvlvu'y: lbdl b‘e' o

proportion ta their cantributions to the registered

N
! 3

F " of profits, plans concerning manpower and pay
capital. R e e . .. scales, the termination of business, the appoint
T?‘ty’“_"“'f" of one’ party's share in: the < ..ment or hiring of the president, the
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Chapter 1 General Provus:ons

T R

R T NPT

Amcle 1

- The Regulauons hereunder are formulated thh a
view to facilitating the 1mplemenmuon of the Law of
the People's Republic of China on Joint Ventures

Using Chinese and Foreign Investment (hereinafter
_referred to as Lhe Law on Chlnese—Forelgn Jomt '

Ventures) sl

AmcllZ L . R
~Joint ventures usmg Chinese and forelgn invest-
‘ment  (hereinafter "referred 1o as joint ventures)
established within China’s territory in accordance
* with the Law on Chinese-Foreign Joint Ventures are
_ Chinese "legal persons and are _subject to the

Am:lo k)

) Jomt ventures esmbhshed Wll.hln Chlna [} umwry:
. shall be able to promote the development of China's

‘economy and ‘the raising of acientific and technologi-
cal levels for the beneﬁt of uocmlwt modermzauon

e

L ROEIEE | ERIBNAT
Lyt BN EREMRFS(

QU578 @ym:3BE W "eow B0C

,iwa anuau

lmpleméntatlon qf the

. x‘,vum

mdustnes R

(1) Energy developmenL the buxldmg matenﬂl
chemics! and metallurgica! industries:

-(2) Machine manufacturing, instrument and meter
. mdustncs and offshore oxl exploitation® equlpment
’ menufectunng, )

‘(3) Electronics and computer industries “and
' _communication equipment manufacturing, . - -
" {4) Light. textile. foodstuffs. medicine. medlcal
“apparatus and packing industries; S

.(5) Agriculture. animal husbandry end fish breedmg‘

- (6) Tounsm and service lrndes

" Article 4 .

T

_‘Applicants'to establish Jomt ventures shall lay stress

(1) They shall _adopt advanced techmcal equnpment
“and scientific menagement which enable thei incresse
-of the variety of producu;. the raising of quahty And
* output. and xhc suvmg of energy and metenal& .

Jomt ventures permltted are maml) in thc fol]owxng

5

C T ron economic results -and shall comply with one or.»;._w_"..
o aeveral of the fo]lowmg requ:rements :

WP e e
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e '

directors falls to ‘séitle™thiGagh consultation may -
be sectled theough conciliation of arbitration by
an arbitration body of China or onc agreed upon
by the parties. i . )

Ty
[ 3
, .
o
SRR
4
. x
s
V-
;
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A . O
'S & BUSINESS REGULATIONS OF PRC

‘Article 15 The present: faw.! comes _ into’
force on the date of its promulgation. The power
_of amendmient is.vested in the National People’s .
Congress, : : - -
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'roleltcd prmmc . nuton(-mous’ reglons, and
. mumcnpalmm dxrectl\"under the central governmcnt
~-or felevant ministries or -bureaus undcr the State
" Council (heteinalter refcrred to as the entrusted -
ffice) with the power to examine and approve’ the’

. mem qm(‘ker oxurnx nnd lng;,q\r proﬂ(
730 They <hnll cmhlo (hc exp.mdod produmon of
nu-(hnxsfm v\nnr( mdlmulx mm(w <l!\"1l1(111)1|_|ll
foreign currency; : )

vy

g,

- - :(4) They shall enable thc trmmng of lochmcal nnd z

L ' Ang umzcrml pcrsonncl ; _zestablishment of joint ventures tha( complv vuth the e
o v . followm;: condmom R . . ;-' y?
’ Amcle 5 e - : : : L. t

’ : (1) The lolal amount of mvestmem 18 vnthm'the 3’

“limit set by the State: Council and the source of ;

P cnplml “of Lhe Chmeﬂe parucxpam.s 'has been

(") No’ nddmonal allocauons of’| ra“ matenalc bv the”
ates are roqulrod and do not affect the national "

nlnnco of fuol po“or tmnﬁporla mn and forei

ign

n;)pm\ iny. thf“\(‘\hu:h
‘u\ to the

Ihe cm'v\ud uf(xco after
vm('n( o‘ a loum \cmure'd‘a“ rcpon‘.

for the rocord A Cerm' cate of ap,)rmal dn‘l bc
dssued by lhe A hxmtr) of -Foreign AFconomxc

l
'uRelauonc and’ Trade'"(The Mm1< ry.

‘Ar‘llcle 6., T

Lnless othcr\uce ﬂlpulaled' the, ,"mern nént :
dcpartment in charge of the:Chinesc parucxpanl ina' . *'bconomxc ielations and Trade 4rd ‘hL 'ltrusled

 joint venture shall bethe dcpartment N charge ofthe " ofﬁce will heremnftcr he referred to as aw holc as. thc
Amm( centure (hercmafter rcferrcd or lhc C exannnauon nnd apprmal authonf\) S

_dcpar.mcm in charge). In cace of a JOI.’]K \mture a

“ . having two, or moré Chinese pamcxpnn.c which are f' A“'C'ﬂ g ' . R
- : under -different dcpar{men(g OF dx\(nc(\ (h(-‘ ' 1h€‘ fOl‘O\\ln" proccdures Qhﬂ” h(‘ fO“O\l(‘d for the
i deparlrr‘ems concerned shall consult the dmncx o " “mb““hm"“‘ °r a JO”‘t venture: - . P

L «nqcertam one dc'aartmem m chargc

R s .»( 1 )‘-Thc ,Chi'ncsev p‘bzr‘tliéip'awm in a joint venture shall” %

® L Dcp.mmcms in clnrge are rcspon<lble for guld ance . submit toits departmentin'charge a project proposal -
te " and assistance and exorcmng suporvmon over the * - anda preliminary feasibility study report of the joint
. " joint. wmure S e R _ " .ventute to be established with foreign perticipants. .~ © .* . & ’
O O S L SR : .-~ The proposal and the preliminary fcasibility study -7 <7 |
o Article b A R O '. -report, upon. .examination -and “consent by the | P
A joint venmre hag (hc rlﬂht 10 do hug]negg . depanmem in charge, shall be submitted to ‘the B LT
: . . ‘ .independently within the scope. of the provmnnq or ‘éxamination and approval authority ‘for final- ‘ "
.‘ CL e Chinese laws, decrces, and the agreement. contract  ..8pproval. The parties to the venture shall then -
. and articles of association of the joint venture. The ‘conduct work relevant to the feasibility study, and ] s

departmems concerned chall pronde qup'mrt and , "DSCd on - this, ‘negotiate and sign joint venture.
) : . e nnreemcntc contracts and articles of a@somahon

. . .77 - assistance. »
. R - = . g o «2) When’ applying for the esmblmhmont of a joint
- S o SR o _veniture, the Chinese participant is responsible for ‘
. ‘ Do e Chapter “ Estabhshment °"d RGQ'S"’B"O" " the :uhmmclon of the' followmg documenls to the
- ‘-W,....‘ . e e v ——examination and approval authority: M. , e e
.. Article 8 - T i <+ (a) Application for the establishment of a JOlnl , -
. The establishment of a Jomt venture in China is V venture, . i . S
subject to examination and approva) by the Ministry - (b) The feasibility study report JOlnll\' prepared bv ’
of Foreign Economic Relations and Trade of the =~ _the parties to the venture:
. . Peoplé'é Republic of China (hereinafter.referred to- ° (c) Joint venture agreement, contract and amcles of
., . as the Mmlstry of Foreign Economic Relatlons and . association signed by representmxveﬁ aulhonzed by
Trade). Certificates of approval are granted by the .~ the parties to the venture: : IS

“Ministry of Forelgr_\ Economic Relations and T.""dea :,A.! (d) List of ‘candidates for chairman. vice-chairman



D e

nnd dlrccxors appmntcd by the pamec to the \'cnlur :
e, \\ ritten opinions of the’ dopanmcnt in chnrac nnd _
lhc ‘spcoplo ~.government of the” provmcc. ]
numnumnm r o"mn or municipality dnoctl\ undt-r the
".ccmral government where xhe;omt venture is located i
. mth rcgard (o thc estabhshmem of the jomt \cnturc '

be \}'rincn‘"“in i
{dy r'im\' bc(

nfnr(‘smd docum(-ntsl A<h:\"
((l nnd

l)m‘um(‘nls (h\

Upon recelpt of thc documcnts supulated in mcle 9
~{2) the emmmauon and approval authomv “shall,
wuhm three. months. decxdc whether’ to approve or. -
dxsapproxe thcm Should any lhmf' mappropnalc be - :
found in any “of lhe aforcmemloncd documents, the _
( xammnnon and npprO\ al authont\' shall demand an,

amendmonl to it within a hmucd time. \\'nhoul such
: ’mendmen :no approval shnll be gramcd : :

.Amcle 11 : .
“The apphcam shall wuhm one month after.recexpt of
_f.the “certificate ‘of approval, regxstcr :with  the | -

admmlstratwe burcau for industry and commerce of .
) : the pronnce ‘autonomous region “or rnumcnpaluy 7
o -'4‘ ' “directly under the ccntral government in accordance -
B .. with the provlsnons of the Procedures of the People's.
“Republic " of China for the Registra'iion and
"Administration of Chinese- Forelgn Joint Ventures’
(hcrcmafter referred to as regnstrauon and
“+"  administration office). The date on which itis issued
. lts business license is regardcd as the dale of formal

" establishment of a joint venture. 2

.

S S S SO

Adicle 12 i
Any forclgn investor who mlends to eslabllsh ) jOml
Lo " venture in China but is unable to find & specific
) co- onrmor in China may submit a preliminary plan
““for his joint venture projects and authorize the China

o : . “Internstional Trust and Investment Corporation
" (CITIC) or trust and investment corporations of a
province, autonomous reglon or municipality dlrectly
under the ‘centrsl government, -or relevam
govemmentdepanment or non-official orgamzanon C
to introduce potential Chinese co-overators. c T

1upon nnd concludcd by thc pnmcs

vcmurc on thelr nghts and obllgatxons

If the pnmes to the jomt vemure agree to sngn onl\ a
contract and- amclcs of assocxauon the agreemcnt
can bc omxtted ! TR

i l Thc na"u.*s. the; counmes of regmrduon lhe lcgal
. address of _parties lo “the joint \emure and the
names.’ professxons and natxonalmes of Lhe legal
reprosenmmes thereof;. . .. o
(2) Ndme of -the jomt venture

hmlt
__concemmg mcomplcte cont.nbuuons and nsslgn-

'~mcnt of inved

“borne by ‘each party; - £

upon b\ thc pames to thejomt vemuFe mdncatmg the
purposc orgamzauonnl prmcnplcs ‘and ‘method of
manavemcnt of 8 lOlnl vcnture in complmnce wnh the i

purpose and the scope and scale of busmcss. N

: (3) Total amount ‘of jinvestment énd regxstered
: capxwl of Lhe )omt venture, investment contributed

b\ the parties to "the joint venture, each party’s

for "contributing investment, stxpulauons

-’—'(-ﬂ The ratio of pmﬁt dxstnbuuon and losses Lo be

(5) The -composition of the board: of dn‘ecwrs the

"_dlsxnbunon of the number of directors.’ and the

rcsponslblhlxcs powers and means of employment of

:"v‘-'_the general manager, deputy general manager and

high-ranking management personnel;

(6) The maih production equipment and technology

to be adopted and their source of supply:

.~ {7) The ways and means of purchasing raw materials
“and selling finished products,
products sold Mlhm Chinese territory and outside
‘zChma :

and the ratio of

(8) Arrangemems for income and expendnture of

B Aniicle 13 : :
L . <. 'The “joint venture agreement” mentioned in this
! ‘ . chapter refers to a document agreed upon by the
v parties to the joint venture on some main points and
® - . ' principles governing the estabhuhment of a Jomt

venture S L

: #Joint venture contract” refers to a document agreed

_forexgn currency, —~--

] 29) Principles governing the handling of ﬁnance,' ‘
“accounting and auditing; ' '
.(10) Stipulations conceming labor management.,
.wages, welfare, and labor insurance; ‘

(11) The duration of the joint venture, its dissolution
and the procedure for liquidation;

- (12) The liabilities for breach of contract. .
7. (13) Ways and Procedures for settling disputes

ment: U T

,.sinvestment proportion, forms of investment, the time L
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-bet“een the’ partws to lhe joint venturc, S
('Hl The lnnzuaze uecd for the contract nnd thc )f‘

""Thc annex’ to the contract ofé joint venturb shall be
equally authcntlc thh thc comnct \tqelf _ :
: : ‘ ' AR t Fach pan\ to thc )omt venture is lwblc to the )oml

vcnture wnhln the llmlte of the cnpxtal cubscnbed by

R R s A

RS

Thc formnuon ofa_)omt vemure contracL its \nlxdlty, o
mterpreumOn exccution and the seitlement of
dlsputcs undcr lt shall be govemcd by the (‘hmese

.
¥
:‘v

.‘.;'omt venture refers to the sum of capxwl construction
*finds and the circulating funds nesded for the joint -
'enture S productxon scale as supulated in the )

=

|oml venture: : : :
(3l The names, countrmc of rcglstratmn and lofzal ; .total amounl of n\estment regv:tered at (he
o registration and admmlstratxon -office for’ the

.c'stabhehmcnt of the jomt \enture "It should be the'

“total amount of xnvestment subscnbed b) pa"tmc to
he )omt \enture S

(4) The toml amount of mvestment, remslered :
"’ capital of the joint venture, each party's investment -

S - w7ttt proportion, stipulations concerning the assignment - The reglstered cuplwl ':hall gcneraly be pre:ented in-l .ot k.
o e e of investment, the ratio of profit distribution and S chmmbx. or may be in a foreign currency, agrced >
o _ e *losses to be borne by parties to the joint venture; . - ~upon b\. the pameg ‘to the jomt venturc ‘ S :

ST e ’(5) The composition of the board of directors, its’ ‘ i . e ey

responsibilities, powers ‘and rules of procedure. the
" term of office of the directors, and the responsxbxhues

Amcle 22

Viiof its chairman and vice-chairman; ot . \
- (6). The setting up of managcmen( organlzullon - . -
® - ‘rules for h'mdlmz routine affanrx 1he re;nnn‘:l ‘ v Amcle 23 B "‘ ) e .‘, (r .
. S - . hilities of -the - ’general .manager, eputy” ‘ lf one party fo the jomt \'enturo lntend: ” acsu;:‘n all or . .
general manager and other high-ranking. manage- : part of his .investment subscribed-to.8 third party.,” JREEEROY
xmnt,personnel and the Amethod of the" eppoint- .Consent shall be obtained from the other party to lhe ) '
. ment and dismissal; BRI “jointventure, undapprovalfromthe cxammntxonand .
(7N Pnncxples govemmg ﬁnance accounung nnd N npproval authonty is requxred R It .
; N . auditing; S e e e ) . L : . .
@ o " . (8) Dissolution and lxquxdanon. T T “When one party assigns all or pert of his investment
(9) Procedures for amendmem of the amcles of - S oa third party, the other party haspre-emptive right.’ o
) ) assocxatxon . e R L , S R - ) . L . ".v
' o ‘ S .. “When one party assigns his investment subscribed to
“Article 17 TSI o e “'a third pﬁrtv. the conditions given shall not be more
o .. - The agreement, contract and articles of assouanon - favourahle than thoco m\'on 1o the other party to the
PY B ‘ v shall come into force after being approved hyv the . ]omt venture. o " ‘ , C
exammanon and approval authority. The s'ﬂme . : oo : .
- ’(:’7“‘“"" "7 T TEpblies in the  éventof amendments. o lﬁﬁ"fwﬁo‘;;%lgnment =.hall ‘be made effective should lhere
~ . o " be any violation of the above stipulations.
Article 18 : e ) : ' ' oo
"The examination and approval euthority and the . . Amch 24 -
- registration and administration  office are Any increase, ‘assignment or other disposal o{ the )
) ~ Ttesponsible for supervising and inspecting the ', ‘registered capital of a joint venture shall be approved
‘ " “execution of the ]omt venture contracts und amcles - by a meeting of the board of directors and submitted -

ol' asaocxanon. R R . .~ ¢ to the original examination and approval euthority - . L




Aor .\pprmul Rcms(rutmn pmccduro: for clnngcs_‘w

N c]mll ho dcall \\nh al (he orxgm.nl

(-;,Mmlmn .'md

Fnch partlclpam to a jOlnl \cnlurc may comnhu(e,

‘v_.cas,h or bpxldx_ngs. premises. equipment or other

materials, x'nduStrialproperty,"know how, right to the -
. use ofa site as investment, the valoe ofs\hxch shall be
n:ccrtmned If the investment is in the form of

bul\dmgs premises, equlpmcn( or other mntenah
) mduqmal property or know-how. lhe prices ‘shall be

) ascertamcd through consultation bv the parties to
“the “joint véniure on the basis of faimess and

“reasonableness. or evaluated by the third party

noreed upon b\ parues to lhe JOInl vcnturc

Amcle 28

'pamcxpam “shali be comertcd mto chmmbl
~.according to the exc‘mnoc rate announced by the

'. \m\e General ‘Administiration of Fareign E \(h'\nﬂcj'
Contral of The Pennte’s Repuhlic n{ ﬂmm therein- .-
Cafrervefe rred o as the \mtc General \dmmlxtr'\u(m

af (Farcign Fxchange Contral) on xhc ‘day of its

nnn(d fmn"n turre"\r\ B T

Should
Chinese participant “be ~converted into foreign
currency. 'it. shall be converted according to the

“exchange rate announced by the State -Administra-

- tion af Fareizn Exchange an(r()l on- lh(‘ (:1\‘ of lhc
<uhm|ﬁ<xon of the hmdq B

Amcle 21
The :uhmorv« qummrnl nnd nlhcrmmenak contri-

hn((‘d as invesiment by the forcian partici; ):ml shall”

m('\x xhv fn”n\\mf' cm)dumns .

(1) They are mdmpenqnblc to !he producuon of (he

joint venture;
{21 China is unable to manuhﬂure lhcm or munu{ec~
_ tures them only at 100 high a price, or their technical

performnnce and txme of avmlabxlnv cannol mect the

"demand; " B
{3) The price flxed shnll not be hlgher than the
- current international market price for similar

auiprient or materA

Amclo 28

The industrial property or know how contributed by
the foreign perticipant as investment shall meet one.

of the fol\owmg condmons

()) Capable of manu(actunng new products urgent)y

. ey ,_,g_w___..,..._..“ﬂ_, PR e e o

™ Tory St prr e s -

B xAmcla 30

<u|nm<~m—\ ar he cross (‘xchanqed mm a nrcdo(er- ok

(he cash Renmmbl con‘iﬁﬁutcd'_‘b;y ‘the

as dcl’mcd m (he contract

i b L4 gt s e b

‘( 2 Cnpnblc o( nnprovm" mnrkodlv the pcrfnrmnnco R

qunlm‘ of existing praducts and raising puoductlvn\r.
AN Cnpal)le of nomblo <'|\mg< m raw. mn(cualq fuel
()r p0wcr i

'Anicle 29 iRl i
}Formszn par'ticiptimé »;:ho contribute mdustrlal
property. of know-how as investment shall preserit
relevam documcntauon on the mdus(rml propdrty or
“know- how, mcludmg photocoples of the patent
cernﬁcates or trademark registration cemﬁcateq
) statememsofvahdny lhelr(echmcalcharnctenstucq
practical value, the basis for calculating the price and .
the price ‘agréement  signed with the Chinese
pamcxpam< All the<e ﬁhall serve. as an annex lo the
contrsct. " ; ; :

Ih(‘ muhmm\ (‘qmmvvm or n'h" rnl(-r\'\ls mdux-
"_~1l nmnul\ nr knm\ how wnlr‘ huted by fo'mvn
n.uh(‘umnl\’.lx m\v\lmonl <hall be um"nncd Wnd
.’\nnrm orl hyv ihe dennnmen( in chnroe of Chmc<e
'-nnmcmml and (hen \l.hml.lod 1o (hc cmmm'nmn

Amcle 31 P e T
The parties o the mmt ventlre <hnll pay in. n!l lhe
1n\e<lment subscribed according to the time hrmt '
<llpUlH(Cd in_the contract Delay in p'x\mcnl or
partml delay i in pavment witl be <Ubj0(‘! toa pavinent’
of interest on arrears or a compensation for the \oss

Amcle 32 .
- After the m\cs(mem is paid by (hc parties 10 (he .
“joint venture, a Chinese registered accountant shall
'vcnfy it-and prov\de a certificate of verification, in-
‘accordance with whichthe juint venture shallissue'an
Cinvestment 'cert‘i{i‘ca;c. which includes the following
“items: name_of the joint venture; date, month and
.year of the establishment of the joint venture; names
of the participants and the investment contributed:
date. month and vear of the contribution of the

mveqlmcm and date. month and year of issuanceof

" the chstmcnt ceruﬁca(e

e Chapter V Board of Directors and

; - - Managemen_t Otfice -

2*_._ —— 3 N

Y Rricle” 33
“The highest aulhont) of the Joml venture shall beits -
board of directors. It shall decxde all muJor issues
:concemlng the joint \emure

Amcle 34
“.The board of dlrectors shall consiat of no less than
(hree members The dls(nbuuon of the number of'
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: I‘hc
oint venture. The chairman of thc board -shall be N

i Amcle 35 SR ‘:"'

~directors shall be ‘ascertained tAhm\igh ‘consultation

,“,‘.: 'Z;r-_f.u"f‘ ‘ .:(: B
irectors shall be appointed by the partiesto the -

nppomtcd b\' the Chmcse pamc:pant nnd xtq vice-

chmrman by thc forcxgn pnrttcnpant.. I

) The tenn‘of officé for thc dirccm'rq is four years.
~ Their term of office may bé renewed wnth the conscnt
- of the part:cs to- the jomt venture.

The board of dtrectors shnll convene at least onc

- meeting every vear. The meeting shall be called and

presided over by the’ chairman of the board. Should .

the chairman be’ unable to call ‘the ‘mecting. he shall’

~..authorize the vice- -chai rmnn or other director to call

and ,)retldc over the’ meeting. The chairman may

"comcnc an mu:nm mcctn:'~ba-cd on a proposal ",
_made by more than gne-third, of the directors. ’
. ' o ‘ T "_-‘ o

A board meeting requires’ a’quofum of over two-
thirds of the directors. Should the director be unable

h\ thc partles to the Jomt venture with refcrcme to .

":'

il

.to attend. he chéil 'prc<ent a proxy authorizing

someone else to r"present hlm and vote t’or him.

A board mcctmg shall gcneml]v be ‘held at the

locutlon o_f t‘he joint venture's legal address.

amicte3s o
Decisions on the followmg itéms shall bc made only

-after being unanimously agreed upon by the dtrectors

present at the board meeting:

(1) Amendment of the amcleq of aqsocwtlon of thc

joint venture: . .
(2) Terminationend dissolution of the joint venture;

" (3) Incréase or asm:nmcnt ofthe rcgmtcred capttal of

the joint venture; L
(4) Merger of the joint’ \-cnturc wnh othcr econormc
orgamzatlons S :

Décision on other items shall be made according to .
" the rules .of procedure shpuluted m tbe artlclcq of -

assocmtnon

Amcle 37

"The chairman ofthc bonrd is the legai representatw

of the Jomt venture. Should the chairman be unable

to excrcise his responsibilities, he shall authorize the

"vice-chairman of the board or other dtrector w

repreqenl the )omt venture.

Aruclu 38 : : o ‘ . e
A joint venture shall establish a mamgement ofﬁce

" which shall be- responsible for daily management

i hc r*mmocmcnt ot'ﬁcc <h.\ll hu\e a gcncral m:ma;ze
~and sev eral depul\ gencrul mana;,ors who <h1|l aqcmt

Amcle 39 Cet o
.- The gcnoral manager ehall carry out thc dccmonq of
‘the board meeting and organize and conduct the
dm]v management of the Jomt venture. The general. ~
manager shall, within the scope empowered him by
-the board, represent the joint venture m}outctde
dcnhngs, have the nght to appoint and dismiss his
qubordmntes and exercise other re':.ponsnbnhttes and
nahtq as authonzed by the board thhm the joint
venture - ; :

“Article 40 o ,l Lo Lo
Thc general manager and deputv generel manugcrs
<ha|l be engaged by the board of directors ofthc_;omt

- venture. ‘These positions may e, held euhor b\

(hll)(‘<c rmu‘m or ‘orman (‘ml.cm

At (He m\\tqtlon of ‘the boa d of d\rector% the .'

i "chairman, \'IC(’ chairman or other dxrecton of the :

“board ‘may’ concurrently be the general m.m'x;,er
(‘cput. gcneral managers. or ..other high- r'ml\mf'
< nnagemom perxonneLof the Jmm \enture :

'[n' handling major iss'ues, the 'gcncral manager shall
‘consult with the deputy general managers. TR

.

* The general manager or deput)"general manngers
shall not hold posts concurrently as gencral manager -
or deputy generas! managers of other economic -

organizations. They shall not have any connections

“with other economic organizations in commercial

competition with their own joint venture..

Amcle 41 o : e e Lt

In case of graft or serious dcrcl\ctlon of duty on the

‘part. of the general manager, deputy ‘general
managers or other high-ranking management
‘personnel. the board of -directors sha“ have the
p0wcr to dismiss them st any tlme :

Article 42 -
‘Establishment of branch ofﬁces (mcludmg snlcs

- offices) outside of China or in Xianggang or Aomen'is
subject to approval by the Ministry of Foreign
‘Economic Relations and Trade. : :

-Acticle 43 .
The acqutstuon of technology mcntloned in this ~
chapter refers to the necessary technology obtained
by the joint venture by means of technology transfer

" from a third party or partlcxpants

Chapter VI Acquisition of Technology .
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lht‘ (cc‘hnoln;:\ ncqmrod bvth loint \u'nurc xh.\ll ho
- .:pproprnlc- and ndvanced and (‘nnh\e the vénture's,
prmlucu to display conspicuous’ social ‘ecanomié
X “resulis domemcallv or ‘to-he (‘()mp(‘(lll\(‘ on 1‘1(-
m(crnnuonal mnrkct.' - : L

i . T

kmclaQS s - Lt
" The right of the ;omt \'cnlurc. [ do bum\cqa

lechnoloz\ transfer .agreements.  and rolo\am

exporting, party in accordancc w \th thc prO\'mom of
Amclr 29 of thc ves uI nwn\ S O

Amcle 46

wenture shall be exami ed and nf'rud 1o hy thy
depanment n (‘hur"c of the iomp venjure “and then
‘submitted for- apprcul to, lhc xa mrauon and
' ap,)rovnl authom\ - :

’ .‘ o ‘.’

By N . ro,\a_hlqes.‘.nnd the royalty rate shall not be higherthan
o -the _standard international faté, which shall be
LT 'icalculated on the basis of net »ales of the producte
o7 T urned out with the relevarit xochnnl(wv oF “other
frcaconab!c means ngrccd upon by both parties.

icchnology exporting party shall not put any
. ‘restrictions on the quantity, price or region of sale of

- _flcchnoiogv importing. pany,. . :
. . .. =7 7 A3 The term for a technology (r.ms(cr nvrccmcnl 18

. 2 h 7 T generally no longer than ten Veurs:

:(4) After the expiration-of a technology Ironsfer
‘agreement. the-technologyimparting party shallhave,

the rnght to.use the technology continuously.

. (5) Conditions for mutual exchange of information on

the improvement of technology hy hoth parties of the
technology transfer agreement shall he reciprocal.
() The technology impaorting party shall have the

“needed from sources they deem suitahile. o
(1) No irrational restrictive clauses prohibited b\
. Cblvnes'e law and_regulauons shqll he included.

:

Amclo 47
~ Joint ventures shal) pracuce economy in lhe use of

'7\ after securing approva) nnd Signing a conlracl. T hc "

mdcpendcntlv shall he mmnmmod when nmkm"-

-1docum(~nla(\0n shall be proudod by the l(-( hnalogy -

“The u-chnolo;.\ tr .1n~fc'r ageerments signed bya it

“'use of site. for the joint venture. the Chinese. . "0 77
‘participant may use it as part of its mvebxment_ The
e ,mnnelarvequnalcm of thisinvestment should be the - \
o irame as the site usc fce otherwise’ pa:d for ncqu‘rmo ST
4.,.‘\ucn site. ; - ) o o
An(cle 49 . i

1\ Expenseﬁ -for the use o( lcc}*nologv ﬁhnll be f.nr
and reasonable.’ Pmment: are gonernll\ made in.

A2} Unlessotherwise agreed uponby bothparties, the

the product< that are to he oxpnrtcd bv lhc,'

=" undeveloped areas shall receive special preferential

right to buy the equipinent. parts and raw materinls

“~Chapter Vil Right to the Use of Site.and its”F_‘oe .

bt gt ok o N

1hc usgp n( a \ue \h'\ll ﬁlo an .mphcatuon \uth local
depattinents of lhe mumcxp'\l (counl\) “n\( mment.,
in‘charge of laud and abtainthe right to usea qnte onlv

acrcngo locnlmn. ')urpo<c and commct period and 0 -~
fee (orlhc right to uséa <1tc (horcxmfler rcfcrrcd to ' »
- las site use fee), rights and obhgauom of the partiesto..
. ajcnnt yenture “and fines far breach of contract s‘@uld
be supulaledv inexplicit terms in the contract. -, -

D

Amcle 48 ) -
“If the Cl11n0<c parllcxpanl alrcad\ hus the nght to the

Eay

Thc Rt:\nd:\rd for sue use fee shall be set h\ (he S
-->co')lc» LoV c*r,ments ‘of the p'ovmcg. au(onomous
reﬂxon or *numcxpmlxtv dir octl\ under the central
gmommem ‘where the’ |omt venture is. Iocaled"
'»‘xccordm" 10 the .purpose of use. t:co:_rm)hnc and I
environmental conditions. expenses for requisition, '.' S %
-demolishing and resettlement and the joint veriture’s - 77
! requirements with regard to infrastructure, and filed
'f mlh the Minisiry of Foreign Economic Relations and
Tradc and t}*e stafe. depanment in change 9( land

t;?;{.;(;‘(y,: e

Amcle 50 ' = P

"Joint \en(nr(‘< engagcd m agnculture and ammal 4
huqbandr\ mov. with consent of -the people’s
‘government of the local province. autonomous region ' . ;

- or mumcnpninx “dircctly under the central
governnient. pay a percentage of the joint venture’s - - "7 - o
‘ opérating revenue as site use.fces to the- local N
depﬂnment in chnrgc of lund. - R WL el x

l’rojms of o d'evAelopmcm natute in economically -

tréatment in respect of site use fees with con<cnl of

“the local pcn e's rmermnent U g PP
Anicla'si"ff L B
The rates shall not be subject to adjustment in the

first five vears beginning from the day the land is ) : p

used. After that the interval of adjustment shall not
be less than.three years according to the develop- \
"and changes in geographlc and env:ronmenml condi- " - N
||on<‘ ) L i : .

<t o b

g e

— e e e ._...,...___N.... PRSI ‘

Sxte use fce as part of Lhe investment by the Chmese _
pan\cxpamsha!lnot be aubJec'wndJuslment dunng » .
the contract penod o S

. T




Amcle 52

om( venture accordmg

-;cnlcndur year, the venture will pay a half-year fce if it

‘months, the site use fee shall be exempt Dunng the
.-contract period, if the rates of site - use fees are

the new rates from (he year of ad)ustmcnt_

. Article 53
..doint ventures that have permrssron to usea snc shall

Ass:gnmcnt of the rlght to uqe land is {orbldden

Amcle 54 ) o :
A Joint \enture shall work out a capxt.al construction
plan _ (mcludmg construction “ability, :‘buddmg
o materials, water, power and gas :upplv) accordmg o

-the depsrtment in charge of the ,joint venture and

o ensured to be camed out.’

Amclc 55 L
-Funds earmarked for capital conslructlon of a )omx

venture shall be putunder unified management of the .

® ‘ ‘ f“ bank ‘where the venture has opened an account

A joint venture shall work out a ‘production .and
>operating plan in accordance with the scope of

. operation and scale ot productlon stipulated in the ,‘

B -~ contract The plan shall be carried out with the
~approval of the board of directors and filed with the
_ department in charge of the joint venture. . .

’ Departmems in charge of the joint ver;(uréé end

planning and administration depertments at all

.-operating plans to )om( ventures.

Tho fee for thc ngh( to thc use of site obmmod bya N
to Artlcle 47 of the
~ro"ulmmn< ‘shall be paid annually from the day to
- .-use’the land stipulated in the contract For the first. -

as used the land for over six months; if less than six

adjusted the joint venture qhall pay it accordmg to '

'. only have the right to the uae of it but no owncrahlp -

he approved feasibility study report, ‘and thé plan

~shall be included in the capital construction plan of .‘_: §
) w sell thexr_ prod_ucts\on the international market ' -

shall be given priority in arranf:mg supphes and bc_ S R o RO S

 Anicle 55 R

St Bl T VR

C el

brought lnto the supplv plan of departments in
,charge of joint ventures end 'supplied by matetials 7
i en_d commercial departments or ﬂproiuctlvorr
enﬁerpnses according to contract;
(2) Those handled by materials and commercual
‘departments ' shall be purchased from these
-departments; '~ : : Ce e s
(3).Those freel) cnrculatmg on the mnrket shall be
purchascd from producuon enterpnqes or th 1r sale
_.or commission agencres R s :
{4y Thoce cxpor( items handled by forcwn trade'
rorporauo'xs ‘"hall be purchastd Afrom  the

S

2
23y T

Era s s

e LB TR

BRIt

:The amoum of mmenals neeoed for ofﬁcc and d:uly'
; hfe use. for )ox'n \0mures purchaﬂed in Chma is not,

Amcle 60 . P . B
“The Chinese (.ovemmcn( encouragcs )om( \.cn(urcs

Aﬂlclﬂ 61 - - o T __;'") .‘.A‘ :
Products of joint ventures that Chlna ur;.:emlv nccds' :
or nmports can be mainly sold on the Chinese market,

AnthZ R T
A )oml venture haq the rght to_export its products
Citself. or entrust sale agencies of the foreign -
_participant or Chinese foreign trade corporauons'
wx(h sales on a'commission or dxsxnbutlon ’

Amcle 53 o o d ' . oo .
\’hthm the scope of opcranon supu!atcd in Lhe oo
"contract.’a joint venture can import machinery, -
‘equipment. parts, raw materials and fuel needed for .

."_its production.” A joint venture shall make a plan

every year for items on which import licenses are

" “required by the stipulation of the state, and apply for -
“levels shall not issue directive on producuon and E

them every sixmonths. For machines, equipment and
.other objectsa foreign participant has contributed as
part of hlS mvestment.. the formgn pnmcxpam can

et ot ———— s ————

T T Articls 57 )
In its purchase of required machirnery, equipment,
raw materials, fuel, parts, means of trensport end
- things for office use, etc. (hereinafter referred to as

. ‘materials), a joint venture has the right to decxde
whether it buys them in China or from abroad.

‘ . L However whére conditions are the seme it should

i Tl Rive, ﬁrst pnonty to purchase in Cl’un&

For materials to be imported exceeding the

apply dxrectly for 1mport licenses with documents
epproved by exdmination and approval authority.
-stipulated scope of the contracts, separate
epplication for import llcenses accordmg to awte
regulauom is requlred :

A jojnt'vven_ture has lhe right to export lts products by

o ey




:—*——~—~— - Articlo-68 . . e

o
o the |n t‘\('l\ ~|x mnnth

\tvmuhnmn of |h. \mlc |ho foint \onluro shall m‘ll\c
ancexuort . u.nn (-\.n lnmm‘« vear and .npni\ for

‘Article 54 ST

‘(U For lho«c xtcmq undcr pl:mncd dmnhuuon

“adwministration deparlmonl< “which them go
desu:nalod users according to plan

- (2) For those items handled by mmennls and

so)l

_commercial departments.  the ‘materials
‘commercial  departments il sign ’ 'pur‘chasc
comracts with. tho joint ventures, o, - e f .

(l\ For excess portions other than, x‘xo»e ))U'(hd\(‘d
by plan of the above two "1(9"’)!’1(‘5 ‘and. materials
that do not belong to these l\\o cme"once the j()lnl

A \-emu'c has the nght 10 sell by uqelf or e'uruct salcs

“to the oraamzanonc concerned. oot
"% (4). For products .of a’ joint \'cn(urc that (‘hmcsc

forex 0 trade compamcs need. 10 import. -the joint -

_venture inav sell to Chinese forej ign'irade co’npanu s
and forclgn currency chall ‘)c pmd e

Amcle 65 - . B .
\1nmna!< ercH"sod :md services ncedcd
(,hma h\ joint ventures chall be pnccd ncco*dmﬂ to.’
‘lthe ‘o.lo.nnv snpulanons

A The-qix raw r'n'at'cn'alq. - gold. sil‘\"er.' platinum,

.‘petroleuin, coal and timber — that, are uccd directly
- in production for export s! hall be priced accr)rdmg to’

~-the interriational market prices provided by the State
© General Administration of Foreign'Exchange Control
or foreign wrade dcnarmumc and pmd m forcngn -

“currency or Renminbi.

(2) When purchiasing export or |mport commodallcs

handled by Chinese foreign trade companies, the
suppliers and buvers shall negontiate the price. with
reference to the prices on the international market,
and forcign currency shall be paid. .

(3) The prices for purchasing coal used as fuel and oil -
for motor vehicles, which are needed for manufac-
turing products 16 be sold domestically, as well as
inaterials other than those listed in (1) and (2) of this
article, and the fees charged for water, electricity,

_.gas, heat, goods transportation, service, engineering,’

consultation service and advertisement etc, provided

10 joint venture, shall be treated equally with state —
“"owned enterprises’and paid in Renminbi

Prices of products of a joint venture for sale on the

-\'u)m( veiture m.l\ sellits products on th Chmcw ,5‘
.n.lrlw( ) lhe follommv wnvs: oL e

depnrmwmc in charge of jnint vpmureq mll br:n" -
them into the distribution nlan “of the mulcnols h

and"

o

-

. "_‘A joint
- organizations, shall,
undertake _economic

“.disputes over contracts in‘accordance with rcle\ ant
la\\ and tho Lomract concluded between borh partics

~A-rti'c.leA68A T

N

‘in * charge,
"departments concerned. e

in’ the PR

B

- ('hinu\"c‘

¢ x'c'c’pi tho~c
d«.naruncm

‘dmncslié Canarket,

mm"mod by the oprice: control - Tof.

with qlmc set prlccs bc raled

pn(‘m comrol L .

".’“Pnceq of export pmducts o( a Joml ventura'wnll be

“fixed by the joint venture itself and shall be filed wnh
dopartmcnts in charge of)omt ventures and of pnce
~control. - o

Amclu 57 . . )
venture ‘snd o(her ‘Chinese cconomic
in their economic exchanges.

fesponsibilities and

A joint venture “shall fill siatistical forms

producnon supply and marketingin accordance with =

- felevantregulations, and file them with dcparlmen;_s

statistics departments .and other

~“Chapter IX Taxes - . - .

Antcle 69 )

Joint ventures shail pay taxes accordxng to the -
“stipulations of relevant laws of the Peopleschubhc N

~of China. i

Amcla 70

. Staff members and workers emploxcd by )omt
_ventures shall pay individusl i income tax according to
“the Individual Income Tax Law of lhe Peoples
Republic of China.

Ansa, 7

“Joint ventures shall be exempt from customs duty

and industrial and commercial consohdatcd tax for
the following 1mported materials:

(1 Mnchinery. equibmcnl, >parls and other ma(eriéls

" (materials herc and hereinafter mean required

materials for the joint venture's construction on the

"factory site and for installation and reinforcement of

machines,) which are part of the foreign participant’s
share of. mveutment according to the prowsnons of
contract_

(2) Machinery, equnpment. pam and other maumls

-~~ -=———imported -with funds which -are- part-of- the joint-

venture's total investment.

nom< )

‘jnlu.mon with referenceio the international market. A
“8 ml] cmrosx)ond

fixed by a.joint \'cnturc for its products shall bc flled
mlh departments i m .charge of joint \enturcs und of

PRI . . R % .

settle’
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0 Machiner
‘_jumt:\l under the '\nprm.:l of v\."‘n'n(mn E °1d

“ production and’ :upol\ o

CTEe “'

a2 R
;,F\Ccplforlhosc expor n.c*nc'ro\lricwd h\:hes(.nt( K Amcle 76 L -

A [N
from mdmuml and m'nnurrml consolidated tax. - -
“subject to the approval by the
}‘1}10 '_P(-u'ph s H(*pu.).,_c g.r (

. f\ joint »cmuro can np'vlv for .Mx ction or t“(c:n')’.:o.)

“the domcstxc marl\et whon it hm dxfhwh\' 6 pay - R

. ._ “'»“Cb;pte:r X F,breign Exch.angér Control -

Al ‘matters cnncermn;, furmvn exchnn«w for )mn‘

A)omucnture shallin genernl kcep balnnce between o expenses, in Chmn

it tore l'vn tx(hmuv m(mno nn/‘ (‘xm'nw <. \\'Iwh 'a

Joint venture. whose” prodm(s nn mainky \«)ld on

qulumcnt pml< and nzh( Tinaterials

\munh(l by the. joint, ~enture with- lhn .1ddumn\i

domm!'c m.l'km undcr its appm\ ‘ed fo: mhnht\ dud\ -

.mur(n.ﬂ mllhonl\ on which Chkina cannm "vat.mu

,exch inge m(‘nme :md cxponsm lhc nnhalnnw shnll ', .

85 e - g

A9 Raw ‘materials. auxiliary mnlcrmls (ompfmcm-: e solved by the neople’ s.government of a relevant
;)H(ﬁ an(l Dacking materials Imporl('d b\ lho Jjoint CTproviace. an mnon')n\mh ‘reginn br n munlcu)'\ll!\ A
Aenture for producnon of (-(pon [:oods e e divectly under the central government or the dcl)arb

s . S Lment in charge under the State ("ouncnl from (hmr n\m

PRI U

r'nes shall be purauvd and pa\ahle accordln" (o 4 foreign oxch'mge reserves, if unable to be ;&\cd

rc"ulmons "when the above- mc-nnoncd duty-free =" shall bc solved through inclusion into plan after lhe s s
“materials arc- approved for sale inside China or :
“switched to the producnon of items m be f-old on lho
Chmeqe domcmc markoL .

cxammnhon and approval by the Ministry of Forclgn

Economic Relations and Trade together with the

!'Siate Plamung (,ommn«.mn ofthe I’Loplo 8 Repubhc :
-.of Chma : : :

Joint “enture “shall gel penm\ ion frr)'n Ll‘c (;c'ucral
M l‘]Hll\lTJ ton uf Poruan } xchnnvc C onlml or on(‘ N

products of a joint ve nture for v\prm will he éxempt

IStry nf rm'mu n. -

Ju‘mm(mlh nnmc
':\mwn nul renart (o 'thc \l:l(e (.oner.:l \dmm]- ‘

VT

of mdustrml :md commertm conco‘:dn ed tax for a. hmmh«w s furcwn erhm"v 'occmte i c\')om‘n : BT O
“certain pcnod of time for produmq that are sold on 8

tiresiand p.—mgrm aceount sheers.

) Amcle 77 ; ‘ L
ST Sub- dmsmns sct up b) a )mm vcmurc i fO"('lgn fle Rl
T+ countres-ar in Xianggang or Aomen, shall open‘an ' i
"“'account with the'Bank of Chira wherever thcrc s

o : . : branch. The sub-division ‘shall submit its annual L

Amcle 3 . et 2 ‘ “statement of assets-and liabilities and annual profit. ©- .
© reportiothe State General Administrationof Foreign

- _ventures shall be hancled according to the Interim Exchange Control or one of its branchm xhrou"n the DR
-Regulations on Foreign Exchange 'Control of the  joint venture. L
Peoplo's Rc;)uhlic of China and relevant regulations. - . . A . B L )
) . N » Amc|e 78 o o
_Anicle 74 . . T A joint venture can npph to the Bank of C hma for
‘With the business license issued’ b\' the General -+, “foreign losns and Renminbi loans according to -,
Admlmslranon for lndustn and Commerce of the - : business needs and following the Provisional” .
People's Repubhc of China, a joint venture can open " Regulations for Providing Loans to Joint Ventures = ™~ @
forepgn exchange deposit accounts and Renminbi ° Using Chinese and Foreign Investment by the Bank
deposit accounts with the Bunk of China. or some - of China. Interest rates on loans to joint ventures arc
other banks designated. -The bank handling the _as anncunced by the Bank of China. A joint venture
account of the joint venture exercises supervaslonof . can also borrow foreign exchange as capital from
rccelptc and cxpcndllures ‘ .~ .banksabroad orin Xianggangor Aomen. but shall file
v - . S ce . R - A rcp?‘m»'Wi!h'the State General Administratinn of
All foreign exéhange incume of a joint venture must .- ~Foreign F..xchnn;:g Cantrol or one of its hrianches.
be depoxned in the forcign exchange depasitaccount . > C- : i ’ )
"'*“‘"““"""m the bank where an account-has been-opened:; 4l ARl YT T """""“_"“t'*"‘ T e T
payments by the joint venture in foreign exchangeare  After forcign staff and workcrs and <(nﬁnnd workers
to be made from its forcign exchange deposit . from NXianggang and Aomen have nmdmcomemx on -~
_‘account. The deposit interest rate shall be set as :hmr <alaries andmhcrIegmmmemcomee according )
announced bv the Bank of Chmn ' ‘ S _ A -to the law. they can apply to the Bank of China for
: S : Lo permission to remit outside China ali the remaining -+, -
“Adicle 75 - S T “.foreign. exchange alter deduction of their living '

- - v . »



Amcle 80 i e
Procedures “for hundlmg fmancml affmrs .
,accouriting of a joint \cmurc shall be formula(ed n
“-accordancé with China's relevant laws

) .“consideration of the conditions of the joint venture.
Lo '_ : and then being filed \\uh \ocal ncml depnr'menls
: and tax authormcs . : R

Amcle 81 - -
A joint venture ‘shall emplov a n ea<urer to assist the
general manager in handling the financial affairs of

appomtcd

“Anticle 82 e ; Crogl s RN
“A )oxm ventures shall (small vénture ‘may not)
‘appoint an ~auditor to be responslble for checking

‘ “submit reports (o the board of d:rectors and the
- gencral manager : : '

Anu:le 83

the calendar year, i.e. from Janunr\ 1to DccemberSl
s.on the Cregonan Calcnd'!r R -

“Article 84

The accounting of 8 )om wnmre shall adopt the : _'

.. internationelly used accrual basis and debit and
“credit accounting system in their'work. All vouchers,
‘account books, , statisiic statements and reports

o “prepared by thc cmcrpnse shall be written in

{ . Chinese. = A [foreign language can used
. concurremly with mutual consent. .

be

Amcle 85 ) : - - .
Principalily ]omt venmre shall adopt Renminbi as
‘the standard currency. In keeping accounts. however,

another currency can be used through consulwuon e

by the parties (:Oncerned

Amcle 86
In addition to the use of standard currency torecord -

currencies sc(uélly used in payments and receipts, if

currencies, creditor's right, debts, gains, expenses,
y - etc..are inconsistent with the’ sumdard currency in

recordmg accoun(s

—wrre—shall.work out a statement of accounts in Renminbi
R . equivalents in eddition to those in the foreign

A . “‘and” "
- ‘procedures on financial affairsandaccounting, andin - =

_the enterprise. I{ necessarva depuly lrcasurer can be o

:'(ll’iﬂ\'lloca'ii‘ons for reserve funds, bonuses 'and

financisl rccclp(s pa\'mcms and accounts, ;and to |

" The fiscal year rofa Jomt \enture <hall comcxde \mh

accounts, joint ventures shall record accounts in .

suchcurrencies in cash, bank deposits, funds of other

L ... Joint ventures using a foreign currency in accounting

Thc nctunl amoums of los<cs and gums caused bv
‘dlfferences in exchange rates in the course of
o rcmm'\nccs shnll be recorded in the vear's losses and
““gains sécounts. No adjustments shall be made for

recordcd changes in exchange rates and remaining
X um ‘on (hc book of rclated forcxgn exchunge e
accounls o Sl e g

taxes in accordance with the Income Tax Law of the

People s Republic ,of Chma concerning Joint .
Ventures with Chinese and Forexgn Investment are
- 8s follous ] : o

3

“eifare funds for staff and workers and expansion -
f-md\ of the joint venture. Pmpnmon of allocations |<‘_* i
““decided by the board of directors. -. S
(2) Reserve funds can be used to make up the losses B
“-of lhc joint venture, and with the consent ‘of .-~
- cxamm:mon ‘and approval suthority, to mcrease lhc n
“joint venture's cnpnal for production expan:)on o
-«(3) After the funds descr:bed in(1) of thisarticle have -
. been deducted and if the board of directors decides :
“to distribute the remaining profit, it should, be o
. distributed according to. the propomon “uf each
parncxpam s m\eslmem. . : S

an B AU o

AmclaBB e e R
Profits cannot be dxstnbuted uuless the losses of
previous ‘year's have been made up. Remmmng
profits from previous -year (or years) can be
distributed togelher ‘with thnt of the current yeasr.

Article 89° - S
“A joint venture shall submit quarterly and annual’
fiscal re ports to parties to the joint venture, the local
“tax authority, department in charge of the joint.
venture and financisl department at the same levelto
those departments. :

A copy of the annus| fiscal reports shall be submitted
. to the original examination and approval suthority.

Anicle 90 .

Only after being cxammcd and certified by an
accountant registered in China can the following
"documents, certificates and reports be considered
valid. :

(1) Certificates of investment from all parties to a
_joint venture (lists of assessed value shall be attached
to documents on investments involving materials,
“~--gite use rights, industrial property and know-how);

o
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. Jahour insurance.:

¥ nrmcctxon labour" dmcmlmc .and other

‘~manerc chn" handled nccordmg b

o ) ’Rezu!anom of xhc Pconlc
S 0 s Labour \I:maccmcm in Joint
o . ;( hmccc and Forcmn ln\c<lmcm

Rcoubhc of Chma nn
Veiitures Using

‘,‘Amcle 92 ';“ B
“Joint \-entures shall make e(fort<
. professional and (echmcnl tr'mur'a of their ‘:laff and |

lo conducl

(hat they can meet the reqmrt ‘ments of pmducuon
and managcrral ski Ils m a mod rmzed mcrprmc

T he salary and bonus svstcmq ofjomt vemures sHaH

‘c¢ach accordmg fo’ hls \xork :md more pa\ for more

-

Qalanca and remuncm(mn of rhe "onoral m:maf'cr
dCPUX) general m-’ma"(‘ﬁﬂ) “chiel engineer. deputy
S “chief engineer(s). treasurer and deputy treasurer(s). .

decxdcd upon bv thc hoard of d:rectors

I Chaptor Xlll Trade Umon
Adticle 95 ) :
" Staff and workers of & joint \'enture have the right to
set up grass- rools trade unions and carry on trade
“union activities in accordance with the Trade Union
Law of the People’s Republic of China (hereinafter
referred to.as Chinese Tréde Union Law) and the
. o V‘Anicles.'of Association of Chinese Trade Union.

Amclo 98 . 'bg'.‘ s

e Tradc unions in joint vcmurcs are reprccenmm es of

" ‘the'interests of the staff and workers. They have the

. power to represent the staff énd workers to sign
~labour contracts with )oml ventures. and super\xw
the execuuon of lhese contracls

Adticle 87 - 0 7 oo

" The basic tasks of the u'ade unions in joml ventures

“are: to protect the democratic rights and material

ier o gZA . ia...nterests of the staff and workers pursuant to the law, ©_
(“ ’ ,.\\ ‘hen al allpnm(‘slon)omtvcnture ﬂgreclocx(ondthe
N

o ' - to help.the joint ventures with the arrangement and

rational use of welfare and bonus funds; to organize

auditor and, other high-ranking ofﬁcnalq <hn|l ho -

i

“be i in accordance \suh t‘me pnncxp)e ofdxsmbunon to

the
quch
.‘opornuonal acuvme: of jomt vev\turcs

\\orl\erc and esmbhsh a <"'ul cm'mn 1ion system <0 -

Call pnrncﬁ 10" the. joint venture in the agreement,

~.business hccnsc

n'n(i :

'A,pohucnl pro(e.s:.xonal ; scwnnﬁc tec.‘mical
'tudxcs carr\ out hlem'v. arl ﬂnd ﬂpor(s acn\mcs .
“and 10 cdumte smff and workers 10 rnh<('r\o fabour

Jdl\(‘lﬂhll(‘ .md s(r)\c In fulf!l the. ¢conomic la<k< of

Jas nonvonng membcrs aud to report the opm&)nc and
dcmnndc of :mﬁ' and_workers to meetings of . lhe
bonrd of dnrcc(ors held to dnscucs important nsues

as de\elopmcm plans, production and

‘xa'-

Tradc union reprecemauves ha\e thc n"ht to ancnd -
Clas nonvoting membors ol’ ‘meetings of the board of *

directors held 1g dmcuss and decide on awards and' Y
‘;ponalncs 1o :mff and workers. salar\' systems,
RS olhro hench’\ hhonr nrote ctmn and labour
linsurance. cte. The bn.:'d ofdxrec.ors q“mll heed llu

Ol)llllOII< of the U.':‘h unumwmd win 1t< co- opelanon
N S . o

Amcle 99 : . .
“Ajointy omurc shall acmcl\ c.upport (hc \\orh o( (hc(_; 0
lr’ldc union, snd. in uco*dancc with stipulations of - 7.

5 ‘the Chinese Trade Union Law. provide housing and-

facilities for'the trade union'soffice work. meetings.
nnd wel(are cultural and sports activitics, The joint
\cmure shall allo: an amount of money to.alhng :
Ipercent of all the salaviés ofthe joint venture's staff 5
.and workers as trade union’s funds. whlch the trade
“union of the joint venture shall use accordmg to the - ;.
rele\am manageral rules for trade union funds
“lormulated by the Al! (,hma Fedcranon of I‘rude'
“Unions. =~ .. -

E ~Chapter X1V _Duratidn. Dissolmioﬁ‘and Liquidation "

s “

,'Amcmoo T

‘The duration ol'n)omt venture shall be dccxdcd upon
through consultation of all parties to the joint venture
according to actual conditions of the particular lines
of business and projects. The duration of a joint
venture (~m:'wcd in an ordinary projects requiring.
large ‘amount of investment long construction
perieds and Tow interest rates on - fundq can ‘be .
“extended to mon lh'm 20 veurs,

Article 101
The duration of a joint venture shall bc stipulated by .

contract and articles of association. The duration :
l)cr,:m'; from the day whcn (hejOlﬂl venture s issucd 8.

'

duration, the joint venture shall fite an application for ‘

Py
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IR xu‘ndlng the dm.llmn sizited by

. d:n i rmcuos thc apuhcauon -

L,)on aux)m\al uf (hc extension of lho dur1tmn ‘the
joint venture conccrned shallgo thugh registration
formalities far the alteration in accardance with the

Joml AY enturm

p .

Amcle 102

IR A joint \rnlur(‘ .nn he dx~~ol\cd in (h(‘ f()‘l(n\mc

-; __sitnations:

e

. o (HTcrfnm'm')n of duration:

losses: i

“of one of the contracting pamce to fulfil lhe'

“and articles of association: -+ .. | P
"(4) Inabilitv 10 continue operations duo 10 hcnv\‘

calamities and wars. ete.:

451 Inahilitv 1o ohtain the dcs:rcd ohjecuch of the .

operation and at the same time 10 sce a fumrc for
'deveh);)menl '

Py . T ((») Occurence of o(}-cr reasons_ for dlxsoluuonh-

—c<(‘llbed by the (‘(H‘(r‘l(‘l :md artic los of .l\\ocmlum

ln'cases_ descriqu in ('_'l_. (.'1)4_'('4'). (5) and (8) Of 1his
Uaiticle, the bonrd of directors  shall make an

‘application for dissolution lo \hc cxamman:m nnd
' approvul authority, . . : ‘ '
' . " In the siluation described in (3) of this article, the
party failed to fulfill the obligations prescribed by the
agreement. contract and articles of nssociation shal)
bé h'nb!c 10 }hc‘ losses thus caused. '

Article 103 ‘
;1 Upon announcement of the dmomuon of a joint

procedures and principles for the liquidation and

., nominate candidates for the liquidation committee.

" It shall report to the department in charge of the joint

. .venture for examination, venﬁca(lonand supervmon
ofthe liquidation. . | . | .

" Raicls 104

Members of a liquidation commitiec are usually

representatives 3
; dulhmnod by lhc H(H'll(‘\ ‘with (hn vmnnn:\(mn :\nd"
».a mm\nl mthority, six m(-mlh hofmc (h(- “date’ of’

Ty exmr'nmn of the duration The cx.mnn.uum '\n(l i
~approval authority shall give an official w ritten rcpl\ o
tothe ‘pnhcam within one month bu;:mnm" fmm tho )

-, iThe liqhidatiun expenses :md

~ Procedures of the People’s Republic of China for the
RP istration and \dmmmr‘mon of Ch:nc<o Porcu,n o

. (2) Inability to commuc opcrauons duc to hca\\

_‘(3) lnabxhh 1o conunue npcr'monﬁ duc 1o the faxlurc;” )

bhaauonc prc\cnhcd by lhc u"reemenl u)nlncx- :

.Imw\ caused by forc(- malcurc such  as n'numl'

venture. 1ts board of directors shall work out

selected among directors of a joint venture. In case

«(hc dmum\ mn’nm wr\o ar are unsun.lhk‘ to hc

ml\ Linvite “laccouniants and  lawvers

D nlur(
i

H“‘I\N'l‘(‘(i ln Chln.x {o dolhp joh "W ben the examina-

_\cnd x)ersnnnol lo <uuvn1xo Ihc Drocess. .

it e

mcmhcm nflhc liquidation comlmtlcc shallbe naid

\cn(ure

-Adicle 105 oo oo L

*‘conduct (horough check of the property of the joint
‘venture -concernced. its creditors’ rights and

'ln\m on “sehich - nropertyv is to he evaluated and

TR .\lculmcd and 10 fonnulate a liquidation nlan All -
these <hal he carncd out upon aooroval of lho bonrd .

: <of d:rec(or<

) 1conccr|jmd to sue and be sued. .

= Amcle 105 SIPE PR }
: Joint venture qhnll be tiable to s debts mlh nll of its

.l\\(‘lQ “The'r r(-mwmxnf' proportvaflor the clesrance of

o \cmuro according 10 the ;)ropomon of cach party’s

“investment unless atherwise provided by agreement.
;-M._conlrau- and articles. of association of the jont’
) ('on!ure ‘ s o

At .hc time \shcn 8 jOlnl venture is being dlssolved

the value nddcd to its nect assets or remeining
';_)_r()pcnj. that exceeds the registered capital s
" regarded as profit on which income taxes shall be
“levied according (o law. The foreign participant shall
‘pay income taxes according to law for the portion of
shenetassets orremaining property that exccudﬂ his
~\:nvo\tmcm when he rc'mm it abroad.

'Amcx. 111 S :
" On completion of the llqwdatmn o{ a dissolved joint
Cverture. the liquidation commitiee shall submit a
- liquidation report approved by s meeling of the
" -board of directors to the original examination end
approval authority, go through formalities for
“*nullifying its registration and hand in ils business

e .license lo'(hc orginal registration suthonty.

_Anticle, 108 e

After dissolution of 8 joint venture, n.s accounl books
and documents shell be leftin the care of the Chinese
participant

.m( mhom af lh(- hqmdannn committce. the joint’

“tiem and approval nu(hom\“ deems necessary.it may

’rcmuncra(ion to

i "urmru\ (rnm Ih(‘ existing assets of thefoint |

CThe -tasks of the hquada(lon committee . are: to

: sliabilitics: to \\ork out ‘the statement of assets and
h’\hllmm and 105 list of property: to put forward a

Dunn" (hc proccw of hqmd:mon the hqmdal on

"mmmmc shall "“represent the joint .venture

" dehtc shall be distributed nmong parties to the Jomt L
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AP 'Amd. 109

“‘between the parties to the joint venture shall.

S e - possible, the settled through friendly consultaUOn or’
-, mediation. Disputes that cannot be settled through
. ‘thesé means may be- qctlled through arb mmon or ..y

-courts, of_;usuce R
‘Anicla 110 . _
.-Parties to a joint vemurc shull applv for arbnrauon in

accordunce with the relevant writien agreement. . -
submit the dlcpute ‘to the Foréign ™

S The) may
' hconomlc and Trade. -\rbltranon Commlumn of the

" Trade in accordanco \\nh its arbnmnon rules. ‘With

~.can also be cumed out xhrouﬂh ana rbnr-mm
in the country. where the sued party is locaxed or
through one in a third countrvin accord'xnce \mh the
arbnranon ngenc\ 's procedL es. Ut

Amcle 111

SRR with the Chinese Pcople s CourL R

B - AmclaHZ o v ‘
' . In the process of solving disputes, excepl for maners

“+in dispute, parties to a joint venture shall continue to

other stipulated by the
agrecment. contract and anlclce of association of the

carn . out prouslons

_)omt venture.

.

‘-Chapter XVI Supplemontary Articles
'_“Amclol!J AR PR \ B
The Chinese officé in charge of visas chdll nive
convenient service by simplifying procedures for
staff and workers from foreign countries or {rom
" Xiangrang and Aomen (including " their family
members) who frequently cross Chinese borders.

CAmicle 114 U T
" Departments  in

responsible  for handling epplications . and

‘sbroed for study tours, business negotiations or
training. g - .

Anicle 11§ R :
Stall and ‘workers from foreign countries or from
Xianggang and Aomen working for a joint venture can
~bring in needed means of transport and items for

B Dmuutcs urmn" overthei mtcrpremnon ofexccuuon
“ of the. ;agreement, contract or articles of 2 n«ocmnon :

) Chma Council for the’ Promonon ‘of Imema.xoml a

’ mutual consent of the -)nmc< concerned nronrmnon
ageney -

If there is no written urbllranon ugrccmenl between
"_ the parties to a joint venture, each side can ﬁle asuit .

charge of joint ventures are

TProcediirds Tor “Chifiesé “staff "an‘(i'“@?o"?kéri“goin’k -

Aiclents _
2Joint ventures sét up m the specml ¢conomic zoncs e
shall'abide by the provisions, if ‘any, provided othcr- o

The Intioduction by Yuan Mu State Council Spokesman,’ .
lo Chinese and Forclgn Correspondcn!s to. the

offuc usé. paving rcgulnr custom< dut\ and mdustnal
nnd commcrcml con<ohdnted tax on thcm Sk
. . tast

.wise in the laws and regulations adopted by the

\anunal People's Co'wrcu ns Smndmg Commmee -
or. tho %axc Counctl o S A _;;j o

Adice 117 e

'I'he power to explmn lhc Regulahonq is vcstcd in thc '

“Ministey of 1he Formgn Econonnc Relanom and
Trade

Amcle 118 S

i

chulauons for !mplementatlon of the Law of the
People s Repubhc of China on Joint Vcntures Usmg
L Chinese end Furengn Investment )

LU L

Sept 26, 1983

The Regulations for Implementation of the Lav. o
" of the People’s Republic of China on Joint Ventures
Using Chinese and Foreign Investment are formally |

promulgated today. I'd like to make 2 brief
mtroducnon to the Regulations now: . ‘.

" The introduction is composed of three pomts

1. The basis and purposes of formulating the
Re;:ulmlone

~JI. The .main contents of the chuluuons,

M. The preferential treatment to joint ventures.

I The basm and purposes of formulatnng the _
) Regulations

As evervone knows that it is the long term and

“unshakable policy of our country to persist in open-

" door policy, developing foreign trade and economic

and technical exchanges, and to welcome foreign

. investors to make investment in our country.

The 18th Anicle of the Constitution of the
People's Republic of China has stipulated explicitly
that the People's Repuhlic of China permits foreign

“éntérprises. other (oreign ecSnomic Grganizations or

{foreign individuals to invest in China or to undertake
various forms of economic cooperation with Chinese
enterprises or other Chinese economic organizations.
This erticle also provides that the lawful rights and
interests of the foreign enterprises and .other
economic organizations, as well as joint ventures

_ using Chinese and foreign investment located i in ‘China
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.- Chinese and foreign foint ventures.

" -of our country.

‘Reculations

( hnn T ’ C

The \ccnnd \(‘\slull afthe Filth (‘hm(-se \‘mnnnl )

Teonle’s (‘nn"ww Jheld in Juty, 1979 adoptéd and

mmnul:.m'd ithe Law of the Peoule’s Remiblic of )
China on loint Ventures Using Chinese aad Foreign -
. ln\ estment. and thereafter has mumulg:\lcd aseries
“of senerale laws and rcgul’umn: concermng joint -

ventures in accordance with that law, such as the

Regulations of the Pcoulc

‘Republic of’ China - on Labour
\1ann"em(’m in Joint Ventures lising (‘hme<e ‘and

" Fareien Investmenr nnd the Income Tax Law of the
Jaint

Peanle’s Republic of China (‘oncormrw

- \cnune\ l‘unﬂ (‘hme<e :\nd Foru n ln\eslmom

mr ’ .
8y the end of ]JR’.

(he mml n:li()un( of dir(‘('!

fareign investment absorbed in various forms by our
country is 4.9 billions of U.S
~ agreements. of which 1.7 billions h

. dollars according 1o
ave heen put into
use: among these 83 projects are joim ventures.
iwhich have acmall_\___‘u(xthd 100 millions of L.S

dollars of foreign investmeniis. Duning these years.

_certain experiences have been gained for running

The ‘Resulations promulgated today

" furmulated in accordance with the open-door policy -~
“pr‘OV_isiuns’ of “the .
-Constitution. the Law of the People’s Republic of
""China un Joint Ventures Using Chinese and Foreign

relevant

the

Investment and the practical experiences gained

A ) -during these vears. The Law of the l’e.ople’s Republic
cof China on -Joint
‘Foreign

Ventures Using Chinese and
promulgated in 1979 s
comparatively principled and simple. The present
‘havé * further  concretized  those
principles on the hasix of that law. and clanified the
that ‘heen ‘involved in the oint

Investment

issues have not

‘venture law but put forward for solution by the

the

practice of running toint ventures. Therefore,

furmulation of the Regulations has made the laws of

our country cancerning Chinese and forolgn 10int

" ventures mare concret and perfect.

The ‘Chinese government hopes that the formal
pramulgation and implementation of the Regulations

i shall not only enable the existing Chinese-Foreign

10int ventures to be run more successfully and have a
greater dcvelopmen( on hasis thereof. but also

. atteact more foreign investors to cooperate with

various departments ‘concerned of our country to

" establish new joint ventures,

_{l. The ,Main‘\Conx',enls of the Regulationa_ .

The Regulations include altogether 16 chspters.

Republic of Chinaon the
Registration and Administration of Joint Ventures | '

:l sing Chinese and Foreign lnve<(m(-n( chul'moné-" '
of the People's

are

“léntures.

" foreign investments and nunning joint ventures.
’(h‘c_
+ Regulations are as follows: T
"+ 1. The legal status of joint ventures in Chm‘ The
Regulntions mpul.nc exvlicity that joint ‘ventures
are the Chinese Iégal persons. which are under the -

\\nh Ilb artic Ioc .md &) (lUH \u)rd<

“The R("'ulmu'n\ have, reflectéd the D!‘IllCll)l(‘ nf
(‘(]ll.lll(\ and mul\ml henefit for hoth varties to joint.

covernment to.further relax’the policy for uuhzxrpg

urqvidcd for -hy

The contents '

maim

: jixritdiclion and protected by the Chinese law:

the prohibited items. The industries in which lan

econamy. and impairment to the rights and interests

. The industries in which joint ventures -are

encourazed the reqmremem: to joint.ventures and

venturcs are encouraged by China are:

Fnerﬂ\ development. the buxfdmz mmonnl

) chemlcal and metallurgical industries:’ L. ;
. Machine manufacturing. instrument and meter
Cindustries and ulfshu.c ml c\n!mnuon eqmomcm

manufacturing: 1 . o .
Flectronics “and comnuter f‘i'ndu.s‘(;'ies.‘
communication cqpipmém manufactuning:
Licht- textiles. fodd:ru‘ffs' ) mcdncnne mcdlcal
n.wnnlm and packing xndu<ln(‘<
-\mnculmre animal husbandry and aquacukure

. Tourism and service trades. )
“.From all xheco we can see.that lhc ﬁeld of »omt
ventures are very broad i

“The ‘requirements s¢t by the, Ref'ulanonc aro'
'm'a.nnl,v‘thnl the joint ventures shall f{acilitate-the

‘and relldcted the snirit of the Chinese "’

“and

constructiun -of the four modernizations of our

and,

country the acquisition .of the ‘advanced
prohibited items are mainly that the joint ventures
shall not he detnment to China’s sovereignty. in
violation of Chincse law. unconformity with the
requirements of the development of China’s national

of onc of the parties to the joint venture. All these are,
the minimum requirements of a soverign state. but
not excessive demands. let alone any discnminations
to Ioln[ venfures.

3. The procedure for establishment and approval
uf_unm ventures. the agreement. contract. articles of
association of joint ventures and the main contents
thereof. their organizational form and method of
making investment as well as their operation rights.

4. The board of directors and managemenl

. organizations of joint ventures. The Regulations

stipulate explicitly that the board of directors

- composed of on basis of agreement by both partiesto

the joint venture is the highest authority of the
venture and shall decide all the major issues thereof.

e .25, The relations between joint venture plan and

the state plan. the marketing channel and price of

joint venture products. The Regulstions stipulate

“technologies which suit the needs of our country’ The . :

i
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Sl charp of the total mnount of investnent. the joint
ventre mavoan itk own name. obtain loans from the
hanks as s investinent. Therefore. the total amount
ofinvestment of a joint ventire may generally consist
of two categones. funds provided by the parties to
the venture themselves and loans obtained in the
vaine of the venture.

Registered capital

The registered capital of ajoint venture refers to the
total anount of invesument registered ot the
adininistrative  deparunents  for  industry  and
commnerce {or the establishinent of the joint venture,
and it should be the suin of investinent subscribed by
the varties to the ioint venture. The parties to the
loint venture may. in accordance with the provisions
of the joint venture contract. put in their subscribed
investinents to the venture in a lunp sum or by
wstallinents.

Investment subscribed

This refers 1o the amount of canitat the parties to o

“loint venture agrecd te puiin for the establishiment of

the venture. The contribution te the joint venture hy
the parties 1s 1o be judzed by the amount of
investinent subscribed and the responsibility of each
party {or the joint veniure i: lunited to their
respective investiment subscribed.

The Right to the use of site .

The rizht to the use of site of a joint venture is the
rnght to the use of asite obtained by the joint venture
in accordance with the needs of its operation. The
richt may be obtained by the joint venture by
concluding a leasing contract with the land depart-
ment concerned of the local goverminent or itinay be
contributed by the Chinese wparticipant as its
investinent by evaluating the right. Whichever way
did the joint venture ohtain the richt to the use of site.
ir should onlv have the right 10 use. but not the
ownership. And transfer of the richt to the use of site
18 not pennitted.

Investment certificates

Investinent certificates sre the certificntes issued by
a joint venture to testifv the amount of investinent
subscribed bw the parties to the inint venwre. They
are issucd to the joint ventures after the parties to the
ventore have put io their repective suhscnbed
investinent  and after the Chinesc~regis‘(ered
accouataat has venfied the amnount and issued the
verification report. Without the consent of the other
parties and the. approval of the examination and
approval acthority of the joint venture. no psrty 1o
the joint venture is alowed to dispose of the
certificate by transfer. mnortgage or other ways.
Reserve fund

The reserve fund of a joint venture is a special fund
withheld from its profits to inake up for the losses the
venture may be suhjected to and to guard against
arcidents. The proportion of the fundisto be decided

nvan by the hoard of direciors, butitis not to exceed
a certan ainount. The reserve fund isin seneral not
to he used for other nurnoses. but. with the anproval
of the Joint venture's examination and anproval
authority. may he used by the foint venture for
increasing its capital or exvanding nroduction.

“Bonus and welfare fund for staff and workers

The bonus and welfare fund for the staff and workers
o a ieint venture is a special fund withheld frgyn the
venture s profits to inprove the welfare of the staff
and workers and encourage individuals or groups
who have inade comnparatively great contributions to
the production and work. It can be used only for
commending those who have ‘made comparatively
ereat contributions and providing collective welfare
facilities for the staff and workers. inedical and health
service and financial aids.

Enterprise expansion fund

The expansion fund of a joint venture i< a special
fund withheld frow the joint venture’s profits (o
expand itz oroduction. It can be vred for purchasing
fixed assets. increasing  circulating funds  and
expanding oneration. It can also he used for the 1rin
manufaciure of new products. undertaking scientific
research and running technical training {or the <taff
and workers.

Iindustrial property

The industrial propertv is the proprietary night
acquired in accordance with the law for patented

“inventions. new designs and trade tarks. Itis to be

protected according io the law. although such
vrotection is strictly regional. Exclusive incharacter,
the industrial property shall not be encroached upon
by nthers. Use of sucha nght by others imust have the
consent of the owner of the night and a fixed amount
of reward for him. ‘The Law onJoint Ventures Using
Chinese and Foreign Investment stipulates that a
joint veniure iay make its investineat in industrind
praperty. towhich provision rules have heenadded in
the Regulations for the Impleinentation of the Law on
Joint  Ventures  Using  Chinese and  Foreign
Investments.

Knowhow

Knowhow. atso called technical secret. is technical
knowledge which can be transferred or inparted and
which not know to the public and not patented.
Unlike the patent right whose effective period is
limited. knowhow is: monopolized hy means of
<ecrecy.

Accrual basis

This is an accounting method of asceriaining the
incoine and costs of a venture in a fiscal period (a
inonth. o seasonorayesar). Inother words, the incoine
and costs ol a current period should be dealt with as
such, no inatter if the suin is received or paid in that
particular period. Conversely. the incoine and costs
not of the current period shall not be dealt with as



that ajoint venture shadi wark out its plan according
to the scone of oneration and nroduction scale fixed
inthe contract. and carry it out upon approval by irs
hoard of directors. The Chinese department in
charce and it olannine and  administrative
departments at various levels shall not assign the
instructive plan to the joint venture.

6. The foreign exchange matter and the financial
and accounting svstem of joint ventures. The foreign
exchanze income and expenscs of a joint venture is
an issue that is concerned by foreign investors. All
the matters concerning foreign exchanges of a joint
venture shall be handled in accordance with the
special laws and regulations on foreign exchange
control of our country. And our country encourages
loint ventures to sell their products outside China. <o
as to solve their problems of foreign exchange
expenditure. I their products are approved to he
sold outside China but still have an unbalance in
forcign exchange. the umount lacked wiil be solved by
the department in charze of the enternrise. On the
whole. the lezitimate rights and interests of forcign
invesxérs are guaranteed.

7. The departinents in charge of joint veniures
and the regulations between these departments and
joint ventures. The Regulations stipulate that
devartments  in charge of joint ventures are
responsible for guidance. assistance and exercising
supervision to joint wentures. That is to sav the
relation between these departments and joint
ventures is not the leadership relation as that to the
state-owned enterprises. This has reflected that the
nperation and management autonomy of joint
ventures are respected.

5. The matters concerning labour manacement
and trade union of joint ventures.

9. Matters concerning consultation. conciliation
and arbitration of the disputes arising hetween
parties to joint ventures. The Regulations stipulate
that the disputes between parties to a joint venture
muy be suhmitted for arbitration in China. or in the
country where the party is being sued. or through the
arbitration agency of the third country, if failed in
friendly consultation or conciliation.

All these matters mentioned above are in
common concern both at home and abroad. and
needed to be clarified and resolved in practical work
It can be anticipated that joint ventures are surcly
developed in a further step as all these issues have

the laws to follow and been clarified.

111, The Preferantial Treatment to Joint Ventures

The Regulations have permeated. from the
beginning to the end. the principle of equality and
mutual benefit. And at the same time stipulate some
preferential treatments to joint ventures. such ax:

1R .

Lo Certain coads imnorted by joint ventares are
exemnt from customs dutv and industrial and
commercial consoiidated tax. According 10 the
stipulations  of  our  countryv. the machinery.
equinment and other goods as investiment made by
forcign participant or imported with the funds which
are nart of {he total investment. and the raw materials
which China cannot guarantee production and
supply or those for production of export goods
impaorted with the increased capital. are exergpt from

‘customs  dutvy  and industral and coftnercial

conxolidated tax.

- 2. Joint venturcs may bhe granted a reduction or
exemntion. ubon approval of their application. from
industrial and commercial’ consolidated tax for
exported products produced by them. except for
those are prohibited to be exported by our country.

3. The products produced by joint ventures. if are
argently needed in China or to be imported by China.
may be sold mainly in Chinese domestic market.

Al thexe are the preferential  treatments
favourable 1o foreizn investors, ’

China has a rich natural resources and labour
sources. withcertain level of produciion technologies
and low wages. There are many enterprises that are
needed and possibly 1o be developed. the Chinese
market is hroad. the political situation is increasingly
stable and will be stable continuously. The Chinese
cconomy has been brought into line of healthy
development. And the open-door policv adopied by
China bhas gained obvious results and shall be
persisted in continuous!y, All these have nrovided a
favourahle condition and environment for the
investments made by foreign investors. 1 would like.
on this occasion. to express again our welcome to
{oreizn ‘nvestors to make investment in our country,
and wish a new and greater development of joint
ventures on the hasis of equality and muteal benefit.

So much for my introduction and now mv
coliczues. the leaders concerned from the Ministry of
Foreign Fconomic Relations and Trade. and 1 are
ready to answer vour questions concerning this
matter.

Some Key Terms Used in the “Regulations for the
{mplementation of the Lew on Joint Ventures Using

Chinese and Foreign Investment”

Total amount of investment

The total aimount of investinent of a joint venture
refers to the sum (total) of the capital construction
funds needed for the production scale specified in
the contract and the articles of association of joint
venture and the circulating funds for production. If
the funds contributed by the parties to the venture
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