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Inspecting a map of the Beaufort Sea
are, left to right, Diamond Shamrock's
Vice Chairman Avery Rush,

President Al Tomlinson, and

Bill Bricker, Chairman and CEO.

“The

conventional
wisdom said,
‘Global oil glut...
trim your sails.’
Diamond Shamrock
responded with
$161 million for
five offshore
Alaska leases.”

W H Bricker
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TEN-YEAR ANNIVERSARY

A4

LE

rade relations between the

United States and the Peo-

ple’s Republic of China have
progressed at a pace and in direc-
tions few could have anticipated 10
years ago. Not only has trade itself
increased from just a few hundred
million dollars to well over five bil-
lion dollars, but our economic re-
lations with China have been ac-
companied by a remarkable
transformation in China’s eco-
nomic system. When one surveys
the breadth of acuvities now un-
derway, from US-China coopera-
tion in energy and mining to joint
manufacturing, it is hard to believe
that just 10 years ago China did not
accept foreign loans or direct for-
eign investment, and had not vet
U|J(‘l1('(| 1s doors to export proc-
essing.

The maugural conference of
the National Council for US—China
Trade, held on May 31, 1973,
marked a turning point in this re-
markable chain of events. The oc-
casion took place in Washington's
Shoreham Hotel, and received the
full support of the White House,
Commerce, and State depart-
ments, the recently established
Chinese Liaison Office in Wash-
ington, and the active participation
of America’s leading corporations.
From the start, this broad-based
support assured the Council of
strong official encouragement, and
above all, enthusiastic cooperation
from every segment of the Amer-
ican business community.

On the occasion of the Coun-
cil’s tenth anniversary, 1t is there-
fore fiting that we acknowledge our
special debt o those who helped
Inaugurate our commercial rela-
tons with China: former President

TER TO MEMBERS

National Council President
Christopher H. Phillips

Richard M. Nixon, Vice-Foreign
Minister Han Xu, former deputy
chief of the Chinese Liaison Office;
Chairman Wang Yaoting of the
China Council for the Promotion
of International Trade, which be-
came the Council's official coun-
terpart agency in November 1973,
and the Council’s first board of di-
rectors. Our chairman, Donald €.
Burnham, chairman of Westing-
house Elecuric, led the first dele-
gation of American business lead-
ers to China i 24 vears on the
occasion of the board’s November
1973 wvisit at the mvitation of the
CCPIT. The Council’s two vice-
chairmen were Willlam A. Hewitt,
then chairman of Deere and Com-
pany. and David Rocketeller. of
Chase Manhattan Bank. Gabriel
Hauge, the late chairman of the
Manufacturers Hanover Trust
Company, served as secretary-
treasurer. Walter S. Surrev. ol Sur-
rev & Morse, our current chair-
man, served as our counsel.

For both countries the first
decade of trade was one of feeling
our way, of establishing contacts
between state and commercial in-
stitutions on both sides, and of nor-
malizing political and economic re-
Many barriers were
overcome 1n these yvears.

lations.

n retrospect, it 1s surprising that

US—China trade could have in-

creased from $4.9 million in
1971, 10 $5.2 billion by 1982, in the
face of the many obstacles which
existed. When the embargo on trade
with China was officially lifted on
June 10, 1971, the establishment of
diplomatic relations was still eight
vears away. Most-Favored-Nation
tariff treatment was not accorded
Chinese imports untl February 1,
1980, when the US—China Trade
Agreement became law. Moreover,
the financing of two-way trade was
still impeded by the frozen assets
issue and consequent lack of any
direct banking relations, and would
be until January 1978. Finally, the
requisite laws and regulations
needed to maintain a stable busi-
ness relationship were almost to-
tally lacking on the Chinese side;
today. of course, China has prom-
ulgated more than 30 major pieces
of legislation governing joint eq-
uity ventures, offshore oil explo-
ration, and taxation.

To facilitate this historic proc-
ess, the Council worked to remove
the mystery and misinformation
about China’s commercial practices
by publishing in-depth reports on
virtually every aspect of China's
foreign wrade. The Council
launched the bimonthly China Bisi-
ness Review in January 1974, and
the equally successtul monthly Clina
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Market Intelligence in May 1981.
Meanwhile, our library quickly ex-
panded to become one of the world’s
most extensive collections on the
China trade.

Member firms have benefitted
from new Council services at every
juncture in China’s evolving trade
relations. The creation of the Busi-
ness Advisory Services department
last year increased the Counal’s ex-
pertise in the critical areas of joint
ventures, coproduction, and coun-
tertrade, as well as the special prob-
lem areas associated with straight
buving and selling. And at the
highest levels of both governments
the Council has worked to over-
come the export controls problem,
as well as the disincentives to in-
vestment in China cxpcl‘icmul 3}
American companies.

n the trade front, US ex-

ports to China initally ex-

ceeded our imports by wide
margins. Our surpluses reached
$704 million in 1974, $1.1 billion
in 1979, and a record $2.7 billion
in 1980. Throughout this period,
however, China's exports to the US
kept up a steady 50-60 percent an-
nual growth rate, which eventually
reduced our surpluses to $1.7 bil-
lion in 1981, and to just 3621 mil-
lion last year. When one takes into
account China's net dollar earnings
from tourism, shipping services, and
insurance, it is probable that an

overall balance in our trade with
China has already been achieved.

[ am confident that in the next
decade we will see a continuation
of the rapid growth and transfor-
mation that has characterized our
trade with China thus far. In his
recent Washington visit, Finance
Minister Wang Binggian under-
scored China's commitment to the
expansion of bilateral trade, and
assured US firms of his country’s
intention to carry out even more
initiatives in the future. He re-
ferred to the ongoing reforms re-
quiring Chinese enterprises to be-
have more like for-profit Western
enterprises, a development that
bears close watching by US firms
already established in China, and
to the rapidly expanding partici-
pation by US oil companies in
China’'s search for offshore oil.

Looking toward the future, one
cannot escape the conclusion that
China’s need for agricultural prod-
ucts, industrial supplies, and West-
ern technology, combined with the
country’s strong balance-of-pay-
ments position, will continue Lo
make foreign trade the fastest
growing sector of the Chinese
CCONOMmYy.

Barriers to trade nevertheless
still exist—export controls, inade-
quate export financing, protection-
ism, as well as the disincentives to
trade and mvestment on the Chinese
side. The list is shorter than it was
a decade ago, but as

THE WHITE HOUSE

WASHINGTON

our economic rela-
tions develop, the re-
moval of obstacles be-
comes more important

May 31, 1983

Dear Mr. Surrey:

1 congratulate you and fellow members of the
National Council for US-China Trade on your
tenth anniversary. Your organization has
made a major contribution over the past ten
years to the development of cur commercial
relations with the People's Republic of China.

Your work not only helped to increase trade
with China dramatically during this time, but
has also laid the groundwork for the even more
significant expansion of our commercial rela-
tions with China that is just beginning.

Towards that objective, this Administration is
prepared to work with the National Council to
continue to improve the prospects for U.S
products in the important China market, and to
promote a healthy two-way trade relationship
between our countries.

wWith my best wishes for your continuing success

Sincerely,

QMRMU-\

Mr, Walter S. Surrey

Chairman, Board of Directors
National Council for US-China Trade
1050 - 17¢h Street, N.W., Suite 350
Washington, D.C. 20036
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and more urgent. 'The
Council will continue
its efforts to remove
these barrers. We will
also work to mmprove
our information-gath-
ering and dissemina-
HON services o ensure
that members receive
the detailed, up-to-
date market intelli-
gence thev require.
And we will place
particular  emphasis
on filling the need for
more  sophisticated
information and ad-
vice on how to operate
within an increasingly
complex Chinese eco-
nomic system. £

On behalf of The China
Council for the Promotion of
International Trade, I would
like to extend our warmest
congratulations to The Na-
tional Council for US—China
Trade on the occasion of its
tenth anniversary.

The National Council for
US—China Trade is our close
partner in economic and
trade exchange between
China and the US private
sector. Since its founding in
1973, the Council has hosted
many Chinese delegations in
the US and also organized
many American delegations
to visit China, playing an ac-
tive role in enhancing the
friendship and mutual under-
standing between our two
peoples, and in promoting the
economic and trade relations
between our two countries.
We greatly cherish the close
cooperation and good rela-
tionship between our two or-
ganizations, and hope that
both will make joint efforts to
contribute more to the fur-
ther development of Sino—
American economic and
trade relations.

Looking ahead we see
broad prospects for China—
US trade. So long as both
sides abide by the Joint Com-
munique’s principles in the
spirit of equality, mutual ben-
efit, and mutual exchange of
needed goods, China-US
trade will make still greater
progress.

194

Wang Yaoting
Chatrman

CCPIT



1 May 31, 1973 marks
97 the inaugural meeting
of the National Council for US—
China Trade. Christopher H.
Phillips, deputy representative to
the United Nations from 1969 to
1973, becomes Council president.
In November the Council’s board
visits Beijing for the first discus-
sions between American business
leaders and Chinese officials in 24
years. PRC leaders designate the
China Council for the Promotion
of International Trade as the
Council’s counterpart organiza-
ton,

China establishes a Liaison Of-
fice in Washington, DC. Huang
Zhen, the PRC’s former minister of
culture and deputy of the Com-
munist Party's Propaganda De-
partment, is named chief of mis-
S101.

COUNCIL
HIGHLIGHTS

of the PRC’s Liaison Office in
Washington, DC. Commercial of-
ficers meet executives from 41
member firms during three cross-
country trips in August and Sep-
tember.

Member firm China Consul-
tants International begins publish-
ing The American Industrial Report in
cooperation with the National
Council.

The Importers Steering Com-
mittee is formed to help increase
imports from the PRC.

United States’ first major piece of
trade legislation in a dozen years,
takes effect January 3, and opens
the way for the government to grant
China Most-Favored-Nation sta-
tus. President Phillips testifies nu-
merous times on MFN, and on the
need to resolve the frozen claims
and assets problem as well as pass
a bilateral trade agreement with
China.

The Council sponsors a day-
long seminar in cooperation with
its New York members, and an-
other in cooperation with the Port
of Seattle, on doing business with

China.

1 97 The Council this year
places special empha-

sis on identifying key industrial sec-

tors with China business po-

The Council establishes
headquarters in Washington,
DC to monitor legislative ac-
tivities affecting China trade,
work with the PRC Liaison
Office, and serve as an infor-
mation source. Member ser-
vices focus on business advi-
sory consultations, translation
services, publications, and re-
search on trade and political
matters.

Chinese officials invite the
Council to send a fulltime
representative to the Guang-
zhou trade fair.

tential, and on facilitating
members’ increased travel to
the PRC.

In March it announces
plans to form export-related
cominittees to concentrate on
18 industrial sectors. The
committees soon become the
principal channels for market
research, industry exchanges
and exhibitions, and for busi-
ness promotion in those sec-
tors.

Also in March the Coun-
cil opens a Hong Kong office,
headed by John T. Kamm, to
facilitate travel and business
arrangements for the increas-
ing number of members going

The first issue of
]974 The China Busi-
ness Review appears in Janu-
ary. In his introductory letter,
President Phillips explains that
the magazine's objective is to
provide importers and exporters
with “features of immediate prac-
ticality, broad articles on China’s
economy, and trade trends having
bearing on the future of China’s
foreign trade . . .”

Secretary of State Henry Kis-
singer delivers the keynote address
at the Council’s first annual meet-
ing on June 3, and reaffirms the
administration’s commitment to
fostering bilateral relations with
China. In September, Council
members brief the new chief of the
US Liaison Office in Beijing, George
Bush.

The Council sponsors the first
major US tours made by members

ce in

Council o/{:;cers meet with officials of the PRC’s Liaison
gf_'ﬁ ashington, DC, 1974. Pictured in [front are
an Xu, acting chief of the Liaison Office (center), and

Commercial Counselor Zhang Jianhua.

1975 Visits by the first ma-
jor trade delegations

from China, under Council aus-
pices, spark new interest in trade
with China and concern over leg-
islative impediments to doing busi-
ness.

In February the Council hosts
a delegation from the China Na-
tional Textiles Import and Export
Corporation, here to investigate
marketing opportunities with
member firms. The textiles sub-
committee of the Importers’ Com-
mittee stages a major presentation
in China to introduce the US tex-
tiles market to China.

The Trade Act of 1974, the

to China. The first Midwest
representative, Thomas H.
Miner, is appointed in July,
with responsibility for ar-
ranging conferences and trade
seminars, handling Chinese dele-
gations in the Chicago area, and
consulting with members in the
Midwest. Arne |J. deKeijzer han-
dles similar responsibilities as the
Council’'s New York representa-
tive.

The Council sponsors a China
Agricultural Conference in St. Louis
to focus on the sector that had al-
ready generated $1.4 billion in US
sales. Agriculture Committee
Chairman Earl Morgan of FMC
Corporation leads a delegation of
agrichemicals experts to China in
November—the Council’s first ex-
port mission to the PRC. A Coun-
cil-sponsored Petroleum Confer-
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ence is attended by more than 200
petroleum equipment manufac-
turers and related firms.

Council delegations

197 open several impor-

tant business areas between the
Chinese and member firms. In June
the first American food-processing
and packaging delegation visits
China under Council auspices. The
July visit of the Mining Industry
Committee marks the opening of
technical exchanges with China in
this field. A Chinese petroleum
equipment delegation makes its first
visit to the US, and in the fall the
Council's Petroleum Equipment
Committee sends its first delega-
tion to China.

In April the Importers’ Steer-
ing Committee visits China to dis-
cuss US importing standards and
regulations. SINOCHEM, the China
National Chemicals Import and
Export Corporation, agrees in
principle to test and label phar-
maceuticals according to US stan-
dards.

Discussions initiated by the
Council lead to a landmark settle-
ment of the first joint conciliation
case between the US and the PRC.
Terms were worked out by the
ccpiT’s Foreign Trade Arbitration
Commission and the American Ar-
bitration Association. The Coun-
cil's general counsel, Walter Ster-
ling Surrey, acts as conciliator for
the AAA.

Three conferences for mem-
ber firms describe sales prospects
in petroleum, agriculture, and
mining equipment.

China tells
1 978 Department
of Agriculture officials
that it will begin taking
about 60 percent of its
grain imports from the
US. China signs its first
letters of intent for joint
equity ventures with US
firms, and in an un-
precedented move asks
the United Nations De-
velopment Fund for
$100 million in foreign
assistance. Coca-Cola
signs a distribution deal
that comes to symbolize
America's new presence

National Council archives

in China.

The US govern-
ment gives the go-ahead
on the sale of an ad-
vanced telecommunications system
to China. The Council holds a con-
ference for members on selling
technology and licensing to China.

The Council spins off its trans-
lation department into an indepen-
dent company, CHINATRANS. Also
it forms a Department of Delega-
tions to coordinate trade missions
to and from China, which increase
steadily as the US moves toward
normalization of relations in De-
cember.

January 1 marks the
] 979 official beginning of
normalized relations between the
US and PRC. Vice-Premier Deng
Xiaoping arrives in Washington on

trip.

January 29. The Council sponsors,

and President Carter hosts, an eve-
ning of entertainment at the Ken-
nedy Center, following a state din-

[m=n= e

Presidents Richard M. Nixon and Jimmy Carter welcome Vice-Premier Deng Xiaoping

to a celebration at the start of his January 1979 visit to the US.
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President Philh';u discusses China’s new joint venture
law with Rong Yiren, head of the China International
Trust and Investment Corporation, during his 1979

ner at the White House. Some 800
representatives of Council firms at-
tend the celebration.

Chai Zemin, formerly chief of
the Liaison Office in Washington,
DC, is appointed ambassador to
Washington in March. Leonard
Woodcock is sworn in as the Amer-
ican ambassador to China.

Council members are invited
to a high-level State Department
briefing on the new trade relation-
ship. Topics include US-Taiwan
relations, export controls, Most-Fa-
vored-Nation status, and financ-
ing. While visiting Beijing, Vice-
President Walter Mondale pledges
to extend up to $2 billion in Exim
Bank credits to China.

The Council’s board of direc-
tors delegation to China meets with
Deng Xiaoping in June, and dis-
cusses growth of bilateral trade with
Minister of Foreign Trade Li Qiang.

In March a Chinese Petroleum
delegation to the US meets with the
Atlantic Richfield Corporation
(Arco), and signs, the first agree-
ment with a US firm for an off-
shore seismic survey.

The Council also hosts a State
Economic Commission delegation
led by Vice-Chairman Yuan Bao-
hua, here to investigate US enter-
prise management. Numerous
member firms host the group dur-
ing its month-long stay.

Phillips testifies on the Hill to
urge passage of the US-China
Trade Agreement and emphasizes
the need to grant Most-Favored-
Nation status and Exim Bank cred-
its to China.



In November the Council sta-
tions its first Beijing representative
in Suite 1105 of the Beijing Hotel.
In December, China and Japan en-
ter into joint agreement to develop
the Bohai Gulf, prompting tre-
mendous interest by foreign oil
companies.

] 9&) On January 24, pas-
sage of the US—China

Trade Agreement Act grants MFN
and opens the way for Exim Bank
credits to China. Several months
later China assumes the China seat
in the IMF and World Bank. In
June, Bank of China Chairman and
President Bu Ming visits the US un-
der Council auspices for China's first
formal meeting with World Bank,
IMF, and Exim officials.

China opens consular offices
in Houston and San Francisco, and
the US establishes consulates in
Guangzhou and Shanghai.

Defense Secretary Harold
Brown announces that the US will
now approve items in selected cat-
egories of non-lethal equipment on
the munitions control list for sale
to China on a case-by-case basis. He
also gives the go-ahead for sale of
a $10 million ground station to re-
ceive information from the US
Landsat D satellite developed by
General Electric. Amendments to
the Export Administration Regu-
lations remove China from the cat-
egory including the Soviet Union,
and place it in Group P. But China
is still not included in the group of
“friendly” nations.

The Council hosts the highest-
ranking delegation in its history in
September, when Vice-Premier Bo
Yibo arrives in Washington to co-
chair the first meeting of the US—
China Joint Economic Commis-
sion. Bo and President Carter sign
long-awaited agreements in tex-
tiles, civil aviation, shipping, and
the consular convention. US and
China now have agreed-on routes
and schedules for direct air service,
and each country’s flag vessels are

For the 12 months ending Decem-
ber 31, 1982, Council revenues totaled
$1,991,500. Expenses for the year were
81,935,000, yielding a surplus of
$56,500. An audited financial report
prepared for the Council by Arthur An-
dersen & Company is available to mem-
’)f’r.\.

guaranteed port access and at least
one-third of bilateral cargo.

Bo inaugurates China's three-
city national exhibition in San
Francisco. The Council operates
booths in New York and San Fran-
cisco to assist firms interested in
doing business with China. Presi-
dent Phillips flies to Beijing with
Undersecretary of Commerce
Robert Herzstein in November to
open the United States’ first na-
tional exhibition in China.

US and China sign an agree-
ment permitting the Overseas Pri-
vate Investment Corporation to of-
fer long-term political risk insurance
on China investments.

The US Exim Bank makes its
first preliminary commitment on a
sale to China, for American tech-
nology to be used at the Baoshan
Steel Works.

China’s readjustment pro-
gram hits hard in December. Of-
ficials postpone Phase II of Bao-
shan and suspend a number of
metallurgical projects, along with
negotiations on virtually all the ma-
jor steel plants. On December 30,
China informs NASA that it has
postponed purchase of the US
broadcasting and satellite com-
munications system for “several

years.”
1 98] President Reagan, in a
letter to Board Chair-
man David S. Tappan, Jr., states
that the new administration is “pre-
pared to work with the National
Council to improve prospects for
the development of trade with the
People’s Republic of China so that
America can compete effectively in
that important market.” The board
of directors carry Reagan’s mes-
sage to high-level Chinese officials
in March.

Board members meet and brief
Commerce Secretary Malcolm
Baldrige, Treasury Secretary Don-
ald Regan, and other officials just
prior to the board delegation to
China. Topics include the need to
expedite export licensing proce-
dures and to treat China both as
an entity separate from the USSR,
and as a “friendly” nation.

At a July meeting of the Coun-
cil's working group on export con-
trols, the administration an-
nounces a relaxation of export
controls to China, in some cases
doubling the allowed processing
data rate for US computers. In Au-

gust the Commerce Department
announces that all US companies
participating in longterm China
projects may apply for a single
project license. The State Depart-
ment at year-end removes China
from the list of prohibited desti-
nations for items on the munitions
control list.

The first Exim Bank loan to
assist a US export sale to China is
signed in October. The loan facil-
itates Combustion Engineering’s
sale of $37.9 million worth of power-
generation equipment and ser-
vices. Exim also makes a $28 mil-
lion direct loan to support a com-
panion sale by Westinghouse in
November. Readjustment is still the
watchword, however, as China or-
ders a halt to work on four pet-
rochemicals plants and on part of
the Baoshan steel mill.

The Council introduces China
Market Intelligence, a confidential,
members-only newsletter that fo-
cuses on business opportunities and
news of immediate interest to
member firms. Arthur Hummil
becomes the US ambassador to
China.

Member firms are assigned a
“Council contact,” as part of a new
program to provide companies with
the individual services of an ac-
count representative. The contacts
keep members informed of trade
and political developments, as well
as business opportunities in their
particular areas.

The Council inaugurates a new
program of Washington briefings
for member firms, with its briefing
on China’s energy development
priorities.

Phillips takes part in the opening
ceremonies of the first US national
exhibition in Beijing. The Council
endorses the first US telecommun-
ications show in China, “China
Comm 81,” staged in November by
Clapp & Poliak.

1982 Petroleum is the big
news of the year. China
takes the first step in opening up
what may be the world's largest area
of untapped offshore oil reserves
by inviting bids from 40 compa-
nies. Member firm Arco breaks new
ground by signing the first off-
shore operating contract in Sep-
tember.

The Council’s role as facilita-
tor of US—China trade is acknowl-
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edged at the highest levels of
China’s government. Premier Zhao
Ziyang and State Councilor Gu Mu
meet with President Phillips and
Board Chairman Tappan in April.
Through the Council, Zhao sends
word that China would hope to
maintain trade with the US even if
political relations sour over Tai-
wan. On August 19 the US and
China sign a joint communique on
Taiwan arms sales.

China announces 130 projects
worth $1.6 billion that are open for
foreign investment. The World
Bank allocates $260 million for two
China projects, and the Council
starts a series of special reports to
apprise members of upcoming
World Bank projects.

To increase export opportur-
ities for member firms, the Council
helps the US government’s Trade
and Development Program iden-
tify projects in China that can gen-
erate US export sales. In October

i

Photo by Ray Crowel

Executive Vice-President Roger W. Sul-
livan testifies before the Senate Subcom-
mittee on East Asian and Pacific Affairs
in April 1982.

the Council wins a TDP grant to
organize a metallurgical delegation
to China to assess three non-fer-
rous metal projects seeking gov-
ernment aid.

The Council steps up its activ-
ity on export controls. A July meet-
ing with representatives from the
Defense, Commerce, and State de-
partments helps clarify the guide-
lines announced by the admin-
istration one year earlier. In
November Council Executive Vice-
President Roger Sullivan convenes
an Export Controls Working Group
to discuss problems among mem-
ber firms. The group drafts a
memorandum on the Council's po-
sition to be presented to Secretary
of State George Shultz.

Members, board officers, and
staff successfully challenge a peti-
tion to tighten quotas on US canned
mushroom imports from China.
The Council’s longstanding sup-
port of the Export Trading Com-
pany Act pays off with the bill's Oc-
tober passage. Staffers keep
member firms informed about the
status of the ongoing bilateral tex-
tile talks, which at year-end result
in unilateral quotas being imposed
by the US side.

Four US-sponsored exhibi-
tions take place in China: “China
Comm 82,” the follow-up to the
1981 telecommunications show
(both of them endorsed by the
Council), the Commerce Depart-
ment’s light industrial show, an
electronics and semiconductors ex-
hibition, and a petroleum equip-
ment and technology exhibition.

News Agency

ourtesy Xinhua

Deng Xiaoping meets with the Council’s board of directors dele’gatiou in the Great

Hall of the Pe
led the delegation.
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le, June 1979. Walter S. Surrey (left), the Council’s current chairman,

Trade and business
]9 prospects with China
remain good during the first quar-
ter of 1983, despite diplomatic dis-
putes that put some strain on
bilateral relations. The only real
shock to the business community—
China’s January announcement that
it would sign no new contracts this
year for US cotton, soybeans, and
synthetic fibers—causes no serious
disruptions in bilateral trade. In
March, Council member Occiden-
tal Petroleum and the Ministry of
Coal formalize the largest Sino—
American joint venture deal to date:
the $500-million Pingshuo open-pit-
coal mine.

Meanwhile a Council delega-
tion in China explores the feasibil-
ity and business potential of one of
China's top-priority coal slurry
pipelines. The trade mission,
funded by the US government’s
Trade and Development Program,
determines that the proposed
Yangzi River pipeline could gen-
erate up to $250 million worth of
sales for US firms.

Northwest Airlines is awarded
the second air route to China. After
serving China as a cargo carrier this
calendar year, Northwest may in-
augurate direct passenger service
to Shanghai and Guangzhou at the
beginning of 1984.

Council executives brief Sec-
retary of State Shultz prior to his
trip to China. Recommendations
from the Export Controls Working
Group are delivered to the secre-
tary. Executive Vice-President Sul-
livan testifies on the Hill in support
of “removing China from the cat-
egory of exports which are con-
trolled for national security rea-
sons.”

May 22 marks the first meet-
ing of the US—China Joint Com-
mittee on Commerce and Trade,
in Beijing.

The Council’'s new Vice-Pres-
ident for China Operations, Wil-
liam Clarke, assumes responsibility
for the four-member Beijing of-
fice.

China’s new ambassador to the
US, Zhang Wenjin, arrives in
Washington, DC. £

The National Council wishes to
thank Kim Risedorph for her help in
compiling the Council Highlights sec-
tion.



ALLIS-CHALMERS

In April, Allis-Chalmers en-
gineers left for China to install the
company's ball mills and auxiliary
equipment at the Yongping mine
in Jiangxi Province. 'T'hat contract
with the Ministry of Metallurgical
Industries was the latest in a num-
ber of major China deals in the areas
of metallurgy, energy, and agri-
cultural machinery.

In October 1980, Allis-Chal-
mers signed long-term agreements
in hydroelectric power with the
Ministry of Machine Building.
Those agreements were the basis
tor the transter of equipment and
technology to China, and the ex-
change of personnel. In the agri-
cultural sector, the company’s ma-
chinery is now i use on the vast
state tarms of Heitlongjang Prov-
ince.

BILL YEE ASSOCIATES

William and Katherine Yee,
owners and managers of Bill Yee
Associates, didn’t expect 1o cele-
brate their eleventh vear i the
China trade this vear. Back in 1974
the giftware importers were about
to give up on China, when a sug-
gestion from a Chinese trade of-
ficial set them on the track toward
becoming one of the more suc-
cesstul Chima importers.

The company’s new strategy
was o concentrate on a single
product line from a particula
province, rather than various im-
ports. Its choice in 1975 was the
Wheat Stalk product line from the
Shanton region, which since then
has become one of the basic export
lines of the China National Arts and
Crafts Import and Export Corpo-
ration (ARTCHINA). Bill Yee Asso-
ciates held an exclusive distribu-
torship in the US unul 1980, and

10

TEN-YEAR ANNIVERSARY

A4

MEMBER
FIRMS
DESCRIBE
THEIR

ACHIEVEMENTS

AND FUTURE
PLANS

continues to develop specialty items
constructed with Wheat Stalk, as well
as feather products, antique repro-
ductions, and blue-white porce-
lains.

BOEING AIRCRAFT

Boeing Commercial Aireraft
recently sold ten 737s to China, some
of which are already i fhght on
domestc routes. It has just taken
its first delivery of parts manutac-
tured i Xi'an ftor Boeing air-
planes, and it is now training 15
Chinese engimeers in Seattle under
an agreement with the China Na-
tonal Aero-Technology ITmport-
Export Corporation (CATIC).

This high pitch of China ac-
tivity is the culmination of a mar-
keting effort that began in 1972, In
that vear, Boeing made 1ts first sale
of ten Boeing 707s to China. The
planes were delivered in 1973 and
1974, and went into service on ma-
jor international and domestic trunk
routes,

In 1978, caac chose Boeing to
supply a new generation of air-
cratti—the very long-range 747 SP
(special performance) Jumbo jets.
The three 747s purchased in that
deal were dehvered 1 1980, and
pioneered the new trans-Pacific San

Francisco—Shanghai—Beijing route.

I'he Targest and most recent
sale of Boeing airplanes to China,
the ten 737s ordered in November
of last year, came about a year after
a unique demonstration of the
planes. In September 1981, Boeing
demonstrated the suitability of the
plane o the unique conditions of
Chinese airports by flving the ver-
saule hutle twinjet to Benjing, Wuhan,
Chengdu,  Lhasa,  Shanghai,
Guangzhou, and Zhanjiang. The
737 became the first jet ever to land
at Wuhan's Manhu Airportand the
first twinjet to operate from Lhasa's
11.600-foot high airport.

T his demonstration was not the
only sign of Boeing's imaginatve
approach to the China market. Un-
deracurrent agreement with caric,
the US company s training 15 en-
gineers in design and manufactare
ol aircralt. Bocing has also entered
into a compensation trade agree-
ment with caric and the Xitan Air-
craft Company. The tirst delivery
ol machine parts tor Boeing 7375
and 747s ook place in March. Un-
der the cooperatve agreement, the
Chinese are to supply a total of some
1,900 machine parts to the Seaule
company.

BUCYRUS-ERIE

I'he Bucvrus-Erie Company
was among the first US firms o be
mvited to Chia tollowing the re-
opening ol US—Chima trade rela-
tons. he visit reestablished a re-
lationship that went back 1o the
19205, when Bucvrus' early electri
mining shovels were first used in
China.

Atter lengthy negotations, B-1
secured orders for 7 electric mining
shovels and 35 blast hole drills in
December 1973, In 1978, B-LE re-
ceived an order for an additional 10
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blast hole drills for use m China's
iron and copper mines. One electrig
mining shovel of B-E design. man-
utactured by a Ja 1panese fim, ko-
matsu, L., 1s at work in a coal mine
at Fushun.

B-E has remaimed active moats
relations with China over the last
ten vears through numerous visits
1o Beipmg and to China’s copper,
iron, and coal mines; sales senminars
on its mining and construction
pm(lmls by partic ||)(||:nn i min-
ing mission to China in 1980; and
by hosting and holding discussions
with numerous Chinese delega-
tons visiting the US.

CELANESE CORPORATION

By the early 1980s, Celanese
Corporation’s sales to the PRC al-
ready had exceeded $S100 mulhion
annuallv, most ot ictrom the finn's
US operations. Celanese’s success
in the China market began in 1972
when the company began market-
ing polyester staple to the China
Natonal Textules Import—=Export
Corporation (CHINATEX). In the
mid-1970s, the China product area
expanded to include sales of other
man-made fibers to cHiNATEN and
chemical and plastic resins o the
China National Chemicals Impont
and Lxport Corporation (SINO-
cHeM). Later, Celanese developed
relationships with the Light Indus-
trial Products Import and Lxport
Corporation and the China Na-
tional Seed Corporation, as well.

In addition 1o straight sales,
Celanese has become mvolved
joint product development and
technology transter. The companm
assisted the predecessor of the cur-
rent China ‘Tobacco Corporation
in the development of modern ace-
tate cigarette filters tor China's to-
bacco mdustry. Technical ex-
changes have been arranged with
the Ministry of Textles. China Na-
tional Seed Corporation, and plas-
tic fabrication and molding facto-
ries. Exchanges have also taken
place with the newly formed China
Silk Corporation on processing
man-made fibers.

CHASE MANHATTAN BANK

When David Rockefeller, for-
mer chairman of Chase Manhattan
Bank, met with Zhou Enlaiin June
1973, it marked the bank’s second
beginning in China. Chase opened
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its [irst China oftice in Shanghai in
1919, tollowed by a second branch
in Tianjin. One month atrer the
Zhou meeting, and 20 years after
the closing of the bank’s China
branches in the early 1950s, Chase
became the first US bank 1o estab-
lish a limited correspondent rela-
tionship with the Bank of China.
Since then, the Chase China Divi-
sion has grown into what may rep-

resent the largest China division of

anv US bank.

In 1975, Chase Pacific Trade
Advisors (now ¢TAs—China Trade
Advisory Service) began assisting
corporations with China trade and
investment decisions. Then, shortly
following normalizaton, Chase and
the Bank of China upgraded their
banking relationship to i'ull corre-
spondent status, Finally, in June
1981, Chairman Bill Bute h( I pre-
sided over the official opening of
Chase's Beiping representative of-
fice.

T'he Chase China Division, with
offices in New York, Bempng, and
Hong Kong, now ofters a varien
of services including leters of credit.
money transfers, loans to join ven-
tures and Chinese entities, and ¢TAS
advisory services.,

CHEMICAL BANK

Less than a vear atter Chem-
ical Bank established its China
Group in 1978, a number of strong
business relatonships had been
formed with the Chinese.

Following Chairman Donald
Platten’s first visit to China the next
vear, Chemical Bank established
account relationships, credic tacil-
ities, and business cooperation
agreements with the Bank of China,
the China International Trust and
Investment (‘nrpm‘uliun. various
shipping e ntities, and local trust and
investment cor p()ldll()ll\ in (-mmg
dong, Fujian, Shanghai, and Tian-

jin. Chemical Bank |)1(]\rl(|(\ full

correspondent banking services to
the Bank of China worldwide, and
acts as a liaison between customers
and Chinese agencies and enter-
prises.

Chemical Bank recently re-
ceived approval to open its repre-
sentative office in Benpmg. The of-
fice will offer assistance i collecting
trade proceeds; identifving Chinese
supphers for US companies on a
contract, flexible trade. or joint

venture basis, and developing con-
tacts for trade and investment in
general. China group officers in
Beijing, Hong Kong, and New York
coordinate informaton flow, ne-
gotiation assistance, and financing
worldwide.

DIAMOND SHAMROCK

Diamond Shamrock signed its
first contract in 1978 as the I‘e‘;u]t
of a contact made through the Na-
tional Council for US—China Trade.
That $1 million sale of sodium
bichromate was the beginning of a
diverse and highly successful mar-
ket development. Since then, Dia-
mond Shamrock has sold to China
an average of $15 million worth of
chemicals a year. In 1983 it plans
to double its chemical sales. But the
company’s C hina acuvites are not
limited to straight sales. Diamond
Shamrock has become a major pur-
chaser of Chinese bulk chemicals,
with orders of several million dol-
lars per year, and it has signed a
technology licensing agreement for
a factory in Shandong.

In the late 1970s, Diamond
Shamrock’s sales (primarily to
SINOGCHEM) consisted mostly of
commodity chemicals such as an-
caustic soda, chrome
chemicals, and sodium bichromate.
I'he US company pioneered mar-
keting specialty chemicals in China
in 1980, It now supphies approxi-
mately 65 specialty products that
serve the Chinese textile, plastics,
paint, paper, and basic chemical m-
dustries. Itisin these product areas
that Diamond Shamrock expects its
greatest sales growth i China. The
company’s imports from China
consist chietly of bulk chemicals for
use in manufacturing animal health
and agricultural chemicals at Dia-
mond Shamrock plants in the US
and Southeast Asia.

The first foreign company 1o
open a Guangzhou office in 1979,
Diamond Shamrock now has a sub-
sidiary, Diamond Shamrock China,
Ltd., with offices in Hong Kong,
Guangzhou, and Shanghai. For the
future, the company is interested
in a China joint venture, such as a
production arrangement at a fab-
rication plant. As a company with
a growing emphasis on energy,
Diamond Shamrock also sees op-
portunities for investment in China’s
expanding oil, gas, and coal future.

hvdrous
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DRESSER INDUSTRIES

China’s industrialization plan
places its highest priorities on the
coal, electric power, and oil and gas
industries—all major markets for
Dresser operating units. One dra-
matic example of the company’s
energy activities in China is the 50
percent joint venture signed on
January 1,1982 between the Dresser
Atlas Division and the China Pe-
troleum (Im'pur;uion to provide
offshore logging services. Atlas en-
gineeers are already stationed at the
support bases of Zhanjiang, on the
South China Sea, and the port of
I'anggu on the Yellow Sea.

Energy is not the only sector
in which Dresser 1s acuve. The
Magcobar Minerals Division, for
instance, recently signed an agree-
ment to purchase crude barite from
the PRC over a period of several
vears.

Dresser’s China operatons date
back to 1972, following the Nixon-
Kissinger negotiations, when the
company sent a team of represen-
tatives to the Guangzhou Fair to
discuss the possibility ot licensing
technology for building compres-
sors. In 1973, Dresser received or-
ders for Clark compressors through
the M.W. Kellogg organization. Also
in 1973, the Dresser Atlas Division
sent over a team ol technical rep-
resentatives (o explore the possible
sale of oil well logging equipment.
Contracts for that equipment were
eventually signed in 1975, and de-
livered to China in 1977.

ERNST & WHINNEY

Ernst & Whinney in 1981 had
the distuncuon of becoming the tirst
internatonal accounting firm au-
thorized by China to maintain a
resident representative in Beljing.
Last August it was granted resident
office status.

During the course of its China
ivolvement, Lrnst & Whinney has
offered trainmg and consultations
to Chinese industry managers and
ceconomic supervisors. In 1981, for
instance, the firm mitated a pro-
gram to train Chinese accountants

1971

in the US on an ongoing basis. Ernst
& Whinney also was consulted by
the Ministry of Finance tor sug-
gestions and comments on the
drafting of the Foreign Enterprise
Income Tax Law. In October 1982,
the firm entered into a cooperative
agreement with China Consultants
of Accounting and Financial Man-
agement, Ltd. This was the first
agreement of its kind between an
international public accounting firm
and a Chinese accounting and con-
sulting company.

FIRST NATIONAL BANK OF
CHICAGO

In January 1978, First Chicago
became the first US-owned bank to
establish a correspondent banking
l'cl'ili<1|1~;!1i|) with the Bank of China,
and 1 October 1980 also became
the first US bank to open a rep-
resentative office in Beijing. Since
then, First Chicago has partici-
pated in major trade finance activ-
ities between China, the United
States, and other countries, and has
been active in China's regional eco-
nomic development.

In Apnl 1980, First Chicago
established ccic Finance, Lid., a

joimnt venture merchant bank in

Hong Kong, with the Bank of China,
the Industrial Bank of Japan, Lid.,
and the China Resources Com-
pany. In July 1982, ccic Finance,
Lid. was appointed financial con-
sultant to the China National Off-
shore Oil Corporation (CNOoOC). In
this unique role, corc advises CNOOC
on the most efficient way to struc-
ture joint venture subsidiaries and
on tinancing China’s otfshore oil
idustry. Among the services pro-

vided are counseling on mterna-
tional finance and project finance
techniques. In addition, corc as-
sists CNOOC in developing relation-
companies

ships with energ
throughout the world.

1973 1974

FLUOR CORPORATION

Fluor's first project in China
was centered at the world's largest
copper mine and mill tacility at
Dexing in Jiangxi Province. The
company’s Mining and Metals Di-
vision completed the project’s con-
ceptual and basic engineering in
cooperation with the Ministry of
Metallurgical Industries, and its
contracting entity, the China Na-
tional Technical Import Corpora-
tion (TECHIMPOR1). However,
China's economic ]‘l“!(lill“’-[[tl('lll
policies caused the project to be
suspended in early 1981,

Concurrently, in 1979, 1eC1)-
IMPORT also selected Fluor's Min-
ing & Metals unit to studyv the fea-
sibility of raising overseas financing
for a 400,000 Lon-per-year copper
complex, which included the De-
xing mine, a new smelter, and six
other smaller mine and mill devel-
opments. Fluor completed this study
in 1980,

Meanwhile, the company’s
largest engineering office, the
Southern Calitornia Division in Ir-
vine, California, began in 1979 to
perform work i the petroleum re-
fining field.

For the Research Institute of
Petroleum Processing, a subsidiar
ol the Ministry of Petroleum In-
dustry, Fluor is currently complet-
lilg the ¢ Itqnlt ering, }nnt urement,
and startup for a project involving
numerous hvdrocarbon pilot plants
and test engines in Beijing and Fu-
shun.

T'hat same vear, the Houston
Division of Fluor Engineers, Inc.,
began engineering, procurement,
and construction advisory services
for Fluor's second petroleum proj-
cct in the Daqing oil field. The

i US Exports to China

by Commodity Category (fas)

"US Imports from
China (customs value)

A A
1975
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project, involving three crude sta-
bilization and six hydrocarbon va-
por recovery units, was completed
in 1982 with Fluor's assistance in
the startup. These units recover li-
quified petroleum gas for use as
petrochemical feedstock.

The Mining and Metals Divi-
sion’s 1982 contract to modernize
the Fushun West open pit mine in
Liaoning Province, the largest and
most well-known open-pit mine in
China, will increase production to
5 million tons-per-year of coal and
8 million tons-per-year of oil shale.

Fluor entered China to ofter
technical engineering and project
management services. To help
achieve this goal, Fluor China, Inc.,
a wholly owned subsidiary, was
formed in 1981 to coordinate ac-
tivities by different divisions. Inad-
dition, Fluor provides on-the-job
training exposure for many Chinese
engineers who have been assigned
to projects in Fluor's engineering
and mining units.

GANES CHEMICAL

Ganes Chemicals, Inc. began
purchasing chemicals from the PRC
in 1977, when an executive of Sieg-
fried Ltd., Ganes’ parent company,
signed a contract on behalt of Ganes
for 10,000 tons ot ephedrine. Since
then Ganes has made more than 85
million worth of purchases from
SINOCHEM, the China National
Chemicals Import and Export Cor-
]Jur;uinn.;uul will continue to make
purchases at the rate of $2 million
annually.

GENERAL ELECTRIC
The General Electric Com-
pany returned to China in 1973,

A

1977 1978
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more than 20 years after the com-
pany’s properties were national-
ized by the new PRC government,
But it wasn't until normalization in
1979 that GE started doing China
business in earnest. Since then, the
General Electric (USA) China
Company has been registered un-
der China's new foreign enterprise
registration statute, and every sec-
tor of the company has become in-
volved in business with China.
GE activities in the PRC in-
clude direct product sales, tech-
nology transfer. coproduction, and
components sourcing. GE's prod-
uct areas for China business in-
clude gas turbines, aircratt en-
gines, medical products,
locomotives, oilwell drilling equip-
ment, power transmission and dis-
tribution products, consumer
products, communication prod-
ucts,.and mining products.
Because of the readjustment
period initated by China in late
1979, GE's China revenues have
been modest in proportion 1o its
marketing efforts. The company is

1979 1980

optimistic about future China trade
on the basis of the new five-vear-
plan, the increasing emphasis on
energy and transportation, China’s
healthy balance of trade, and its
ample foreign currency reserves,

LUBMAN AND COMPANY

Lubman and Company began
doing business with China when

Judith and Stanley Lubman made

their first visit to the Guangzhou
Trade Fair in 1972. Since then the
company has done business with al-
most every foreign trade corpora-
tion under the Ministry of Foreign
Economic Relations and Trade.
Among the high-quality prod-
ucts handled by Lubman are leather
and ready-to-wear goods, home
furnishings, glassware and table-
top accessories, foodstuffs and
canned goods, machine tools, com-
puters, and medical and scientific
instruments. Lubman works closelv
with a number of Chinese factories
and local foreign trade branches to
design or tailor products to suit
Western markets.
Billion
Dollars
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MANUFACTURERS
HANOVER TRUST

In February 1983, Manufac-
turers Hanover Trust Company
opened a representative office n
Beijing. The bank opened corre-
spondent relations with the Bank
of China in November 1978,

MHT's most dramatic deal was
a$51 million contract signed in Oc-
tober 1980 between its leasing af-
filiate and China's airline, caac, for
a Id-year lease on a Boeing 747,

C. MELCHERS & COMPANY
Melchers is a large interna-
tional trading firm headquartered
in Bremen, West Germany. It in-
augurated trade with China when
it opened its Hong Kong office in
1866. Today, its trade volume with
China is $60 million and growing.
Melchers sells China a wide va-
riety of technical products such as
instrumentation, heavy machinery,
((]lllpl]l(.‘ll[. and chemical fibers. It
1s also active in marketing Chinese
handicrafts in Europe. Besides its
representative offices in Beijing,
Shanghai, a branch in Hong Kong,
and eight other offices in the Far
East, Melchers latest additon is its
San Francisco office under the di-
rection of Hellmuth Starnitzky. This
office offers US exporters to China
such services as shipping, docu-
mentation, and trade financing.

MERRILL LYNCH

Merrill Lynch has been doing
business with China since the early
1970s. Tt began by establishing a
small China trading company in
Hong Kong and by sending
Chinese-speaking representatives
to the Guangzhou Trade Fair o
assist its clients. During the mid-
1970s, the firm established contact
with several Chinese ministries n
connection with commodity trad-
ing. In late 1978, Merrill Lynch’s
former chairman, Donald T. Re-
gan, and former Secretary of State
Rogers, a member of the firm's
board of directors, visited China and
established high-level contact with
key economic and banking officials
in China.

Since then, Merrill Lynch has
signed business cooperation agree-
ments with the Bank of China, the
Shanghai Investment and Trust
Corporation. and the Zhejiang In-
ternational Trust and Investment

4

Corporaton. Merrill Lynch’s main
business has been in the commodd-
ity arca, but the firm is currently
considering several major project
financings.

In mid-1982, Merrill Lynch
;uqllin‘tl a substantal mimority in-
terest in Sun Hung Kai, a le: lclmgr
securities and financial group in
Hong Kong. It expects that most
of 1ts tuture business in China will
be carried out in connection with
Sun Hung Kai whose chairman,
Fung Hing Hev, is well known in
Hong Kong and i China.

MOTORS TRADING

I'he Motors Trading Corpo-
ration, a subsidiary of the General
Motors Corporation, and the China
National Machinery and Equip-
meit ]mpm'l and Export Corpo-
ration signed an evidence account
protocol in late 1981, The counter-
purchase agrecement provides the
guidelines for both parties 1o buy
from cach other and to balance
trade over time. The Bank of China
acts as an intermediary and records
cach transaction.

Under the terms of the pro-
tocol, rounrex purchased about
$800,000 worth of diesel engines.
and Motors Trading inidated the
purchase ot cutting tools. Since that
time, trade has expanded and sim-
ilar counterpurchase agreements,
involving a wide range of products,
have
Chinese enttes.

MONSANTO

Monsanto Companv's rela-
tionship with China started in 1923
when Monsanto exported sac-
charin and followed with aspirin.
Since the normalization of rela-
tons between China and the US,
the company’s business has ex-
panded into trade and cooperation
in a number of areas.

Chairman of the Board and
Chiel Executive Officer John W,
Hanley played an important role in
strengthening overall US-China
trade relatons during the forma-
tive vears. A charter member and
past vice-chairmam of the National
Council, Hanlev led a delegation of
businessmen to China in 1976 at
the request of President Ford.

Monsanto reestablished trade
relations with China in the early
1970s and began to sell textile fi-
bers and rubber chemicals. The

been reached with other

company’s trade with China has
since then broadened into agricul-
tural chemicals, rubber instru-
ments, plastics, detergent raw ma-
terials, and industrial gas separation
using PRISM® separators. The com-
pany continues to sell acrylic and
textile fibers to China, and it is ex-
panding into new areas of business.
At present, Monsanto is discussing
technology licenses that involve
herbicides, industrial chemicals, and
plastics.

The company has already been
acuve in conducting technical ex-
changes and cooperative herbicide
field trials with China. Among the
Monsanto products shown to be ef-
tecuve for farm crops in China were
MACHETE®, LASSO®, and AvADEX®
BW herbicides.

NATURE’'S FARM

Nature's Farm Products, Inc.
now purchases 60 percent of the
canned mushrooms imlml'lul mto
the US from China. The company
began doing business in China in
1979 through the China National
Cereals, Oils, and Foodstufts Im-
port and Export Corp.. Fujian
Branch. In 1981, 1t was appoimted
exclusive distributor for the major
brand of canned Chinese mush-
rooms, Narcissus Brand. In addi-
ton, Nature's Farm has begun to
cooperate on a 10,000-acre farm
project in Fujian Province 1o pro-
duce such crops as oranges, g apes,
and lemons, Other Fujian joint
ventures are under discussion.

PHILLIPS PETROLEUM

Phillips’ negouations with the
PRC cover exploraton and pro-
duction activities as well as chemi-
cal acuvities.

In mid-1978, l’hil]i;n 1O-
gether with three other major US
ol companies, was invited o visit
and discuss the possible explora-
tion for petroleum resources oft
China’s coast. At the mvitation of
the China Council tor the Promo-
ton of International Trade, the
Phillips delegation visited China
from August 10 10 September 10,
1978, 10 discuss exploration and
developmentof the PRC’s offshore
oil and gas.

A vear later, under a Geo-
physical Survey Contract, Pl]l“l[)\
and 30 other (umpamc\ partici-
pated in seismic work i 4 blocks
covering the Pearl River Basin in
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the South China Sea. Phillips was
the operator in the Shantou Block
on the eastern side of the basin.
Seismic operations began in Au-
gust 1979 and were completed in
April 1980. In 1981, the results of
this survey—amounting to 42,500
miles of seismic data—were pre-
sented to the Petroleum Corpora-
tion of the PRC.

In May 1982, the China Na-
tional Offshore Oil Company
(eNoOC) 1ssued a call for bids (with
an August 17 deadline) on 22 oft-
shore areas in the Pearl River Mouth
Basin, Gulf of Beibu, and South
Yellow Sea.

Phillips, Ciutes Service, and
Pecten formed a bid group to par-
ticipate in the call for wenders is-
sued on May 10, 1982, On July 15,
1982, re pn'stnl,mu s of the three
companies met with Hu Zhidao,
deputy manager of CNOOC's Fi-
nancial Department in Beijing, for
clarification of outstanding con-
tractual matters.

On August 2, 1982, Phillips re-
ceived authority from its exec utive
committee to join Cities Service
Orient and Pecten Orient in filing
a bid for the PRC’s oftshore blocks
in the Pear] River Mouth Basin, with
Phillips to operate, and in the Beibu
Wan Basin (offshore Hainan Is-
land), with Cities Service to oper-
ate. Phillips et al. duly filed their
tenders with rl|)|)1(l1)[ldlt PRC au-
thorities on August 17. 1982,
Benjing.

Cities Service Orient withdrew
from the PRC Participation Agree-
ments, and the bids submited 1o
CNOOC pursuant thereto on Octo-
ber 11, 1982, Phillips and Pecten
notificd cxNooc that they would
cqually assume the mterest for-
merly held by Ciuies, and then met
with ¢NOOC on November 19-22,
1982, These meetings were general
in nature and designed to discuss
all facets of the Phillips—Pecten bid.

Phillips chemical activities be-
gan with a plastics resins sales pro-
gram in the mid-1970s. Early on,
this program resulted i a modest
amount of sales. Tn 1982, however,
sales of resins increased signili-
cantlyv. and Phillips expanded s
program to mclude a number of
specialny chemcals, Tuis forecast that
there will be inereased sales of plas-
tics resins and additional specialy
chemical products. In addition, li-
cense agreements are currenthy
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being negotiated between Phillips
and the PRC for carbon black and
H I alkvlation technology for a car-
bon black plant in Tianjin and a
refinery in Shanghai.

Phillips future plans involving
exploration and production and
chemical activites depend on fu-
ture developments ol applications
made to the PRC.

ROCKWELL
INTERNATIONAL

Rockwell International’s activ-
ities with China began in earnest in
1975 with its participation in the
first Electronic Industries Associ-
ation delegation to Beijing. Many
business discussions have since taken
place with various ministries and
corporations at both state and
provincial levels, including the
Ministry of Electronic Industries,
third and fourth ministries of ma-
chine building, TECHIMPORT,
MACHIMPEX, EQUIMPEX, INSTRIM-
PEX, CATIC, CAAC, and the China
Academy of Space Technology.

Rockwell's Gr aphic Svstems
Division supplied and installed
China's first modern web offset
printing press system last year. This
system is now printing the Beijing
edition ot The People’s Detly and the
English-language China Daily. Other
Rockwell divisions have \up])llul
avionics equipment to China’s
national airline, valves for the pet-
rochemical mdustry, axles for
trucks, industrial sewing machines
for the garment industry, and mi-
croprocessors tor educational pur-
poses in universities,

S. SHAMASH & SONS

S. Shamash & Sons has been
traveling China's Silk Road now for
over 100 vears. In 1875 Saleh Sha-
mash. grandtather of current pres-
ident Jack Shamash, began repre-
senting E.D. Sassoon of England
and India, one of the clipper ship
traders then dealing in Chinese silk.
Within 30 vears, S. Shamash & Sons
had incorporated in the United
States and begun developing into
one of the most important Amer-
1can silk dealers.

Todayv the New York company
handles about 85 percent of the
Chinese silk imported by the US.
And it expects to expand the Far
East silk trade even further through
A new cooperative venture formed

Chiefs of American
and Chinese Diplomatic
Missions

Heads of US Liaison
Office, Beijing

David K. E. Bruce
(May 1973-September 1974)
George H. W. Bush
(()n'ubt-'r 1974—December 1975)
Thomas S. Gates
(May 1976-May 1977)
Leonard Woodcock
(July 1977—February 1979)

Ambassadors to Beijing
Leonard Woodcock
(March 1979—February 1981)

Arthur W. Hummel
(September 1981—Present)

Heads of PRC Liaison

Office, Washington
Huang Zhen
(May 1973—-November 1977)
Han Xu
Acting chief of mission
( November 1977—August 1978)
Chai Zemin
(August 1978—February 1979)
Ambassadors to Washington
Chai Zemin
(March 1979=December 1982)
Zhang Wenjin
(March 1983 —Present)

Chairmen of the
National Council for
US—China Trade

Donald C. Burnham
Westinghouse Electric
Corporation
(May 1973—June 1975)
William A. Hewitt
Deere & Company
(June 1975—June 1978)
John C. Brizendine
Douglas Aircraft Company
(June 1978—[une 1980)
David S. Tappan, Jr.
Fluor Corporation
(June 1980—]June 1982)
Walter S. Surrey
Surrey & Morse
(June 1982—Present)



with Jardine, Matheson, & Com-
pany. Jardine-Shamash, Ltd. will
bring Chinese silk into Hong Kong
to be processed for sale in the US
and FEurope. The joint company in-
tends to cooperate with foreign
firms doing business with China by
using silk as a barter trade com-
modity.

Jardine-Shamash also will in-
vest in China through the China
Silk Corporation to improve dyeing,
finishing, and printing techniques.

SCHENKERS
INTERNATIONAL
FORWARDERS

Schenkers International, one
of the world’s oldest and largest
freight forwarding firms, has forged
a number of productive partner-
ships with China over the past few
vears. Last August President Ger-
hard Stebich officially opened
Schenkers’ representative office in
Beijing, and at the same ume signed
an Airfreight Agency Agreement
with the China Nauonal Foreign
Trade Transportation Corpora-
tion (SINOTRANS). Under the pact,
Schenkers will provide scheduled,
consolidated air freight services to
US shippers and China’s foreign
trade corporations between New
York and San Francisco, and Bei-
jing and Shanghai. siNOTRANS will
assist in customs formalities and on-
forwarding from the ports to in-
terior destinations.

Schenkers has been the ofticial
freight forwarder tor PRC exhib-
itors at major trade shows in the
US, including the three-city PRC
Nauonal Exhibinon in 1980, The
company also has provided exhi-
bition services for trade shows in
China, including the “Interna-
tonal Exhibitton of New Sources
of Energy, Environmental Protec-
ton Systems, and Related Prod-
ucts,” and the “China '82 Manu-
facturing, Processing, and New
Technology Exhibition.”

In April 1981 Schenkers signed
a cargo sales agency agreement with
China’s airline, caac, and named
CAAC as Schenker’s breakbulk ser-
vices agent in China.

SURREY & MORSE

Surrey & Morse's ties with the
PRC date back to the earliest days
of the National Council, when cur-
rent Council Board Chairman Wal-
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ter Sterling Surrey accompanied the
first board of (lil‘t'(lnrq delegation
to Chinain 1973, That vear Surrey,
as board me mhu counsel, ope ned
talks with China that led eventually
to China's agreement to permit the
registration of foreign trademarks.

Since then the international law
firm has advised US companies on
legal aspects of the China trade and
has accompanied clients to China
for negotiations on joint ventures,
cooperation agreements, and sales
and purchasing contracts.

TRANS-OCEAN IMPORT
COMPANY

Nearly 11 vears in the China
trade have turned Trans-Ocean
Import Company into a major pur-
chaser from the PRC and perhaps
the largest importer ol Chinese
carpets and rugs in the United
States. President Charles . Rostoy
first visited the minister of toreign
trade in Beijing in September 1972,
Today, the company maintains sev-
eral exclusive arrangements with
the Chinese, and does its own de-
signing and coloring. In addition,
Trans-Ocean has worked closelv
with the Chinese to help them de-
velop new products that have sub-
stantially increased their exports to
the United States.

WICKLAND OIL

Since 1980 Wickland Oil, one
of the West Coast’s largest inde-
pendent marketers of foreign and
domestic petroleum products, has
become a major buyer of Chinese
gasoline. Wickland that vear en-
tered into the first of three term
contracts with the China National
Chemical Import and Export Cor-
poration (sINocCHEM) for the pur-
chase of leaded motor gasoline. In
1982 alone Wickland's imports from
China exceeded $110 million.

The China productis used |)l‘i-
marily to supply nearly 100 “Regal”
service stations that Wickland owns
and operates in California, Ore-
gon, and Nevada. %

The CBR wishes to thank the many

Council members who responded to our

announcement in the February China
Market Intelligence soliciting com-
f.l(ln\ stories. We yegret the few omis-
stons of material required due to the lack
of space.
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Encouraged by the results of early discoveries, US ol firms begin negotiat-

ing the final contracts.

The Drilling Begins

{ thisis the Year of the Pig by the

Chinese calendar, 1t is also the

Year of the Contract by the reck-
oning of the oil companies strenu-
ously engaged in bidding for explora-
tion rights on China's continental
shelf. Following the submission last
August of 102 bids by 20 consortia
and individual companies on 43 con-
tract areas, and an extended period
of evaluation and mutual explana-
tions, hard negotiations are finally
underway. Five contract areas total-
ing some 50,000 square kilometers
are already under exploration, based
on contracts awarded between 1980
and 1982 1o Elf Aquitaine, Total,
Arco, and the Japan National Oil
Corporation (with two areas). But the
big wave ol contract-signing lies
ahead.

Based on invitations to negotiate
issued in February and March of this
year by the China National Offshore
Oil Corporation (CNOOC), the Chi-
nese intend to grant a dominant role
to the major oil companies. “Com-
petitive discussions™ over key terms,
such as the vital “x-factor,” or crude
sphit, are underway with the BP
group (BP, Ranger, Petrocanada,
Petrobras, and BHP), Exxon/Royal
Dutch Shell, Mobil/Union, Chev-
ron/ Texaco, Amoco, and the Getty
group (Getty, Sun, and ‘Texas Fast-
ern) among other companies.
CNOOC needs contracts with virtually
all of the bidding companies to ex-
plore even half of the areas up tor
bid. So far the majors and large inde-
pendents are ahead in competition
for the ten most attractive contract
areas in the Pearl River Basin south
of Hong Kong.

High-level Chinese officials, in-
cluding CNOOC President Qin Wen-
cal, are projecting a very rapid pace
of negotiations and contract signings,
lasting perhaps no more than a few
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Kim Woodard

months. But oil company executives
are wary of such predictions. The $5
drop n the price of OPEC marker
crude, and the general recession in
the petroleum industry, may harden
company negotiating positions, With
future crude oil prices uncertain and
tight exploration budgets forecast
for the next several years, the oil
companies are unlikely to show much
flexibility on their original x-factor
bids or drilling commitments. This
leaves CNOOC an unpleasant choice
between extending the negotiations,
or giving i on the basic terms.

Despite  these difficulties, most
companies expect 1o sign: contracts
before the end of 1983, and to initi-
ate operations in the first quarter ol
1984, Beijing is carcfully shielding
the offshore ol projects from the
vagaries of political and trade rela-
tions with the US: oil companies, for
example, are generally spared lec-
tures on the Taiwan problem, and
China’s retaliation for US import
quotas on textiles carefully excludes
the petroleum sector, The Chinese
government is committed at the
highest levels to the success of the
offshore projects as a symbol of the
“four modernizations,” and the gov-
ernment’s commitment to expanding
trade with the West.

EARLY OFFSHORE
DISCOVERIES

The level ot drilling activity, mea-
sured in terms of number of wells per
year or number of active rigs, is usu-
ally taken as a kev market indicator
for a wide array of ancillary petro-
leum services. During 1982, China
drilled about 2,900 oil wells on land,
and just 20 wells offshore, of which
16 were exploratory and 4 develop-
ment. But the importance of the off-
shore wells far outweighs their lim-
ited number. Each offshore well is

more costly, involves the use of a far
broader range of ancillary equip-
ment and services, and 1s more care-
fully targeted than comparable wells
on land. In additon, offshore ex-
ploration is in its carliest phase of
growth. The results of carly offshore
wildcats are watched intently by the
entire industry: early success will
multiply the rate of offshore drilling
activity, while early failure naturally
will dampen enthusiasm at the nego-
tiating table.

Drilling is currently underway on
five contract areas, three in the Bo-
hai Gulf at the northern end of the
shelf, and two in the Tonkin Gulf at
the southwestern end of the shelf. In
addition, both the Ministry of Petro-
leum Industry (MOPH and the Min-
istry of Geology (MOG) are conduct-
ing independent drilling programs in
the East China Sea. The success ratio
achieved i these early drilling pro-
grams has been impressive by indus-
try standards. The Japan National
Oil Company (JNOC), working
through a joint entity called the Ja-
pan-China Oil Development Corpo-
ration, has hit commercial oil (testing
at more than 1,800 barrels per day)
on five of eight exploratory wells.
The first |NOC well struck 7,300
bopd (barrels of oil per day) of 39°
API crude, 21.2 mmcld (million cu-
bic feet per day) of natural gas, and
365 bopd of condensate, ranking it as
a major discoverv. Since then it has
been confirmed by two delineation
wells on the same structure. 'The Jap-
anese are also drilling the first of 56
development wells from two plat-
forms that are under construction on
the Chengbei field in the Bohai Gulf,
a structure lying at 6,000 feet that
was discovered by Chinese drilling
programs during the 1970s. As a re-
sult of these preliminary successes,
the |NOC's Bohat capital budget
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through May 1987 has been
tripled to some $600 mil-
lion.

Elf Aquitaine holds a sin-
gle contract area in the cen-
tral portion of the Bohai
Gult. Elf drilled just two
wells on this area during
1981: both were dry. Fol-
lowing a year of inactivity,
Elf is scheduled to complete
its 1983 drilling program
with another two-well series,
the minimum drilling re-
quired under its contract.
The EIf project has been
hampered by morale and
operational problems on its
Chinese-owned rig (Bohai
X). as well as by disappoint-
ing drilling results.

Total Chine, a subsidiary
ot CFP, has also had opera-
tional problems in its huge
contract area in the north-
ern Tonkin Gulf, where 1t
uses two Chinese rigs, Nan-
hai T and IV (see page 34).
But the results of initial ex-
ploratory drilling have been
excellent. Total, hike [NOC,
hit what looked like a big &
discovery on its first well down, with
test vields of 4,672 bopd. But subse-
quent delineation wells on the same
structure were disappointing, indi-
cating a small, high-pressure pocket
rather than a large field. A second
major discovery in late 1982 (5,010
bopd crude, and 10.6 mmctd of natu-
ral gas) was tollowed by the recent
announcement of test yvields of some
8,554 bopd of 37-39° API crude
from a delineation well on the same
structure, indicating a field with
good commercial potential. This To-
tal discovery is relatively shallow
(with water depth of 125 feet, and
drilling depth of 7,500 feet), but lies
on the western edge of the contract
area, near a portion of the Tonkin
Gulf that is in dispute with Vietnam.

Despite these successes, there have
been reports that Total is concerned
about the high front-end cost of drill-
ing operations, logistics, housing,
and labor in China, where the com-
pany has already invested some $100
million. A 10 percent interest in the
project has been farmed out to a new
firm, China Beibu Oil Development
Company, headed by |NOC. In re-
turn, the new participants will spend
$50 million for addivonal drilling
over the next two years,
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The Nanhai |
jackup in the
Tonkin Guli

fter yvears of detailed negotia-

tions, Arco signed a produc-
tion-sharing contract last
August tor the exploration of a
9,000-square-kilometer area south-
west of Haman island, The first well
on an itial seven-well drilling pro-
gram was spudded January 9 by the
Glomar Java Sea, a US-owned and
operated drillship. The first well was
targeted to 14,000 feet in 263 feet of
water in the center of a large struc-
ture in the Yinggehai Basin. A Chi-
nese rig had previously discovered
subcommercial oil deposits on the
“feather edge™ ot the same struc-
ture. Results from the first well were
disappointing and a second well is

now being drilled near the center of

the contract area.

Aside from testing the buried reet
structures typical of the shelf south
of Hainan, the Arco project will set a
number of important precedents for
other American oil companies in
China. The “model contract” under

discussion at the current round of

bids resembles the Arco contract ina
number of ways. Arco is using the
first foreign drilling vessel to be in-
troduced to Chinese waters. The

crew ol the drillship s about half

Chinese and halt expatriate. Arco's

traditional equipment and
service subcontractors have
been introduced along with
the rig. Perhaps most impor-
tantly, Arco has chosen a
very lean operating style in
the early phases of explora-
tion, holding the number of
shore-based expatriates to
about 15, far fewer than the
50-60 personnel stationed
by Total in Zhanjiang.
China’s Ministry of Petro-
leum Industry and Ministry
of Geology and Minerals
have been conducting their
own independent drilling
operations in the East China
Sea since March 1981, Us-
ing two Chinese-owned and
operated jackup rigs (Bohai
I'V and Kantan 1), they have
drilled three wells in the
“Longjing™ area (code name
for a series of wells) right
next to the Japan-Korea
Joint l)t'\'t'lupmtrnt Zone,
and the first well of the
“Donghai” series. Longjing
I tested at 2,628 bopd of
crude oil, and Longjing 2
was listed as a gas discovery.
The Longjing series is being drilled
on one of four giant structures in the
“Taiwan=Sinzi Folded Zone,” a po-
tentially rich belt of sediments run-
ning from the northern tip ot Tai-
wan to the southern tip of Korea.
The area is the subject of a pro-
tracted jurisdictional dispute be-
tween China, Japan, Korea, and Tai-
wan (se¢ page 52), making the
participation by foreign oil compa-
nies impractical for the present. The
Chinese drilling program serves to
plant the flag in the contested area,
as well as to test the hydrocarbon
content of the sediments. This year,
the Ministry of Geology and Minerals
will complete the Longjing series and
begin drilling on the “Pinghu’ series
about 100 kilometers further south.
The overall success ratio of recent
drilling along the Chinese continen-
tal shelt is very encouraging. Of 25
exploratory wells drilled since late
1980, nine could be ranked as discov-
eries with commercial potential, Test
vields have included a substantial
quantity of associated natural gas
from several wells, and a few discov-
eries have been predominantly gas
rather than crude oil. Delineation
wells on oil-bearing structures indi-
cate hields of moderate size, though
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none in the “giant™ category so far.
Producing zones vary in depth from
6,000 feet to 12,000 feet and are
located in moderate water depths,
well within the reach of available
technology.

PRO_[ECTED DRILLING
ACTIVITY

In view of the projected 1983 drill-
ing activity in the five existing con-
tract areas and the Fast China Sea, i
appears that the total number of ex-
plm';uiun and development wells
drilled during 1983 will be at least
double the number drilled last year.
The calculation reflects the in-
creased drilling planned for the two
INOC arcas, the continuing drilling
activity in the Total and Elf areas and
East China Sea, and the addition of
new drilling activity in the Arco area.
With one or two |)£ ssible exceptions,
drilling operations probably will not

other criteria, about 10-15 of the
contract areas being offered are con-
sidered the most attractive, and will
come under heavy competitive nego-
tiation this year. Unless CNOOC can
successtully cluster several contract
areas into a single negotiation, talks
on the less attractive areas will be
deferred to a second round of negoti-
ations. The sheer logistics involved in
drilling operations, and the limita-
tions on supply base facilities, will
preclude o sudden acceleration of
drilling activity even it contracts are
signed quickly for all 43 areas.

luan;_‘ forward to (lrlllm;_‘ activ-
ity in 1084 and 1985, any projection
must be based on the iullumu;_, cau-
Lious .i\\lllllpllnnh.

P continuation of 1983 levels of
exploratory drilling on the five exist-
ing contract areas, and a modest pace
of commercial discoveries on these
ATeas:

Projected Drilling Activity In 1983

Exploratory wells have found oil-bearing structures, but so far
no fields in the “giant” category.

Energy Ventures, Inc.

Exploration Development Active  Rig-Months

Theater Contractor Wells Wells Rigs per Year'
Bohai JNOC! 12-13 15-20 5-6% 70
Bohai ELF 2 0 0-1 8
Tonkin TOTAL 4-6 0 2-3 16
Tonkin ARCO 3-4 0 1 12

East China MOGM/MOPI 2-3 0 1-2 12

Sea
Summary 23-28 15-20 9-13 118
' Twoareas. 2 Includes two production platforms. * Rig-Months per Yearis a measure of the

utilization of active rigs, equal to the number of rigs times the number of months per year in
service. This measure is important in the China theater, where rigs allocated to a given
project may lie idle for several months each year for repairs and typhoons. Source: China

begin on the new contract areas cur-
rentlv under bid antil early 1984,
Completion of the two production
plattorms on the Chengbeir field
the Bohai will be particularly impor-
tant in accelerating the total level of
drilling activity,

While it is theorctically possible
that ¢NOOC could sign contracts tor
all of the 43 new contract areas in the
next 12 months, it 1s unhkely. The
CNOOC ofhice in Beijing has a limited
professional staff, despite recent ad-
ditions, and probably cannot negoti-
ate more than tour or hve contracts
Based on

simultaneously. water

depth, geological potential, and
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P initiation of drilling operations
on H-10 new contract areas during
1984, and another 5 areas during
1985:

P o minimum drilling program of
3-7 exploratory wells per contract
aren:

P average cost ol $10 millon
per 10.000-Toot exploration well,
and $5 milhon per development well.

Although the total number of rigs
operating offshore China s stll quite
modest, the rate of increase in oft-
shore drilling activity is very high.
According to the best available est-
mates, the level of drilling activity
approximately doubled each year be-

tween 1981 and 1983 and will double
again over 1983 levels by the end of
1985, This rapid growth will con-
tinue place heavy stress on the
transportation, communication, and
supply base infrastructure for the
foresceable future, causing delays
and logistical problems and outstrip-
ping the capacity of indigenous Chi-
nese enterprises to [Jl()\ldl‘ the
needed support services. The market
for offshore equipment and services
will expand at a commensurate
speed, (]nllh|illg CVETY year or (wo
and requiring substantial i inputs from
foreign equipment manufacturers
and service subcontractors. Such ex-
Pilllhi()” cdn I)l‘ seen o occur even
when one makes conservative as-
sumptions regarding the timetable
for negotiations,
and the initation of operations.

contract signings,

t near-term offshore drilling

projections for China are haz-

ardous, longer-term  forecasts
must be regarded as pure specula-
tion. Much will depend on the suc-
cess or falure of exploratory drilling
between now and 1985, A run of bad
luck in early drilling, partcularly in
the Pearl River Basin area, would
reduce drilling programs to the mini-
mum called for under each contract,
and would dampen enthusiasm for
additional contracts on smaller struc-
tures or deep-water areas. But assum-
ing a continuing 36 percent success
rate (of discoveries to total wells
drilled), an expansion of exploration
and development drilling can be ex-
pected in the 1986-1990 period,
Given such an assumption, one can
envisage the following modest sce-
Nario:

P 15920 additional contract areas
will be signed, bringing the total
number ol areas under exploration
by 1990 1o 35-45:

P the total number of exploration
wells each vear will rise to double the
1985 level, or 80-120 wells, ])\ 1990:

’d(-u-lnpnu-n[ will accelerate in
the NOC, Total, and possibly the
Arco areas, increasing the drilling of
development wells to perhaps 30-60
per vear by 1990:

P the total number of active rigs,
including development rigs on pro-
duction platforms, will increase 1o
30—40 by 1990:

P annual drilling expenditures
will rise 1o $1.0-1.5 billion by 1990,

These are rough hgures, contin-

gent on many factors, but they do
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provide a general framework for
projecting the market for petroleum
equipment and services offshore
China through the end of the de-
cade. As a yardstick for comparison,
toreign companies spent $1.1 billion
in Indonesia to drill 285 wells on land
and offshore during 1982, plus an-
other $3 billion in development and
project-related costs.

MARKETING EQUIPMENT AND
SERVICES

The rapid acceleration of drilling
activity projected for the 1983-90
period has torced petroleum equip-
ment manufacturers and service sub-
contractors to begin exploring their
market prospects. They face a classic
Hobson's choice. [t [}1("\' enter the
market carly to serve the limited
drilling activities underway on the
five existing contract areas, the size
of the market will not pay for the cost
ol warchouse space, ofhices, and spe-
calized technical personnel inside
China. This means taking the risk of
becoming sacrificial loss-leaders for a
few years, in the hopes of obtaining a
suthcient market share to justty lht
An ofthce 1
Beijing costs at least a (|1Hl|‘!{'l‘-lllI”Inll
dollars a year. A warchouse opera-
tion in /hdll]l ang might cost ten
times this figure. Joint ventures may
pose administrative headaches associ-
ated with profit-sharing, not to men-
tion management-sharing. The bar-
riers to early entry are substantial
and only a few companies— Dresser
Atlas, Christensen, NL, Geco, Brown
and Root, Halliburton, Hughes
Tool, and Schlumberger, to name a
few——have chosen to jump into tull-
scale operations inside China. A
number of important offshore equip-
ment and service companies  that
have been active in the North Sea
and other theaters are holding back,
working from their regional facilities
in Singapore and hoping to ride into
China on the coattails of their tradi-
tional ol company clients.

I'he cautious alternative of hold-
ing out until drilling increases is also
The domestic US oil in-
dustry 1s i its worst slump in many
vears, with the Hughes rig index run-
ning about 2,000, or half of the peak
level of just two years ago. The drop
i world crude oil prices may put
further downward pressure on ex-
I'he effect on equipment
manufacturers and service subcon-

front-end investments.

hazardous.

ploration,

tractors has been disastrous. A num-
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ber of blue-ribbon companies have
laid off 35-50 percent of their work
force. Orders tor one tubulars com-
pany for the first quarter of 1983 are
only a fifth of last vear’s, and the
company has been forced to lay off
75 percent of its workers. The unem-
ployment rate in Houston has tripled
in the past vear, and many companies
are operating in a “‘survival mode,”
waiting for the next upturn. In such a
depressed environment the offshore
theater n China looms even larger,
and is understandably viewed by
many as the most promising interna-
tional market on the horizon.

I'he recession in the oil industry
will affect the marketing strategy of
cach supplier differently, depending
on the type of equipment or service
in question. Drilling companies are
rushing to get on the bandwagon
through joint ventures for drilling
services with. CNOOC, or complex
lease-purchase deals that would uti-

ables—uubulars, specialized bits,
packers, muds, cement, chemicals,
testing equipment, and the services
related to use of this gear—are in a
far better market position in the ex-
ploration phase. China cannot yet
produce these materials or services in
suthcient quantity, or to rigorous in-
dustry quality standards. |NOC, To-
tal, and Arco have already begun
using their traditional supplu rs and
service companies, despite the oft-
stated preference for Chinese ven-
dors. Joint venture subcontractors
that have set up shop in Zhanjiang or
Tanggu are doing business, but have
not been granted exclusivity.
China’s main target is the market
for expendable types of equipment
and related services, which rely on
fairly standard technologies that
have been available for years. With a
bit of technical updating and rational
management, Chinese factories
should be able 1o produce such ex-

Current and Projected Drilling Activity

The level of drilling activity roughly doubled each year between 1981
and 1983, and will double again by the end of 1985

Exploration  Development
Wells Wells
1981 9 0
1982 16 4
1983 23-28 15-20
1984 35-40 20-30
1985 50-70 20-40

*Includes production platforms. SOURCE: China Energy Ventures, Inc.

Active
Rigs*

16-22
22-31

Rig-Months Drilling Cost

per Year (Estimate in mil. $)
40 $100
70 $200
120 $300-350
140-160 $400-500
200-300 $600-800

lize current rig capacity.
on heavy equipment manufacturers
(of blowout preve nters, mud pumps,
and cranes), 1s just the opposite.
They fear that the introduction of
foreign rigs into China will reduce
rig construction in Chinese ship-
vards, and the market for their
(-qni]mn'n[ ('t)mpmi(-\ that special-
ize in heavy capital equipment are,
therelore, relatively pessimistic
about the offshore China market
during the exploration phase, and
are angling for a share of the far
larger development and production
market for such big-sticker items as
production platforms, subsea pipe-
lines, and wellheads, which will ma-
terialize toward the end of the de-

The impact

cade.

Companies that produce expend-

pendables within a few years. By set-
ting up coproduction or licensing ar-
rangements with foreign firms,
China could eventually supplant for-
cign imports.- In the case of copro-
duction contracts, the Chinese ver-
sion ol the product may then enter
the international market in direct
competition with the product lines of
the licensing company. Entry into the
expendable petroleum  equipment
market i China, therefore, is not
entirely without risk.

I'he best submarkets for foreign
equipment and service companies
may be in high-tech areas involving
advanced electronics and data proc-
I'he Chinese have had some
1 offshore seismic sur-

essing.
experience i
veys, but h:\( had dithculty dealing
with the complexities of computer-
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ized seismic data analysis, downhole
wireline surveys, well-logging, posi-
tioning, and advanced telecommuni-
cations. The development phase will
increase demand for a second wave
of high-tech electronic equipment
and for reservoir engineering, sys-
tems design, and production engi-
neering services. 'I'he model contract
calls for rapid transfer of such tech-
nologies to the Chinese side, but im-
plementation of this requirement
will take years, it not decades, given
the state of China's own educational
system and the language barrier. A
number of foreign subcontractors
have already begun to move into the
high-tech service market through
joint venture agreements with
CNOOC, notably Geco, Dresser Atlas,
Halliburton, and Schlumberger.

In the area of general services,
however, the preference clause gives
Chinese service companies a distinet
advantage i the provision of hous-
ing, catering, transportation, ofhce
and warchouse space, diving, and
support base management. Helicop-
LET SeTVICeS are a case mn ])()ln[. CAAC,
the Chinese airline, already offers
offshore helicopter services through
subsidiaries based in Zhanjiang and
Tanggu. Among the toreign helicop-
ter operators in China is Aero Asahi,
which fhies and maintains two heli-
copters for service to [NOC rigs in the
Bohai. One of the two helicopters in
service to the Glomar Java Sea was
leased by Arco from Air Logistics.
The pllnls are Chinese in these oper-
ations, but the service crews, man-
agement, and aircraft belong to the
foreign partner. CAAC, the Ministry
of Aviation, and Nanhai Joint Petro-
leum Service Company are now en-
gaged in a three-way snugg](- over
control ni future expansion in heli-
copter services. But the oil compa-
nies are suthaently concerned over
the safety and mamtenance stan-
dards in existing Chinese services
that a role for toreign helicopter op-
erators is assured.

The list of companies furnishing
general services s growing: Hong
Kong Refrigeration and the J;u'dim-
Matheson-N]JPSC-Dairy Farm joint
venture (both for catering and food
services): Santa Fe Transportation
Co. (food transport): Zhong—Chang
Service Co., formed by NJPsC, Wah
Chang of Singapore, and Sea Horse
of the US (supply boat services): and
Ocean Engineering of the US and
Taylor Diving of the UK (diving
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training and services).

In such a competitive environment
it 1s not surprising that agents prom-
ising easy, even exclusive, access to
the petroleum equipment and service
market have proliferated both inside
and outside of China. MACHIMPEX, a
lmdm;1 subsidiary of the Ministry of
Foreign Fconomic Relations and
Trade, has set up a network of trad-
ing companies in Hong Kong, Lon-
don, New York, and Houston under
the control of a parent company,
MACVIN, based in Beijing. FOUIM-
PEX, representing the Chinese ma-
chine-building and ship-building in-
dustries, has also been pushing hard
for a middleman role in the offshore
equipment market, Meanwhile, Bei-

jing and Hong Kong are spawning

legions of back-scratchers with high-
level Chinese contacts in the State
Council and Ministry of Petroleum
Industry.

Despite the claims and counter-
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claims of these many agents, the
Nanhai Joint Petroleum Service
Company, CNOOC, South Sea
Branch, and other Chinese organiza-
tions repeatedly state a preference
for direct company-to-company con-
tacts. High-level contacts must be
combined with direct approaches to
the end-user in the field. Any ap-
proac h, in order to be successful, re-
quires p.m( nce and will probably be
expensive. One fact stands out in
contrast Lo (tht'r U]I-])r()(lll(’]”g
Third World countries: Personal
graft and corruption seldom surface
and are severely punished.

OPERATIONS AND LOGISTICS

Negotiating a viable service or
equipment supply contract is less
than half the battle. Profit margins,
narrow to begin with, may be whit-
tled away by project delays or high
front-end costs. The ol and service
companies that have already set up
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shop in Zhanjiang or Tanggu com-
plain privately about the extraction
of abnormally high rents and tees for
local services. A single telephone in-
strument in Zhanjiang (not the line)
goes for $1,000. Rents for expatri-
ates range from the modest $20 per
night at the SSB Hotel for a single
room, and higher $5,000 per month
rates for a single family residence at
the Haibin Hotel, to astronomical
rents in Total Village. Helicopter
service charges are so high that the
exploration companies could pay for
a new helicopter every few months at
the same rate. The high front-end

cost of operating from a Chinese sup-
ply base is causing some companies to
keep their China operation based in
Singapore for as long as possible.
Small companies could be shut out
completely.

Labor costs are also a serious con-
cern. Under various clauses in the
Offshore Regulations and model
contract, foreign companies must
maximize the use of indigenous labor
in all phases of their projects. Total,
INOC, and Elf are using Chinese jack-
up rigs, staffed predominantly with
Chinese crew and rig hands. About
half of the personnel on the Glomar

Java Sea are Chimese and half are
expatriates. As foreign drilling ves-
sels are introduced into Chinese wa-
ters, expatriates will be used in key
positions to ensure safe and efhcient
operation, while Chinese hands are
gradually trained through the ranks.
It normally takes 10 years to train a
rig hand from roughneck to driller,
but the Chinese want to move into
the key positions more rapidly
through apprentice programs and
horizontal displacement. **Wages”
paid for Chinese rig hands are more
than double the going rates in South-
cast Asia. Less than 10 percent goes
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Legend

Discovery
Abandoned
Drilling

DOoOe

Wells drilled by foreign
operators

[ ] 10Fathoms
[ ] 20 rathoms
[ 1 30 Fathoms

E 50 Fathoms
B 100 Fathoms

1 fathom = 6 feet

E3

Vietnamese boundary
claim based on 1887
Sino-French agreement to
divide islands in Tonkin
Gulf along line marked by
108° 313" E

Areas Chinese put up for competitive bidding
from May 10-August 17, 1982,

Blacks open for bidding extend westward 6 km
into waters claimed by Vietnam

Maximum western protrusion of Chinese
boundary claim at 107° 10° 50" £

Hypothetical Chinese
boundary claim coin-
cident with 108° £
longitude and minimal
median line using Dao
Bach Long Vi Island as
base point.

NOTE: In the area depicted 1° longitude is approximately 106 km, while 1° latitude is approximately

13 km.
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to the worker. The SSB, as labor
contractor, garners the rest. The
bottom line for SSB negotiators is
obvious.

High wage rates are also the rule
onshore at supply bases for steve-
dors, drivers, secretaries, and other
positions. Most companies would
willingly pay high wages it the num-
ber of personnel could be held 1o
cthaient levels. But a more realistic
prospect for the near term is that
many positions will have to be dou-
ble-staffed with Chinese and expatri-
ate personnel. This is particularly
true where language skills are impor-
tant, as with secretaries and book-
keepers,

Annex 1V of the model contract
places broad responsibility for train-
ing Chinese personnel on the foreign
contractor. Similar  traiming  provi-
sions will be expected of equipment
and service subcontractors. ‘Training
requirements extend from practical
on-the-job training for rig hands, to
scientific training for geologists and
managerial training for project su-
pervisors. There is no doubt that
these traming provisions will prove
expensive. Several proposals have
been Hoated with CNOOC for a com-
bined training stitute, based in

southern China and uulizing a staff

of as many as 100 foreign faculty and
trainers. Such an institute could cost
$15-20 million per year to operate,
an expense that would be passed
along 1o the ol companies. This
could be a cost-effective alternative
to individual company training pro-
grams. Even if the institute concept is
implemented, specialized  Chinese
teams will have to be brought to the
US 1o learn how to operate certain
cquipment.

I'he use of expatriate personnel in
China is also expensive. Shore-based
personnel must be housed, ted, edu-
cated, doctored, and entertained in
something like the manner to which
they are accustomed. Expatriate rig
hands are often paid a “hardship bo-
nus’ for locations on the other side
of the world, and must be Hown back
to the US on rotation every 28 days,
at a cost of about $100,000 per rig
per month in air tickets. Crew
changes on rigs offshore China have
been dithealt, with the travel ume
required to fly chartered aircraft and
helicopter shutiles on the Hong
Kong-Guangshou-Zhanjiang run
(with more stops for Arco), averag-
ing about 10 hours in each divection.
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Three major exhibitions are
scheduled this fall in Tianjin, Shang-
hai, and Guangzhou. All have strong
support within China. China Oil "83
has the official endorsement from a
regional branch of CNOOC, and will
be attended by South Sea Branch
representatives from Zhanjiang, but
its Tianjin location suggests an ori-
entation more toward the Bohai and
onshore fields in China’s northeast
corridor. Marintec China '83 will
concentrate on shipbuilding rather
than offshore oil. Offshore China "83
is a follow-up to a similar conference
in November 1981. Its Guangzhou
location is excellent, but Guangdong
provincial interests seem to dominate
this exhibition: CNOOC and the

OFFSHORE PETROLEUM EXHIBITIONS

South Sea Branch are noticeably ab-
sent from its list of sponsors. The
three shows:

P China 0il '83 September 17-
23 in Tianjin, organized by Look
Ease Enterprises and Adsale, and
sponsored by CNOOC's Bohai off-
shore branch;

P Marintec China 83 October
25-31 in Shanghai, organized by the
Shanghai Society of Naval Architec-
ture and Marine Engineering;

P Offshore China '83 November
22-26, in Guangzhou, organized by
Wah-Chang and cCprT, and spon-
sored by the Nanhai Joint Petroleum
Service Company, Ministry of Geol-
ogy and Minerals, and several
Guangdong maritime organizations.

Coastal shipping for heavy equip-
ment, on the other hand, does not
present a serious problem. Zhan-

jiang, Guangzhou, Shanghai, and

Fianjin enjoy existing international
port facilities. Experienced shipping
agents are available both in Hong
Kong and inside China. Delays may
be expected at most Chinese ports,
but will be less serious for petroleum
equipment shipments than for bulk
or container shipments, since the
supply bases have their own dock
Chinese customs ofhcals
handle petroleum equipment  ship-
ments on a priority basis, although
establishing which customs othce has
authority for a given rig location can
be problematic. Petroleum equip-
ment is supposed to be imported cus-
toms free, although food, office
equipment, and other supplies are
subject to the usual rarifts. One com-
pany was charged a stff import tariff
on the shipping crates containing pe-
troleum equipment. The wood, the
customs agent explained, was not

facitlities.

arown in China.

Companies operating out of Zhan-
jlang and other coastal locations will
also need to establish accounts at lo-
cal branches of the Bank ol China.
Hard currency payment in US dol-
lars is required for all contract ser-
vices such as labor costs. Local cur-
rency is needed for noncontract ser-
vices and local purchases. "Thus sep-
arate bank accounts are needed, with
a $H00 minimum deposit per ac-
count. Money can be cabled or sent

in by bank dratt from Hong Kong
accounts, although the Bank of
China in Zhanjiang prefers direct
transters from US banks, since this
usually requires holding a larger bal-
ance in the local accounts. There is a
separate cash window in Zhanjiang’s
SSB office complex available for
COMPany use.

Hong Kong's role in offshore logis-
ties and operations has become more
clearly defimed than was the case a
vear ago. While refusing to permit
direct service to the nigs from Hong
Kong, or even direct communication
and Hights out of Hong Kong, China
appears willing to accept Hong
Kong's role as the principal interna-
tional link for the offshore projects.
Crew change, shipping, banking, and
international  telecommunications
mainly operate through Hong Kong.
Hong Kong companies are being en-
couraged to compete in the market
for general services to the offshore
projects. CNOOC has opened its own
office in Hong kKong to help
straighten out the organizational and
communications morass facing their
foreign partners. In order to reas-
sure firms about Hong Kong's future
status, China has been anxious to
draw the colony more deeply into the
offshore petroleum projects.

In the last analysis, the extent to
which petroleum equipment and ser-
vice companies participate in China’s
offshore oil projects will be deter-
mined by the balance of market op-
portunitics and operational costs.

The China Business Review/May-June 1983



There s little question that there will
be a significant market offshore
China for most types of equipment
and service subcontractors. But the
industry maintains a healthy skepti-
cism about the lure of this new mar-
ket. The reason can best be summed
up by recounting the recent experi-
ence of an American company in ob-
taining a post office box in Zhan-
Jiang. A box and box number could
be provided the next day, the post-
master promised, for the modest fee
of ¥24 a year, or about $1 per
month. Upon emerging from this
meeting, one of the company’s hosts
muttered to a colleague, *'That is too
cheap for a post ofhice box.”™ “Yes,”
he rephed. “We will have to do some-
thing about that.” The next day, no
post ofhce box.

I'here will be a persistent tempta-
tion for the South Sea Branch, and
other Chinese organizations offering
support services, to overcharge the
oil companies and foreign subcon-
tractors, Thisis an effort to extract a
sufficient “profie™ up front to pay for

the operating costs of the Chinese
side, regardless of whether or not oil
is discovered. But the American com-
panies want to minimize front-end
risks, preferring the lean Arco ap-
proach to the Total or INOC models.
“T'he key point,” a US oil executive
explained at the negotiating table, *“is
to find oil. Both sides want to dis-
cover oil as quickly as possible.” At
$30 per barrel, the return to China
ol an ctheient, cost-eftective explora-
tion effort will be many tumes the
return that can be generated from
front-end services. &

Kim Woodard s president of China
Energy Ventures, Inc., the author of The
International Energy Relations of
China (Stanford, 1980). and a frequent
visttor to- Zhanjiang and  other South
China Sea offshore supply bases. Wood
ard’s firm ‘ff."u‘i‘.'-'fr\ :rrf.'\tt‘l'.flf.“i_“ services o
ol and energy compenies domg business
m China on such matters as equipment
sales: u!uif.’,’lu?.‘\ and J'r{g'i\ff: N l’f'.fﬂ-\jh'l'ﬂ.i'l',
tax, and contract issues; and Joint ven
twres and cofrodction.

Sf’//ing offshore services and equipment to China
Means u'()r/ng with a maze Q] m"g(mz'z(m(ms.

The Quest for Control

David L. Denny

“The Chinese have looked at the exprert-
erce of othey Thivd World countries where
ol was developed with Tittle of either the
money or the Iu/:Hn."r{;‘_\ left behind.” «
Western Ewropean ol executive said,
“aned they want to ensiore they get soie of
hoth .7 "The Los Angeles Times,
September 21, 1982,

he need for oil to fuel its

energy-short economy is the

most important
China has turned 1o foreign compa-
nies to explore and develop its coastal
hvdro-carbon resources. In addition
to finding oil, however, Chinese oth-
cials hope to achieve three other im-
portant goals. They want to control
oftshore exploration and production
(E&P). Secondly, they seck substan-

reason
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tial technology transfer and training
in order 1o develop their own re-
sources in the future. Finally, they
desire to earn substantial amounts of
foreign exchange by selling equip-
ment and services to foreign compa-
nies that win offshore E&P contracts.
These goals are so fundamental that
the basic law on petroleum exploita-
tion mandates that preference be
given to Chinese suppliers of services
and equipment to be used in offshore
ol E&P activities.

I'hese goals are not unique to
China. They have been sought by
most oil-exporting countries in the
last two decades, The Chinese have
analyzed these experiences, visited
other countries, entertained numer-

ous oil conferences (including some
sponsored by the United Nations),
and have hired consultants from the
Norwegian National Oil Company,
STATOIL. For historical and ideolog-
1cal reasons, China will be far
tougher in its demands for control,
technology transfer, and profits for
E&P activities than other under-de-
veloped, oil-rich countries.

The Chinese insistence upon con-
trol, technology transfer, and profit
has not diminished foreign oil com-
pany interest in obtaining offshore
concessions. These demands, how-
ever, have increased the complexity
ol the negotiations, raised doubts
about the total costs of the E&P pro-
gram, and forced companies to
respond to new ideas about collabo-
ration with the host country. Drawn-
out negotiations have been frustrat-
ing and occasionally acrimonious. Oil
company executives have lamented
openly that the Chinese have too
many diverse goals and that, at times,
hinding oil seems secondary.

Fven I:y conservative estimates,
China’s program will be substantial.
It negotiations are satistactory and a
reasonable number of successful
finds are made in the first year or
two, the needs for services and equip-
ment will be very large. For example,
a senior Chinese official has esti-
mated that 30 to 40 supply vessels
and 18 to 20 helicopters will be nec-
essary Lo support activities in the
South China Sea.

The Major Players

The Chinese have not wanted, or
been able, to appoint one super-or-
ganization to control all activities re-
lated to offshore development. In-
stead, a number of organizations will
be involved. For each stage of activ-
ity, foreign firms will find themselves
dealing wirh three centers of power:
P the Ministry of Petroleum Indus-
try (MOP1) and its subsidiary orga-
nization, China National Offshore
Oil Corporation (CNOOC), P re-
gional authorities such as provincial
governments, and P other ministries
or organizations that control the pro-
duction or provision of needed
equipment.

CNOOC and its subordinate organi-
zations within the Ministry of Petro-
leum Industries have been assigned
the key responsibility of managing
the offshore acuvities of foreign
companies. CNOO
will sign contracts with foreign com-

representatives
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panies and will provide the Chinese
representatives on the Joint Manage-
ment Committees (JMC), which will
govern the joint ventures with for-
cign companies.

MOPLand CNOOC will be responsi-
ble for running the support bases
which will be the hteline for the day-
to-day drilling activities. They and
their subordinate organizations also
will be responsible for providing
cquipment and services, such as div-
ing and well-logging, directly related
to drilling activities.

The second major group of Chi-
nese organizations is controlled in
part by local governments, In some
cases, these organizations cooperate
with MOPI and CNOOC, but in other
cases they appear to be establishing
their own competing organizations.
The most important such organiza-
tion is the China Nanhai Joint Oil
Service Company (JOSC).

I'he primary role of this second
group of organizations is to provide
equipment and services that support
the offshore activity, In general, they
are excluded from direct drilling ac-
tivities. Examples of support activi-
ties include transport services, tele-
communications, food catering, and
provision of general labor. Of
course, these organizations will have
to compete with the services offered
by ministries other than MOPI, the
third major center of power.

The CNOOC

On behalf of the Ministry of Petro-
leum, CNOOC signs contracts with,
and oversees, foreign ol companies
engaged in offshore drilling. There
is no doubt about CNOOCs authority
1o undertake such obligations: that is
spelled out in China’s petroleum law.
What is less clear is s ability to im-
plement agreements, since it is not
known if CNOOC has sufhicient clout
to guarantee the performance ol
other Chinese organizations.

CNOOC tself s actually a very
small organization that will draw on
its own subordinate units such as the
South Sea Branch and other units of
MOPE for specialized services and
workers as needed (see chart).,

CNOOC will exert its control over
the activities of foreign oil companies
through two primary channels. Im-
portant policy questions, implemen-
tation of the work programs, and all
significant expenditures will be over-
seen by the Jomt Management Com-
mittees. Dav-to-day drilling opera-
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tions will be supported by CNOOC's
subordinate branches and supply
bases.

The Joint Management
Committee

T'he model contract requires both
CNOOC and the foreign company to
appoint representatives to a JMC
which will have a permanent secre-
tarial staff ol two people and a
CNOOC-appointed chairperson. It
has also been reported that each JMC
will have specialized subcommittees
for finance, supply, and operations.
The committee will meet at least
ONCe every quarter, and more oftenif
requested by either party.

The JMC reviews and approves the
work program and makes all major
decisions. These include determin-
ing whether oil fields are commer-
cially viable, approving major expen-
ditures, and appointing expert
groups to observe and investigate ex-
ploration operations,

The JMC structure gives CNOOC
and the Ministry ol Petroleum the
authority to approve major policy
and procurement decisions. The fact
that the JMC can be convened at any
time, at the request of either party,
effectively gives the Chinese the abil-
ity 1o become mvolved in all decisions
ol consequence.

I'he model contract also allows
CNOOC 1o have professional repre-
sentatives at the site of operations, (o
keep it informed of all aspects of the
drilling operations. On procurement
matters, CNOOC a])(-('i;tlist\ have the
power to review items to be pur-
chased, draw up lists of potential Chi-
nese suppliers, and take part n eval-
uating and awarding contracts,

Operating Companies and
Branches

Within the Ministry of Petroleum,
CNOO ;|];[u-;n'~. to have control over
all offshore oil exploration. China
National O1l and Gas Exploration
and Development Corporation
(CNOGEDC), which previously con-
trolled all Tand and offshore oil ex-
ploration, now focuses on explora-
tion activities onshore. As a result,
the operating companies or branches
imvolved in exploring tor offshore oil
have come under CNOOC control.

CNOOC will control and supply the
forcign oil company activities
through three large, powerful, and
preexisting subordinate branches or
companies: the South Sea Branch,

the South Yellow Sea Oil Corpora-
tion, and the Bohai Sea Oil Com-
pany.

Typical of these branches is the
SSB, headquartered in Zhanjiang,
the major support base of South Sea
activities, The SSB is already a large
organization (s chart) capable of un-
dertaking its own offshore oil drilling
program. In fact, betore signing a
contract for offshore dnlling with
Total, the SSB was already utihzing
tour drilling rigs and reportedly had
already made several successtul fimds.

The SSB s reported to have in
excessof 10,000 emplovees. As would
be expected of a company already
engaged in offshore drilling, its or-
ganization contains most of the units
needed to support such an effort:
several drilling companies, and mud-
logeging and clectric well-logging
companies, as well as many other spe-
cialized organizations.

SSB will support the drilling activi-
ties of foreign oil companies i two
wavs, First, the base at Zhanjiang will
be used as the headquarters tor Arco
and for all future operators in areas
around Haman Island, west of a
north—south lne drawn from the
western border of Yang jiang county
in Guangdong (approximate longi-
tude 112°).

More importantly, however, the
SSB will compete to provide equip-
ment and services tor activities di-
rectly related 1o drilling, such as well-
logging and cementing. This is not to
say that all such services will be pro-
vided by SSB. The foreign compa-
nies will provide many ol these ser-
vices themselves or sub-contract
them out to other foreign compa-
nies. But, as a general principle,
when Chinese goods and services are
to be used in drilling activities, the
SSB will be well placed to provide
them.

Finally, the SSB will control supply
bases at Zhanjpang, Chiwan, Sanya,
and Shantou. These supply bases will
have inventories of drilling pipe and
other necessary vquipm(-nl.

Since the summer of 1982, MOPI
and CNOOC officials have been con-
sidering splitting the SSB into two
separate operating companies: the
Eastern District and Western District
oil companies. The fact that the for-
mal division has not taken place may
reflect the power of the SSB in main-
taining control over its resources and
relative independence from Beijing.
But it may also reflect the simple fact
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that, until there are contracts in the
Pearl River Basin, such a division is
UNNEecessary.

Oil company officials visiting
China in the first few months of 1983
have been told that a de facto division
already exists between SSB-West and
SSB-East. In the view ol one com-
pany executive with access to key
Chinese officials, SSB-West seems to
have retained most of the resources
of the original SSB. It will be head-
quartered in Zhanjiang and will
largely manage E&P activities in the
western section of the Pearl River
Basin in addition to the areas around
Hainan Island.

By contrast, SSB-Fast is still a thin,
“paper organization” that will start
largely from scratch. It is presently
headquartered in Guangzhou, but
will move to the new Chiwan supply
base which is being readied for the
start of exploration activities in the
Pearl River estuary, probably begin-
ning in early 1984,

Because of its lack of expertise,
resources, and experience, SSB-East
is expected to ally itselt closely with
the Nanhai Joint Oil Service Cor-
poration and its subordinate entities
described below. On the other hand,
SSB-West, with its greater resources,
may attempt to compete with JOSC
for some of the support activities in
the Western sector.

CNOOC’s Foreign Joint
Ventures

In addition to its own operating
companies such as SSB, CNOOC has
begun to form joint ventures with
foreign companies. These joint ven-
tures qualify for “preference”
granted to Chinese organizations
seeking to sell services and equip-
ment to offshore drilling entities. So
far two have been formed:

P China Petroleum Logging-
Dresser Atlas Cooperation Services
Company. The joint venture between
the Dresser Atlas Company of Hous-
ton and the Ministry of Petroleum
Industry was established in the spring
of 1982 to provide wireline logging
services tor offshore oil drilling. The
company already has received con-
tracts for work in the Bohai, the
Beibu Gulf (for Total Chine), and the
South Yellow Sea (for BP).

P China-Geco Geophysical Com-
pany. Set up in September 1982, the
joint venture between CNOOC and
the Geophysical Company of Norway
AS will operate three seismic survey
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ORGANIZATION OF THE CNOOC
AND SOUTH SEA BRANCH OIL COMPANY

MINISTRY OF PETROLEUM INDUSTRY

Minister: Tang Ke

Vice-Ministers: Li Jing, Li Tianxiang, Zhao Zongnai
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CHINA NATIONAL OFFSHORE OIL CORPORATION

President: Qin Wencai

Vice-Presidents: You Dehua, Liu Dongming, Zhao Shengzhen

® Production
Operation Depart-
ment (Production as-
pects of contracts
environmental pro-
tection, and safety)
Director: Zheng
Weitian

® Planning Depart-

Subordinate departments

® Marketing Depart-
ment (Marketing, pro-
curement, and pur-
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Director: Qian
Liangtan

® General Office

® Engineering De-
partment (Design,
manufacture, and
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Director: Hu
Niankui

® Hong Kong

® Cooperation De-
partment (Contract
negotiation, exe-
cution, and legal
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Director: Tang
Changxu

Deputy: Sun
Shujun

® Personnel

® Liaison Department
(Liaison with foreign
oil companies and
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China)

Director: Chen
Bingqian

Deputies: Li Yonggeng,
Zeng Qinghong

® Education

ment (Long-term Director: Bai Office Department Department
plans) Dongliang Director: He Director: Li Yigui Director: Cheng Shouli
Director: Zhang Yuanging
Mingzhi
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ploration) Director: Zhang nance)

Director: Xiao Yukun Rong Director: Xu

Huixiang
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and Development
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(Zuoxian, Hebei)

® South Sea Branch

Oil Company
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Director: Ma Wenbin
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Engineering
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Processing Center
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Company
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Company
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Company
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Company
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® Marine Services
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tions Company

m Electric Logging
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® Mud Company

u Well-Logging
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SOURCES:

Clarke and David Denny

US Consulate in Hong Kong, and National Council petroleum files. Charts prepared by Christopher M




vessels (two Chinese and one Norwe-
gian) and bid for seismic survey con-
tracts.
Currently,
going on between CNOOC and for-
cign firms for additional joint ven-
tures for activities directly related to
exploratory drilling. Tt is clear that
CNOOC would like many more such
joint ventures. However, in the
words of one informed industry ob-
server, Cthey have moved fairly
slowly to date.” Part of the reason
appears to be internal CNOOC organ-
izational problems, but another im-
portant factor is that CNOOC appears
to be waiting to see the outcome of its
negotiations with the oil companies.
In any event, within the next year
additional CNOOC-foreign company
ventures are likely to be established
for mud-logging and cementing. Fur-
ther down the road, the whole range
of specialized drilling services such as
directional drilling techniques will be
candidates lor CNOOC=Toreign joint

active discussions are

ventures.

In addition, foreign companies
have emploved other forms of co-
operation with MOPI to provide such
services as well. It has been reported
that Geomex and SSB jointly won a
CONract (o carry oul a site-position-
ing survey for Arco’s first well. This
kind of joint industrial cooperation
undoubtedly qualified for “preferen-
tial " treatment.

The key question s whether joint
ventures or other forms of coopera-
tion have a significant advantage in
bidding on offshore contracts. That
is the primary—if not sole—motiva-
tion for forming such organizations.
It is clear that many foreign compa-
nies are betting that such organiza-
tions will have a big advantage. As
the managing director of Geco has
saicl:

“There ts no doubt that we will have a
very distinet advatage . ..
ture will be a Chiese form but, i fact, we
will be Hﬂf’!ilt_g service of the h."l_:/lH‘\l' 1niter
national standards. For ws, this was an

our ot ven-

obonons attraction v siech a joind venture
arrangement.” (LA Tines, Sept. 21).
But it is still unclear what kind of
preferential trearment will be ac-
corded foreign joint ventures. Geco
has already lost one open tender bid
to a foreign company with no China
ties. Arco is not only using a US-
owned rig, but also has won CNOOC
approval to use a foreign diving com-
pany and well-logging company be-
cause the equipment was already on

28

board the rig.

Whatever “preferential’™ treat-
ment implies, it clearly does not con-
fer exclusivity. In a recent meeting in
Beijing. the president of CNOOC, Qin
Wencai, forcefully told National
Council President Christopher Phil-
lips that “Chinese equipment must
be equal in price, quality, and deliv-

The JOSC
President and Chairman of the Board: Yang
Guoqing*
Vice-Chairman of the Board and General
Manager: Chen Lizhong
Vice-Chairman: Zhang Zhiyou
Directors of the Board and Deputy General
Manager: Zhou Guan, Xie Guangxun
Deputy General Manager: Li Youyuan,
Li Fei
Address: 4th floor; Baiyun Binguan
(White Cloud Hotel) Huanshi Donglu;
Guangzhou, China
Telephone: 83751, 89822

Three Wholly-Owned and Managed
Subsidiaries

Daily Needs, Food and Lodging
Service Company

Labor Affairs Company

Material Supplies Company

Ext. 4304

Six Joint Ventures between JOSC
and Other Chinese Units
Helicopter Service Company
Ships and Vessel Company
Diving and Guard Vessel Company
Telecommunications Company
Weather Company
Equipment Maintenance and
Manufacture Company

Three Base Companies in which JOSC
holds Majority Share

Guangzhou Base Company
Zhanjiang Base Company
Chiwan Base Company

*Formerly chairman of Guangdong
Provincial Construction Commission

Sources: David Hughes, Y. Price, US
Consulate Reports; China Economic
News; and National Council files.

ery time . .. invitations to bid will be
olfered simultancouslhy to Chinese
and foreign suppliers.” Qin went on
to state that CNOOC was involved in
establishing an additional helicopter
“inorder to increase compe-
A similar point was made by
another senior Chinese petroleum
exceutive m discussions with a US o1l
companmy. The latter individual
“We do not want lllnnnpnlit-s:

service
tition.”

stated,
in cach sector it 1s our mtention o
have two, three, or even more firms
competing.”

China Nanhai Joint Oil Service
Company

The Chinese economy is very com-
partmentalized, and there are in-
tense rivalries among Chinese organ-
izations. Generally speaking, MOPI
has responsibility and authority only
to explore, develop, and process oil.
[t would be impossible for MoOPTand
CNOOC to provide all of the neces-
sary ancillary services such as supply
boats and food supplies. As one
knowledgeable observer recently no-
ticed, when activities go be \nn(l oll
drilling, most projects “need ap-
I)H)\‘l[ by bodies nthu than the Min-
istry of Petroleum.™

Confusion has often resulted. One
recently stated: “Some-
times even the most well-informed
quplc' can’t pre «dict which compet-
ing organization i China will pre-
vail.” Yet another individual who has
visited China many times to discuss
helicopter services describes the web
of organizations involved in this sec-
tor as a “bewildering maze.”

In this situation, MOPLand CNOOC
have found it necessary to sign joint
venture agreements with Chinese
organizations as well as with foreign
companies. The first such agreement
was signed between CNOOC and
Guangdong Province to establish the
China Nanhai Joint Oil Service Com-
pany (JOSC), which has been active
since early summer 1982, Tts charter
was formally published in October
JOSC will attempt to coordinate many
ol the necessary offshore support ac-
Lvites.

In concept, JOSC combines many
ol the political and bureaucratic in-
terests necessary to coordinate activi-
ties. CNOOC 1s concerned with find-

observer

ing oil, while Guangdong provincial
officials have direct control over lo-
cal support activities. Central gov-
ernment minstries are also involved
because their subordinate units in
Guangdong Province are responsible
for activities such as telecommumica-
tions, air services, and transporta-
11omn.

Nevertheless, JOSC s an organiza-
tion with lew resources ol its own and
no track record. The SSB, central
government ministries, and other en-
tties may prefer to deal directly with
foreign oil companies. As a result,
JOSC needs strong support, not only
from Guangdong Province and
MOPL but also from higher Chinese
authorities who will have to referee
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imter-ministerial conflicts.

JOsC, headquartered in Guang-
zhou, is headed by Yang Guoging, a
former official of Guangdong Prov-
ince. In its brief existence, it already
has formed a number of subordinate
companies, some of which are ac-
uvely negotiating with foreign com-
panies.

To date, JOSC has served two pri-
mary tunctons. It has mobilized
Guangdong Province's existing re-
sources i support of offshore oil
development. More importantly,
JOSC acts as middleman to bring Chi-
nese organizations together with for-
cign companies to form joint ven-
tures or other forms of cooperative
agreements. JOSC's contracts and
agreements reported to date:

P Zhong-Chang Offshore Services
Company. JOSC has b1 percent of the
cquity in this joint venture with the
Sin-Hai Offshore Service Company
(SINOCO). Sin-Hai in turn is a 50-50
joint venture between the Wah-
Chang International Group of Singa-
pore and Seahorse, Inc. of the US.
Zhong-Chang will own and operate
5,000-7,000 horsepower supply ves-
sels o support rigs drilling in the
Pearl River Basin. Seahorse will pro-
vide the supply vessels, and SINOCO
will charter and manage the vessels as
well as train the Chinese crews. Fven-
tually Zhong-Chang may build s
own suppl\ vessels.,

P Nan Lian Food Company Ltd.
Consolidated Catering Service
(China) Ltd., a joint venture between
Jardine Matheson and Dairy Farm
(HK) formed this jomt venture with
JOSC to provide catering services and
food supplies in support of offshore
oil exploration. Nan Lian will be
based at Chiwan, which will be the
major rear supply base for drilling
activities in the Pearl River Basin,

» China Nanhai Oil Telecom-
munication Service. A letter of intent
has been signed by JOSC, the Guang-
dong Port and Telecommunication
Admmistrative Bureau, and Cable
and Wireless PLC (HK), o provide
telecommunication services for off-
shore drilling activities.

P Zhongxing Offshore Marine
Service Company, Ltd. Zhongxing is
“jointly operated™ by JOCS's subsid-
nary shipping company and Yuet
Shun Shipping and Offshore Service,
Lid. Yuet Shun in wrn is a joint
venture between two |ium{ Kong
unnpunu and two Norwegian com-
panies. Zhongxing will be based 1
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the Chiwan supply base and will have
a fleet of ten supply vessels. Xinhua
news reports the “cooperative agree-
ment” will run for 10 vears, and the
activities of Zhongxing will include
anchoring, weighing anchor, and
trailing and transporting of drilling
platforms.

P Zhongji Ships and Vessels Com-
pany. JOSC owns 51 percent of
Zhongji. 49 percent is held by three
foreign companies (Ji Kai of Hong
Kong, Kanematsugosho of Japan,
and a West German company).

Other Central Ministries

China’s many ministries are under-
standably eager to win some of the
offshore business, and if need be,
compete with JOSC and MOPI's other
agencies for the provision of these
SETVICeS.

The Ministry of Communications
has taken the lead in the formation of
the Nanshan Development Corpora-
tion, which was set up to develop
SSB-LFast’s Chiwan rear supply base.
CNOOC also s playing a role in Nan-
shan, but it 1s not clear whether the
Nanshan Development Corporation
and JOSC’s Chiwan Base Company
will cooperate or compete in the con-
struction of the base.

Another example ol competition
among ministries s in the area of
diving services. The China Ocean
Engineering Service Company
(COESC), under the Ministry of Com-
munications, reports to have subcon-
tracted for work in the South China
Sea. COFSC has an agreement with
the Nautilus Environmental Com-
pany ol Houston to supply a system

capable of supporting divers working
in depths in excess of 300 meters.
Nautilus's contract with COESC runs
for five years and may result in other
agreements to manufacture equip-
ment in China. In addition, Taylor
Diving Company of the UK has a
contract with COESC to provide div-
ing services and complete training
programs for Chinese divers. If
COESC operates in the South China
Sea, it will be m direct competition
with the Deepwater Diving and Engi-
neering Service Company under

JOSC and its arrangement with

Oceaneering International, Inc.

A hnal example ol inter-ministe-
rial competition involves the supply
of helicopter services. So far, two
companies have been set up to pro-
vide heheopter services in the South
China Sea. 'The Helicopter Service

Company (HSC) is a joint venture
between JOSC and the General Ad-
ministration of Civil Aviation of
China (CAAC), while the China Off-
shore Helicopter Service Corpora-
tion (COHSC) is a joint venture involv-
ing the Chinese navy (under the Peo-
ple’s Liberation Army), the Ministry
of Petroleum Industry, the Ministry
of Aviation Industry (MOAI), and the
Development Company of Shenzhen
SEZ. Although MOPIand CNOOC are
mvolved in both companies, this
should not obscure the fundamental
clash of interests between the key
players: CAAC and the Ministry of
Aviaton Industry.

Previously CAAC, either acting di-
rectly through the Guangdong Re-
gional Aviation Administration or
through CHS, had provided helicop-
ter services for offshore drilling in
the South China Sea. It had been
using its own fleet of helicopters, pri-
marily Bell 212s. Last December,
CAACTS China Aviation Supplies Cor-
poration added to its fleet by leasing
additional Bell helicopters and sup-
port crews from Asahi of Japan and
Air Logistics of Louisiana.

The CONSC arrangement, on the
other hand, will be influenced by the
Ministry of Aviation Industry’s con-
tract with two French firms to build
Dauphin helicopters in Liaoning. In-
dustry observers do not believe that
COHSC will restrict its fleet to any
particular helicopter, and i April
1983 there were reports that COHSC
had leased Bell 4125 from Air Trust
of Singapore. Nevertheless, the
“preference clause’ and MOAT's own
interest clearly favor the Dauphin.

This competition will be particu-
larly imteresting to watch because it
mirrors the divergent views of CAAC
and MOATon the use of foreign hixed-
wing aircralt versus those produced
in China. The bad blood between
CAAC and MOAT could not have been
imln'mr(i when the announcement
of COHSC's tormation stated some-
what provacatively that COHSC was
designed to reduce the load on the
overburdened CAAC, Tt is unlikely
that CAAC appreciates the implica-
tion that they could not handle the
job themselves.

The Hong Kong Connection
Adding to the muluplicity of or-
ganizations involved are a number of
Hong Kong branches ot PRC organi-
zations. To a certain extent, their
involvement adds to the complexity,
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but one hopes they may also guide
foreign firms to their correct Chi-
nese counterparts.

Hong Kong is already playing an
important haison role between for-
cign companies and Chinese orga-
nizations. Many foreign companies
have ofthces in Hong Kong. Its com-
munication facilities are excellent,
and the atmosphere 15 more amena-
ble 1o wheeling and dealing and to
cutting through the interminable red
tape of negotiations in China.

Despite these advantages, the head
othees of Chinese organizations are
keeping their Hong Kong outposts
on a rather tight leash. The outposts
are small, skeleton organizations
whose primary responsibility is to be-
gin preliminary discussions and guide
toreign companies 1o the proper au-
thorities China. Except for well-
defined tasks, they do not appear
designed or equipped to carry
through significant negotiations
themselves.

The most significant otfice is a
Hong Kong branch of €¢NOOC re-
cently opened by its director, Ho
Yuanging. In some respects, assign-
img Ho to Hong Kong 1s a more
signihcant step than opening the of-
fice itself. Ho was the chief negoti-
ator of the Arco contract, and 1s well-
versed in both Chinese and foreign
contract demands and negotiating
strategies. Ho Yuanging has been a
kev €NOOC ofticial, involved in pur-
chasing goods and services. He is
listed on the Board of Directors of
the Dresser Atlas logging venture
and may be on the board of other
JoINt ventures.

Mr. Ho and the CNOOC office will
play a kev role advising foreign
business people on China’s probable
cquipment and service needs. But
Chinese othcials have made it clear
that this oftice will not be empow-
ered to negotiate with foreign oil
companies, and that its primary role
is that of “liaison™ with foreign com-
parnies.

Moreover, Ho and the ¢NOO(C
branch othce will work closely with
China Ocean Oilheld Services, Inc.
In fact, CNOOC is a part owner of
COOs (with the Bank of China, China
Resources Company, China Mer-
chant Steam Navigation Company,
and JOSC), and shares offices with
COOS. COOS was set up in the sum-
mer of 1982 as the Hong Kong
“trade agent” for CNOOC and JOSC,
It has very mited personnel, and has
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maintained a low profile. Since the
opening of the CNOOC ofhice, how-
ever, COOS officials have hinted that
they will become more active, and
are now encouraging foreign compa-
nies to meet with them.

In addition to these two new orga-
nizations, established specifically to
coordimare CNOOC and JOSC oft-
shore ol activities in Hong Kong,
there s a large number of other
Hong Kong othces that will be in-
volved. 'The most important is China
Resources Company. 1t houses the
foreign trade corporations which, ac-
cording 1o one report, remain re-
sponsible for procuring equipment
for onshore operations. Another im-
portant organization is the China
Merchant Steam Navigation Com-
pany, the Hong Kong representative

of the Ministry of Communications.
CMSNC can be expected to be an im-
portant liaison office tor all marine
activities, such as supply boats and
diving services. CMSNC s also deeply
ivolved in the development of the
Chiwan support base through its eq-
uity in the Nanshan Development
Company. %

Deave Devny advises Counell members
on trade anid proestment opportunities in
China's ene YOV st tor, Prioy to 1'-””“.”.2 the
Councl in 1982 as an assistant divector
of the Council’s Business Advisory Serviees
department, Devny served as the commer-
cial attache at the US Ewbassy in Beijing,
and as an mternational trade specialist
on the China desk at the Commerce De
partiment.

Pm('mn ()(/m()l()m and expertise are b(’mg
((ssmulal(’(/ at a )(1/)1(/ pace.

hina’s Rig Industry

Richard S. Ondrik

he Baker Marine ofhicial was

impressed: " Oun previous es-

timation and ideas were
proved too conservative,” he told a
Chinese reporter late last vear. “The
quality of the platforms is superior to
that of those built in Europe or the
United States.”™ He was referring to
the two Baker-designed Bigfoot 111
jackup rigs built for Baker at the
Dalian Shipyard, which had just re-
ceived the A-1 American Bureau of
Shipping classification and the US
Coast Guard seal-of-approval.

China is making significant effort
to become a major rig-builder and
exporter, despite the current world-
The pri-
mary motivation, of course, is to pro-
vide rigs for the development of Chi-
na's offshore oil resources. An added
mcentive is the so-called “preference
clause™ supulated in the govern-
ment's model contract, which re-
quires that Chinese, not foreign,
equipment be used by foreign oper-

wide glut of offshore rigs.

ators it it is of comparable price and
quality. "This provision, Betjing real-
izes, permits the country to earn val-
uable
strengthening the rig-building indus-
try.

foreign exchange while

MEETING WORLD STANDARDS
The ABS gives its stamp of approval

To develop the industry, the Chi-
nese have dredged their harbors,
constructed new docks and slipways,
and reoriented entire shipvards
around rig-building. In February
1982 an agreement was reached be-
tween the China State Shipbuilding
Corporation and the American Bu-
reau of Shipping to station ABS sur-
veyors at major Chinese shipyards to
conduct on-site inspection. Then in
May 1982 Beijing approved export
financing for the first time to the
Norwegian buyers of four Chinese-
built \uppl\ boats. Though no rig-
financing deal has vet been struck, it
is likely that favorable export financ-
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Zhang Ping, New China Pictures Co.

The Kantan I1l, China’s first semisubmersible, is one of five ofishore rigs under construction in

Chinese yards.

ing terms will be authorized for rig
construction as well.

The Chinese are eager to
that their workers are capable of pro-
ducing products to the standards of
foreign vards. This was borne out by
the x-ray tests conducted by ABS
SUTVEYOTs on the two Baker rigs in
Dalian, which showed that over 99
percent of the welded joints were up
to specification on each rig, a “very
good™ result one ABS ofhicial told
The CBR. The Wah-Hai 1 built at
Guangzhou also received the ABS
nod of approval, while several of
Guangzhou's ABS-certified welders
were contracted out to do final fab-
rication work on Furoasia’s Mara-
thon Le Tourneau jackups being
built at Tsing Yiin Hong Kong.

The other classification societies
now conducting inspection in China
include Bureau Veritas, Nippon Kaiji
Kvokai, Norske Veritas, Germanis-
cher Llovd, and of course Lloyd’s
Register of Shipping, which reac hed
an agreement with the PRC Register
of Shipping in November 1977, cov-

show

ering the reciprocal acceptance of

surveys and the training of 10 Chi-
nese surveyors in the UK and Japan.
Lloyd’s has completed 11 Chinese
5[11])5 and is currently surveying an-
other 25 under construction at
Dalian, Shanghai, and Guangzhou, a
Lloyd's official told The CBR.

In order to more rapidly assimilate
foreign technology and expertise,
China has signed an impressive array
of cooperation, licensing, coproduc-
tion, and joint venture agreements
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with multinational rig-builders and
outhitters, such as Baker Marine, In-
galls Shipbuilding, Bethlehem Steel,
and Brown & Root, all of the US,
Blohm & Voess of West Germany,
Aker of Norway, and France’s Union
Industrielle et d'Entreprise. Negotia-
tions are underway with many oth-
ers. A recent agreement signed be-
tween the China State Shipbuilding
Corporation and the nationalized
British enterprise, British Shipbuild-
ers, permits China to share Britain's
experience in the management and
financing of a natonwide, industry-
oriented conglomerate. More impor-
tantly, technology-
transter part of the agreement gives
the Chinese access to the offshore
platform design and CONSLruction €x-
pertise derived from Britain's North
Sea experience,

however, the

THE CSSC
Integrating the entire industry

The creation on May 4,
the China State Shipbuilding Cor-
poration launched a thorough reor-
ganization of China’s shipbuilding in-
dustry.

Formed out ol the former Sixth
Ministry of Machine Building, China
Corporation of Shipbuilding Indus-
try. now also defunct, and several
units formerhy reporting to the Min-
istry of Communications, CSSC inte-
arates the entire industry under a
single, unified nhlphmldm;_, adminis-
tration with near-ministry-level au-
thority. Its main subordinate entities:

» China Offshore Platform Engi-

1982 of

neering Corporation. Formed in Sep-
tember 19820 COPEC is CSSC's na-
tional subsidiary in charge of over-
seeing and coordinating offshore rig
pm(lm‘linn

It is essentially a general contrac-
tor responsible tor the (I(\lgn marnu-
facture, and repair of rigs, produc-
tion platforms, single-point mooring
and auxihary and
~.np|)l\ boats. COPEC |m|m(|nl(|\. as-
sumed overall responsibility for all
repairs and work in progress: the
nine jackups (two for Baker Marine
at Dalian, one for Wah—Chang Inter-
national at Guangzhou, and six ftor
the Ministry of Petroleum Industry),
the Kantan 111 semisubmersible
(owned by the Ministry of Geology
and Minerals), as well as repairs of
Topper 1 and the Nanhai The
main problem COPEC faces in its
short hall-vear existence is securing
markets for s products. Even as
CNOOC 1s shopping for offshore rigs
to add to its fleet, three new Chinese-
built rigs sit idle in Chinese dock-
yards—the Wah-Hai I and two Big-
foot 11ls. “Chinese-built,” COPEC 1s
quickly learning, does not necessarily
mean “Chinese-bought.™
P China Offshore Platform Engi-
neering Design Corporation. A
COPEC subsidiary, COPEDC was set up
in late 1982 to handle research, de-
sign, and printwork. A sister organ-
ization, the China Brown & Root Ma-
rine Engineering and Construction
Co., Lid, was established this January
by COPEC and Brown & Root, Inc, a
Halliburton subsidiary. The joint
venture specializes in complete sys-
ems ('l]g”‘l{'(’]l”lﬂ;. })I'l!l('('l Ill.lllilg('-
ment, and building offshore produc-
tion platforms. Tt is currently
preparing a bid for two Chinese-built
platforms to be used in the western
Bohai by the Chengber Oil Develop-
ment Corporation.

Neither COPEC nor its
have a monopoly in rig design or
enginecring, however. Numbered
among its competitors, apart from
foreign firms, is the Ministry of Com-
munication’s China Ocean Engineer-
ing Services Corporation, and
CNOOCs own subsidiary, the China
Ofishore Design and Engineering
Corporation. COFSC offers complete

\\ stems, service

afthhiates

platform design and installation ser-
while the latter specializes in
production (o1l gathering) systems,
and storage facilities.

P China Ship Scientific Research

Center. 'he CSSRC conducts wind,

vices,
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vibration, icing, wave, pressure, and
cavitation simulation tests on behalf
of CSsC and COPEDC. The research
institute, once a small operation at
the Jiangnan Shipyard in Shanghai,
now has a staff of 1,400 technical
personnel and modern computer fa-
cilities to test ship and rig designs.
The CSSRC has established relations
with over 100 scientific establish-
ments i foreign countries, and is
affiliated with several international
testing organizations. The center was
responsible for investigating the Bo-
hai 11 disaster of November 25,
1979.

P Marine Design and Research Insti-
tute of China. Another important re-
search institute under CSSC, MARIC
was created in the early 1950s and
known as the Shanghai Ship Design
and Research Institute untul 1981.
With nearly 1,200 engineers and
technicians in its 1,700-member
work force, it has designed over 500
types of vessels, and claims business
ties with more than 30 countries.
MARIC is the premier institution in
China for the design and develop-
ment of shipping and marine engi-
neering projects. Its Third Depart-
ment, established in 1961, designed
China’s first drillship, the Kantan I, a
catamaran vessel launched from the
Hudong Shipyard in 1970. Working
with the aid of Japanese-supplied
blueprints, the Third Department
also designed China’s first hydraulic
self-elevating jackup, the Bohai [
MARIC is the lead designer for the
Bohai 111, V, VII, IX, and XI, all
built or currently under construction
at Dalian, as well as the first Chinese
semisubmersible, the Kantan 111, due
to be launched from the Shanghai
Shipyard in July 1983.

THE RIG-BUILDING YARDS
Awash with foreign contracts

Most of the licensing or coproduc-
tion agreements signed by foreign
firms are with individual shipyards,
not COPEC, though the latter is Chi-
na's official contract agent with ulu-
mate responsibility for contract ful-
fillment. The most important yards
are under the three shipbuilding cor-
porations at Dalian, Shanghai, and
Guangzhou. The fourth corporation
at ‘Tianjin has produced steel jackets
for fixed production platforms, but
does not have adequate tacilities to
complete entire rigs. Fach of the
semi-autonomous regional CSSC sub-
sidiaries is empowered to conduct ne-
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gotiations and sign binding contracts
with foreign and domestic firms. The
regional corporations not only have a
higher degree of autonomy under
CSSC, but are encouraged to compete
amongst themselves for contracts.
The shipyards reportedly are run on
a profit-and-loss basis by technically
qualified personnel, with little inter-
ference by party cadres. The cor-
porations direct and finance all activ-
ities of their component shipyard and
shiprepair facilities.

P Dalian Shipyard. China's fore-
most rig-builder and exporter, the
Dalian shipyard has produced the
Chinese-designed jackups Bohai 1,
111, and V, with the Bohai VII, IX,
and XI due for delivery in the first
quarter of 1983, Dalian has also built
several fixed drilling and production
platforms for the Chengbei Oil De-
velopment Corporation. The first,
Platform B, is now drilling its fourth
production well in the Chengbei field
near the Yellow River delta. Plat-
form A was loaded-out in November
and should be installed and drilling
by April of this year.

Dalian’s first two jackups built for
export, the R.N. Haskin and R.M,
Womack, both Bigfoot T11 designs,
were delivered to Magnum Marine, a
Baker Marine subsidiary, in Septem-
ber 1982, The contract specified that
Baker would provide the detailed de-
sign specihications, jacking systems,
and other main equipment, while
China provided steel materials and
labor. The two rigs met all contract
terms, including US Coastguard and
ABS specifications, and were deliv-
ered on schedule. Dalian also ful-
filled 1ts contract obligations to re-
pair and refit Topper I, Baker’s Za-

pata jackup salvaged from the Gulf of

Mexico and towed to Dalian,

Dalian is now licensed to build two
Freide & Goldman L-780 Model 11
jackups. €SSC signed a contract in

July 1982 with Ingalls Shipbuilding
of Litton Industries for the necessary

technical data and detailed blue-
prints. Ingalls also will procure and
deliver equipment, and provide on-
site management and technical assis-
tance throughout construction. Ac-
cording to one source, much of the
technical data supplied will be used
to improve the design of Bohai IX
and X1 (Bohai VII is virtually com-
plete), prior to building the L-780s.
A similar agreement was struck with
Aker Engineering AS of Norway for
coproduction of Aker H-3 semisub-

US $2,215,856,000.00

That figure tells vou how much China ex-
ported to the US in 1982, This book tells
you who did the importing,

ey

American
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from the

People’s

Republic
of China

The new edition of American Firms Im-

porting from the PRC provides detailed.

up-to-date information on more than 2,300
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Each listing includes

+ company name, address, telephone and
telex numbers, and cable address

* responsible executives
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* ports used

* business volume
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of more than 450 product categories, and
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Mail to: National Council for
US—China Trade
Publications Sales Department
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the new American Firms Importing
from the PRC, at US3$85.00 cach
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tional Council ).
[] My check for US$ is enclosed.
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formation on vour other publications.
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Company
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OFFSHORE OIL RIGS IN CHINA

24 rigs are currently stationed in Chinese waters or shipyards, of which 10 are active,
9 are idle, and 5 are under construction

Owner Location Con- _ Max. depth Living
Name Operator/ Deployment struction water drilling quarters
Type manager status Delivery (meters) (persons) Rig equipment
Bohai Bay active rigs: 5
Bohai IV CNOOC Western Hitachi 90 6,100 108 Drawworks: 2 NAT 1320 UE; Pumps: NAT 10-P-
Formerly BOHAl & Bohai Zosen, 130 Triplex; Prime movers: 5 CAT D399TA;
“Edinara,” JCODC Drilling Japan, Cranes: 2 NAT N5, 1 LeTourneau PCM 80;
then “JU5" 1977 Derrick: 147’ Pyramid; Jacking equipment: NAT;
J-up, Hitachi Storage: bulk 6,000 cf; liquid mud 2,200 bbl; fuel
5,000 bbl; drill water 5,200 bbl; potable water
1,200 bbl
Bohai V CNOOC Western Dalian 40 6,100 NA Drawworks: NAT 1320 UE; Pumps: NAT 10-P-130
J-up BOHAl & Bohai Shipyard, Triplex; Prime movers: CAT; Cranes: 2 NAT OS-
Chinese 1cODC Drilling 1982 105; SER system: GE
design
Bohai VI CNOOC  Western Bethlehem 60 6,100 93 Drawworks: T NAT 1320 UE; Pumps: NAT 10-P-
J-up, BOHAI Bohai Shipyard, 130 Triplex; Prime movers: 4 CAT D399TA;
Bethlehem Needs repair  Singapore, Cranes: 2 NAT OS-105; Derrick: 147/, 1,392,000
JU250MS 1979 Ibs.; Storage: bulk 6,600 cf & 3,000 sacks; liquid
mud 2,200 bbl; fuel 1,800 bbl; drill water 4,700
bbl; potable water 450 bbl
Bohai VIl CNOOC Western Marathon 75 6,100 90 Cranes: 3 LeTourneau PCM-120AS with 100"
J-up, BOHAl & Bohai LeTourneau, boom & 50 ton lift; Drawworks: NAT 1320 UE,
Marathon JCODC Drilling Singapore, with 4 GE alternators, 1 GE generator; Pumps:
82-5D-5 1980 NAT 10-P-130 Triplex; Prime movers: 4 CAT
self- D399TA; Drive System: Ross Hill SCR
elevating
Bohai X CNOOC Western Marathon 75 6,100 90 Cranes: 3 LeTourneau PCM-120AS with 100"
J-up, BOHAI & Bohai LeTourneau, boom & 50 ton lift; Drawworks: NAT 1320 UE;
Marathon Jcopc Drilling Singapore, Pumps: NAT 10-P-130 Triplex; Prime movers: 4
82-5D-C 1980 CAT D399TA
cantilever
/ Idle Rigs: 6 X
Bohai | CNOOC Tanggu, Dalian 30 5,500 78 BOP: NL Shaffer, Stewart & Stevenson Koomey
BOHAI Tianjin Shipyard, BOP Control System; Remaining equipment
Decommis- 1972 Chinese
sioned
Bohai Il CNOOC  Sunk Mitsubishi, 55 4,600 79 Drawworks: EMS C3 Type II; Pumps: 2 EMS F-
Formerly BOHAI 11/25/79; Japan, 71969 1600; Prime movers: 3 EMD 16-645E-1 (6,000 hp);
“Fuji” salvaged Derrick: 147’ Pyramid; Cranes: 3 LeTourneau;
J-up, 7/15/82; Jacking equipment: Delong; Storage: bulk 2,700
Mitsubishi Tanggu, cf; liquid mud 1,700 bbl; fuel 5,886 bbl; drill water
Tianjin 1,948 bbl; potable water 888 bbl
Decommis-
sioned
Bohai 11l CNOOC  Converted Dalian 40 6,100 80 Drawworks: 200 ton Chinese; Pumps: 3 Chinese-
J-up, BOHAI for Shipyard, built; Prime movers: 4 DC (600 hp); 3 AC (500 hp)
Chinese accommo- 1982 Chinese-built; Cranes: P&H Kobe; BOP: NL
design dation Shaffer; Testing equipment: Flopetrole (Fr);
services at Japanese seawater pumps
Tanggu,
Tianjin
14 The China Business Review/May-June 1983




Robert N. Magnum  New rig Dalian 40 6,100 NA Both Big Foot lll rigs contain: Jacking equipment:
Haskin Marine Available at  Shipyard, BMC rack & pinion; Crown block: Dreco 760 ton
J-up, Big (Baker) Dalian 7982 with 8 60" OD sheaves for 1%" wireline; Traveling
Foot Il block: GD model 55T660; Derrick: Dreco 20 beam
BMC leg, 147" with 100 kip capacity; Drawworks:
Double Drum with 2 1,000 hp motors; Pumps: 7
Robert M. Magnum  New rig Dalian 40 6,100 NA Centrifugal mud pumps; BOP: 1 13% single ram
Womak Marine Available at  Shipyard, 10,000 wp; 1 13% double ram 10,000 wp
J-up, Big (Baker) Dalian 1982 manifold; 1 13% 5,000 psi annular; Storage: bulk
Foot Il 6,600 cf & 10,000 sacks; liquid mud 1,500 bbl; fuel
BMC 1,964 bbl; drill water 6,000 bbl; potable water
1,140 bbl; pipe rack 700,000 Ibs.
Topper | Magnum  Available at  Marathon 40 3,700 33 Drawworks: NAT 80-B; Pumps: 2 NAT 9-P-100
J-up, Zapata Marine, Dalian LeTourneau, Triplex; Prime movers: CAT D-397; Derrick: 140’;
(Baker) 1967; Cranes: 2 LeTourneau 25T@30’; Storage: bulk
refitted at 2,460 cf & 2,460 sacks; liquid mud 720 bbl; fuel
Dalian, 7982 600 bbl; drill water 1,311 bbl; potable water 731
bbl
/ Under Construction: 3 X
Bohai VIl CNOOC  Dalian Dalian 40 6,100 NA Drawworks: EMS C2; Pumps: 2 EMS F-1600; Prime
J-up, BOHAI Shipyard; movers: CAT; Jacking equipment: EMS; SER
Chinese due 1Q/1983 system: GE
design
Bohai IX CNOOC  Dalian Dalian 40 6,100 NA Drawworks: EMS C2; Pumps: 2 EMS F-1600; Prime
J-up, BOHAI Shipyard; movers: CAT; Jacking equipment: EMS
Chinese due 1Q/1983
design
Bohai XI CNOOC Dalian Dalian 40 6,100 NA Drawworks: EMS C2; Pumps: 2 EMS F-1600; Prime
J-up, BOHAI Shipyard; movers: CAT; Cranes: Marathon LeTourneau;
Chinese due 1Q/1983 Jacking equipment: EMS
design
East China Sea active rigs: 2
Kantan | MOGM East China Shanghai 75 2,000 NA Built by joining two old freighters with drilling
Drill CNGEC Sea, Rig may Hudong deck and derrick spanning hulls; all equipment
Catamaran, have been Shipyard, Chinese; Drill rig built by Lanzhou Petroleum &
Chinese decommis-  PRC, 1975 Chemical Machinery Works, Gansu
design sioned and
scrapped by
MOGM
Kantan 11 MOGM East China Robin Loh, 90 7,600 106 Drawworks: NAT 1320 UE; Pumps: NAT 10-P-130
Formerly CNGEC Sea Singapore, Triplex; Prime movers: 5 CAT D399TA; BOP:
“Ju m Longjiang 1976 10,000 PSI Stack; Derrick: Pyramid, 147° 1,392,000
J-up, Robin #3 (well) Ibs capacity; Storage: bulk 5,800 cf; liquid mud
Loh Drilling 1,800 bbl; fuel 4,996 bbl; drill water 5,512 bbl;
potable water 2,588 bbl
/ Under Construction: X
Kantan Il MOGM Shanghai Shanghai 200 6.000 NA Prime movers: 7 engines: CAT D399 & 3406 EMS
Semi, CNGEC Shipyard; Fittings; Mud system: Geosource; Well fix
reportedly due 7/1983 equipment: Haliburton; Qil testing equipment:
AKER H-3 Otis; Gas Sample System: Salwico SW-2000; BOP:
design NL Shaffer 18%", 10,000 PSI; Drill system: Vetco
modified by Offshorer including dual-cylinder motion
MARIC compensator, a riser and guideline tensioner
system, and 18%" SG-5 wellhead system, a 21°
marine riser system and choke & kill manifold
Unnamed Nanhai- Shanghai Jiangnan NA NA NA To be outfitted by Baker Marine
construction Baker Shipyard;
pending, JFP Well due 1985
Semi BMC-  saryjces
1600
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South China Sea active rigs: 3

Nanhai 1l CNOOC East portion  Hitachi 90 7,600 108 Drawworks: NAT 1320 UE (25,000 hp); Pumps: 2
J-up, Hitachi  nnpay  of Beibu Zosen, Japan, NAT 10-P-130 Triplex; Prime movers: 2 GM 16-
Total Gulf Wushi 1980 645 E9, 1 GM 12-645 E9 & SCR System; Rotary
Chine 16-1-4 (Well) table: NAT C-375; Cranes: 2 NAT 05-105 37T@20’
Drilling & 1 LeTourneau PCM-80 AS 25T@20; Storage:
bulk 168 cm x 4; liquid mud 169 cm x 4; fuel 885
cm; drill water 874 cm; potable water 508 cm
Nanhai IV CNOOC West Hitachi 90 7,600 108 Same as Nanhai Ill (above)
J-up, Hitachi NANHAL/ portion of Zosen, Japan,
Total Beibu Gulf 7980
Chine Weizhou 12-
3-3 (Well)
Drilling
Glomar Java Global Yingge Hai Levingston 300 9,100 84 Drawworks: NAT 1625 DE; Pumps: 2 NAT N1300
Sea Marine Basin, Shipyard, Duplex; Prime Movers: 8 CAT D-398; Derrick:
drillship NANHAI/  Yacheng 8- 1975 142°; BOP: Cameron 13%" double ram 10,000 &
ARCO 2-1(Well) Hydril 18%" annular 10,000; 12 pt. mooring
Drilling system; auto pipe rack system; Storage: bulk 6,590
cf & 12,000 sacks; liquid mud 3,000 bbl; potable
water 510 bbl
/ Idle rigs: 3 X
Nanhai | CNOOC  Stacked at Hitachi 90 7,600 108 Drawworks: NAT 1320 UE; Pumps: NAT 10-P-130
J-up, Hitachi  nanp4)  Beihai, Zosen, Japan; Triplex; Prime movers: 5 CAT D-399TA; Cranes: 2
Guangxi in Robin Loh, NAT H65A; Derrick: Pyramid 147/, 1,392,000 |bs
Tonkin Gulf  Singapore, capacity; Storage: bulk 5,800 cf; liquid mud 1,800
(needs 1976 bbl; fuel 5,088 bbl, drill water 6,498 bbl; potable
repair) water 1,294 bbl
Stacked
Nanhai Il CNOOC Under repair Aker, 300 9,100 78 Drawworks: EMS C-3 (3,000 hp); Pumps: EMS FA-
Formerly NANHAI by Huangpu Norway, 1600; Prime movers: 4 Bergen Type PVGB
“Borgny Shipyard at 1974 12@2200 hp; Cranes: 2 Aker with 128’ booms;
Dolphin,” Humen Derrick: 160°, 1 million Ib hook capacity; BOP:
then “Bai Dahushan Cameron; Storage: bulk 18,00 cf & 4,000 sacks;
Long" Under repair liquid mud 1,600 bbl; fuel 16,900 bbl; drill water
Semi, Aker 14,000 bbl; potable water 340 bbl
H-3
Wah-Hai | Wah- New rig at Huangpu 61 6,700 80 Drawworks: NAT 1320 UE; Crown Block: NAT
Bethlehem  Chang Guangzhou  Shipyard, 760FA; Hook: NAT 660-G-500; Swivel: NAT P-500;
J-up, JU200  Int’]l. & Available GSC, 71982 Pumps: 2 NAT 12-P-160 Triplex; Prime Movers: 2
National EMD 16E8G & 1 EMD 8EBG; Rotary Table: NAT C-
Supply 375; Cranes: 2 NAT OS-105; Derrick: 147" up to
Agii. 1,300,000 Ibs; Mud System: Hutchison Hayes &
Pacific Swaco; SER system: GE; BOP: 3 Cameron 135"
Drilling (single ram 10,000, double ram 10,000, annular
5,000), 1 NL Shaffer 214" spherical 2,000, with
Koomey T20180-35 control; Storage: bulk 6,000 cf
& 3,000 sacks; liquid mud 1500 bbl; fuel 1800 bbl;
drill water 5,900 bbl; potable water 1,000 bbl; pipe
rack 3,000 sq ft.
BOHAI Bohai branch of CNOOC MOGM Ministry of Geology and EMS  Continental EMSCO

CNGEC China National Geological
Exploration Corporation (MOGM)
CNOOC China National Offshore Oil
Corporation (MOPI)

JCODC  Japan-China Oil Development
Corporation

MARIC Marine Design and Research
Institute of China

Minerals
MOPI  Ministry of Petroleum Industry
NANHAI  Nanhai branch of CNOOC
NANHAI-BAKER China NANHAI-BAKER
Drilling Corporation

NAT National Supply
CAT Caterpillar

GM General Motors
GE General Electric
EMD Electric Motors Division (GM)

cf Cubic feet

cm  Cubic meters

bbl Barrel

BOP Blowout preventer

NOTE: Table does not include fixed drilling rigs or production platforms, or rigs operated by Hong Kong or Taiwan.
SOURCE: National Council Petroleum files. Table prepared by Richard Ondrik
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mersibles. To date, however, Dalian
has failed to mterest CNOOC or a
foreign firm in buying cither Aker
H-3 or an Ingalls 1.-780.

Finally, Dalian is the proposed con-

struction site for two more produc-
tion platforms for the Chengbei
field, it the Chengbei Oil Develop-
ment Corporation awards the con-
tract to the Chima Brown & Root
Marine Engineering and Construc-
tion Company, Ltd. The contract
could result in the building of two
platforms, and the development of
an assembly-line type of production
platform facility to ensure a continu-
ous supply of tixed drilling plat-
forms.
Pjr‘angnmr Shipyard. One of Chi-
na’s oldest and largest, Jiangnan is
one of ten shipyards under the ad-
ministration of the Shanghai Ship-
building Corporation. It is the loca-
tion of the China Ship Scientific Re-
search Center, and the Shanghai De-
sign Rescarch Institute.

The shipyvard is presently under a
100 million contract with Baker
Marine to coproduce a BMC-1600
semisubmersible. Baker is providing
the basic design, equipment, and ma-

terials: Jiangnan the labor, fabrica-
tion, and assembly: MARIC the de-
tailed design and construction plans:
CSSRC simulation testing: while
COPECIs in charge of overall supervi-
sion and coordination. The rg will
be owned by the China Nanhai-
Baker Drilling Corporation, a Baker
Marine-CNOOC joint venture estab-
lished in March 1983 that intends to
build offshore oil rigs for sale or lease
to companies operating both within
and outside Chinese waters. The
profits, and risks, will be shared
equally. Although rig builders nor-
mally avoid getting involved in op-
erating rigs, Nanhai—Baker also has
decided to offer its services as a drill-
ing contractor, operating rigs and
leasing drilling services to CNOOC's
subsidiaries and joint ventures. The
BMC-1600, the first rig inits drilling
fleet, will be managed by [FP Well
Services, a Baker subsidiary. The
Bank of China is expected to provide
a $70 milhon loan to construct the
semi. Delivery is scheduled for some-
time in 1985,

P Shanghai Shipyard. Now China's
third-largest shipyvard, the Shanghai
Shipvard has received the major

share of SSC's capital investments.
An integrated complex for both ship-
building and repair, it also manutac-
tures castings, shipping containers,
and marine diesel engines for export
For the past three vears the yard
has been constructing the MARIC-
designed semisubmersible, Kantan
L. Very similar in design to an Aker
H-3, and with a working displace-
ment of over 20,000 tons, the rig is
due for delivery to the China Na-
tional Geological Exploration Cor-
poration (under the Ministry of Geol-
ogy and Mimerals) i July 1983,
Though no foreign firm is directly
imvolved, much of the rigs’s equip-
ment comes from ftoreign suppliers,
including Caterpillar diesel engines,
FMSCO httings, Geosource mud-puri-
Iving equipment, Halliburton well-
fixing equipment, Otis oil-testing
cquipment, an NL Shaffer BOP,
VETCO offshorer drill package, and a
Salwico gas-sampling system.

P Shanghai Hudong Shipyard. Also
under the SSC, this vard built the
famous Kantan 1 in 1975, China’s
first offshore drillship. The vessel
was constructed by joming together
two vintage Chinese-owned British

language.
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“Chemical Bank! and it's really all you need to
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In the US, Scott W. Phillips at 20 Pine
Street, 7th Floor, New York, New York 10005.
Telephone: (212) 770-3454.

The China Business Review /May-June 1983

37



New Orleans.

e wrote the book
on service.

Service (dictionary definition) the
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THE PORT OF
NEW ORLEANS
THE TOWAL PORY



cargo ships with a drilling deck and
derrick mounted between the two
hulls. Only Chinese (qunpmt nt was
used, with the majority built in Gan-

1 Province by the Lanzhou Petro-
|(‘llm Chemical and General Machin-
ery Works. In addition, the shipyard
has produced several of the Binhai-
series double-hull drill barges now
operated as hixed platforms in the
Gulf of Bohai, as well as high-quality
oceanographic research vessels. The
latter are used extensively in geo-
physical prospecting, and for the
study of sediment dynamics and bot-
tom-layer oceanography, among
many other data-gathering functions.
P Guangzhou Shipbuilding Corpo-
ration. While its Huangpu and
Guangzhou shipyards are neither as
large nor as modern as those in Da-
lian or Shanghai, GSC is making a
strong push to become the foremost
supplier of oftshore rigs in the South
China Sea theater. GSC i1s making a
considerable investment in worker
training programs, and plans to es-
tablish a new shipvard at the mouth
of the Pearl River to specialize solely
in rig fabrication.

A recent agreement with a French
firm could make the Huangpu Ship-
yard the most modern and advanced
rig-fabricating yard m China, and
mayv well set a pattern for joint ven-
ture rig production to be tollowed by
others in the future. The 15-year
contract was signed in November
1982 between Union Industrielle et
d’Entreprise and COPEC. Tt provides
for the construction of an offshore
platform production line and the co-
production of oil drilling and pro-
duction platforms for use in the
South China Sea and for export. The
Chinese side will furnish land and
labor, while UTE will provide designs
and equipment. Profit will be split
evenly, The $70 million production
plant will be built by leveling a hill at
the Huangpu Shipyard. The joint
venture is scheduled o begin pro-
semisubmersibles,
about

ducing jackups,
and production platforms
two years.

The Huangpu Shipyard’s premier
accomphshment was building the
Wah—Hai I, a Bethdnill JU 200 MC
mat-cantilever jackup. The rig’s fi-
nancing and construction was han-
dled by the Wah-Chang Interna-
tional Marine Industry Corporation,
a joint venture between GSC and the
Wah-Chang International Group of

Singapore. Both the joint venture
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and Huangpu shipyard were licensed
by Bethlehem to produce four jack-
ups of the JU 200 designs, with GSC
providing labor and basic materials:
National Supply the drilling package
and (qulpmun Bethlehem all de-
signs, drawings, \p((lfl(.lllﬂll‘s and
prefabricated leg sections; and Wah—
Chang its materials coordination and
marketing expertise. The Wah-Hai
I was an in-house placement, with the
suppliers and Wah—Chang each tak-
ing a share of the rig: Bethlehem, $5
million; Nautonal Supply, $12 mil-
lion: and Calbest Investments, Ltd., a
Wah-Chang subsidiary, $21 million.
Unfortunately, the (nmplelv(l rig has
yet to be either leased or sold. The
foreign partners reportedly are dis-
appointed that top Chinese ofhcials
have offered less-than-enthusiastic
assistance in marketing the Chinese-
built jackup. It is well known that
CNOOC and the Japan—China Oil De-
velopment Corporation are looking
around for additional jackups to be
used i the Gulf of Bohai, however
no discernible pressure is being ex-
erted by Chinese authorities to add
the Wah—Tai | to their shopping list.
Nor has the successtul completion of
the Wah-Hai 1 led to any orders
from either CNOOC or foreign rig
buyers. Despite these problems, the
Wah-Chang International Marine
Industry Corporation is still report-
edlv interested in building an $80
million Bethlehem-designed semi at
the Huangpu shipyard.

I'he Huangpu Shipyvard also won
the contract, formerly held by a Japa-
nese shipyard, to repair C hina's only
semisubmersible, the Nanha T, Re-
pairs are virtually complete on the
imported Aker H-3, which lacks only
a blowout preventer stack. The rig is
presently undergoing tests at Humen
Dahushan, where the Pearl River
widens mto the estuary,

Four of the GSC's twelve vards
have subcontracted their labor and
services 1o the Hong Kong-based
Furoasia Shipvard, Lid., a member
of the C.Y.
Huangpu, Guangzhou, Wenchong,
and Guijang Shipyard (in Guangxi
Province but stll under GSC) were
contracted 1o do welding and prefab-
rication work on the platform and
tubular lattice-work leg sections of
Furoasia's Marathon Le Tourneau
82-SD-C and 116-C jackup rigs.
Furoasta also imported ABS-certified
welders from GSC to do the final
fabrication work on the three

Tung group. The

jackups. In January, Gotaverken

Arendal of Sweden licensed Euroasia

to build its GVA 3000 design semi-
submersible and stipulated in the
agreement that major parts of the rig
are to be built in China. Itis expected
that a joint venture drilling company,
currently under negotiation between
CNOOC and Houlder Offshore, an-
other C.Y. Tung company, will con-
tract Furoasia to build the rig, which
will subcontract work to the four
GSC shipyards.

hina has taken significant

steps to become a major force

in the world of rig and pro-
duction platform construction, nev-
ertheless the domestic content of
Chinese-built vessels is stll a rela-
tively small percentage of the overall
product. China's petroleum equip-
ment industry can produce very little
of the \t)l)hl\[ltdl( 'd and high (Iu‘llll\
equipment needed for offshore ves-
sels. China must sull rely on foreign
suppliers and imported equipment to
produce world-class offshore rigs.
This handicap gives the edge to for-
eign firms in the area of quality and
reliability, which may explain why
Chimna’'s p:ehu nce clause has fulul
to scare off foreign firms. Indeed, it
January, Angle l)ut(‘h Offshore ('cm-
crete formed a joint venture with
Obavashi Gumi and Toyo Construe-
tion both of Japan, for the sole pur-
pose ot manufacturing production
platforms to be used in China's ofl-
shore fields. Although China cannot
hnp(' to build most, or even a major-
itv, of the t]l‘l“ll]}_‘ vessels used by
imvn,n operators in its offshore con-
cessions, the country can still lay a
sohd groundwork for the self-reliant
development of its offshore reserves
that it so strongly desires. &

Richard ‘\'. ()nu’u/ received an MA
from Indiana University in economics
and Chinese, and is currently completing
a mejor study for the Councl on China’s
petrolewm equipnnent industry. The study
is based on questionnaires sent o the
PRCs major petrolewm equifpment fac-
tories, and will be released to member
comparnies tn May.
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China s bwilding more rigs, but foreign compa-

nies might have to lease rigs

([(’Hl([?l(? keeps ris HIU

Rig Leasing

Richard S. Ondrik

he current oil glut has cre-

ated a worldwide flonlla of

idle drilling vessels that
might one day be leased to operators
drilling in the South China Sea and
other locations oftshore China. Leas-
ing and buy-back arrangements are
increasingly viewed by C hinese as the
only way to provide enough rigs to
meet the country’s growing needs.

The concept ol leasing is no
stranger to Chinese corporations. In
the last two vears, leasing arrange-
ments have been concluded for
fixed-wing aircraft, shippimg contain-
ers, helicopters, computers, trans-
port vehicles, and major picces of
machinery and other capital equip-
ment lor factories. Te is estimated
that a minimum of 30 offshore rigs
will be needed i China in the next
few vears, or nearly triple the num-
ber currentlv engaged.

It is likely that several companies
and joint ventures will be tormed to
specialize solely in leasing. Others al-
ready have been established to lease
rigs in conjuncton with other ser-
vices., One such arrangement is the
China Nanhai-Baker Drilling Cor-
poration, that will build, lease, and
operate offshore otl drilling vessels.
At the March 16 signing ceremony
that set up the $20 milhon 50-50
joint equity venture between CNOO(
and Baker Marine of Ingleside,
Texas, Baker Marine officials an-
nounced that the new company
would eventually lease both Chinese-
built and foreign drilling vessels. The
venture now secks financing 1o build
a BMC-1600 semisubmersible at
Shanghai's Jiangnan Shipyard. The
semi will be owned by Nanhai-
Baker, and managed by JFP Well
Services, a Baker subsidiary.

Other drilling contractors, such as
Reading & Bates, Sedco Drilling,
Western Oceanic, and Houlder Off-
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shore, are actively pursuing similar
negotiations with CNOOC, Reading &
Bates has already tormed the Asia-
Pacific Drilling Company in a joint
venture with Wah Chang  Interna-
nonal, to lease the Chinese-built
B( thlehem JU200 jackup, Wah-Hai

These cooperative ventures, and
l|lt transfer of technology and man-
agemernt ('\I)('Ii('ll('(‘ they facilitate,
will vastly increase China's ability to
build, lease, and operate offshore
l'ig\.

All ot the rigs currently leased in
Chinese waters are owned by the
Ministry of Petroleuam Industry. The
Bohai VIIT was leased to British Pe-
troleum  for its 1980 stratigraphic
drillimg program in the Yellow Sea,
while EIf Aquitaine leased the Bohai
X ftor drilling in the central Bohai in
1981. Currently, the Bohat 1V, V|
VI, and X are leased to the Japan-
China Oil Development Corporation
in the western Bohai. Total Chine
has contracted China'’s two new Hi-
tachi jackups, Nanhai 1 and 1V, for
drilling in their Beibu Gult conces-
sion. The Chinese are pressuring Elf
to use the soon-to-be-commissioned
Dalian-built jackup, Bohai VII, in
spite of protests by Elf that the rig s
unsuited to the soft seabed condi-
tions at the proposed drillsite. kIt
drilled two dry wells in 1981, discon-
tnued drilling in 1982, and intends
to drill at least one new well in s
concession in 1983,

The Ministry of Petroleum Indus-
try’s seven active rigs are contracted,
supervised, and operated through
CNOOC and s chiet subsichary ol
companies in charge of the Bohai,
Nanhai, and Huanghai (Yellow Sea)
theater of operations. "These compa-
nies are empowered to negotiate and
implement detailed leasing arrange-
ments. while CNOOC and the Petro-
leum Ministry must approve the con-

from abroad if

Japanese

tract terms.

T'he three rigs owned by the Minis-
try of Geology and Minerals (the
Kantan I, 11, and the Kantan 11 un-
der construction) currently are not
for lease. They are fully engaged in
the East China Sea, which seems to
have been set aside as MOGM's exclu-
sive zone for drilling and explora-
tion.

I'he extent of future leasing busi-
ness of course depends on the pace of
offshore drilling. The Mimstry of Pe-
troleum Industry and CNOOC want
to have the most exploration wells
drilled in the shortest possible time

~they want the foreign contractors
drilling, not waiting for Chinese-sup-
plied equipment. The China State
Shipbuilding Corporation and Minis-
try of Machine Building Industry, on
the other hand, want to earn foreign
exchs ange by supplying as much Chi-
nese equipment as ])nwhlc

Another constraint is the inherent
complexity ol rig-leasing deals. Tt will
take time for China's many new pe-
troleum corporations to develop the
financial sophistication needed to
conclude large-scale leasing arrange-
ments. Offshore rig leases generally
involve many parties, and a complex
web ol responsibilities shared by
operators, contractors, and
I'he agreements en-
tail not only the equipment used, but

owner,

subcontractors.

labor, wages, and services. For exam-
ple.a rig-owner can lease to an oper-
ator the rig only, the rig plus a skele-
ton ¢rew, or the rig with a full
complement of personnel. The oper-
ator may then contract drilling ser-
vices to a third party, or lease the rig,
with or without crew, to a drilling
services contractor. Any or all ser-
equipment, well-log-
diving—may be sub-

vices—labor,
ging. towing,
contracted to other parties. Further-
the owner, operator, drilling
subcon-

more,
SETVICeS CONntractor, or
tractor, may function in a combina-
tion of such roles, or mav lease-back
services from its own subcontractors.
I'here s no generic procedure for a
rig-leasing arrangement, and the ob-
ligations and rights ol each party
must be spelled out in their umque
contractual agreements,

Perhaps the most difticult part of
anmy leasing deal in China concerns
personnel. Most Japan-China Off-
Development Corporation
rigs, for example, have almost en-
tirely Chinese crews, with just a few
managerial and technical

shore
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personnel. CNOOC would prefer to
use the French and Japanese agree-
ments as a model to promote the use
of as many Chinese nationals as possi-
ble, but the major foreign oil compa-
nies will most likely follow the Arco
example. Arco is using the only for-
cign-owned vessel currently (]II“III}_{
on China's continental shelf, the
Glomar Java Sea. The crew is com-
pose «d m: llnf\ of (\pllnlle person-
nel, drawn from the drillship’s
owner, Global Marine and Arco. The
operatng crew, however, includes
Chinese roughnecks and apprentices
drawn from the
CNOOC,

CNOOC has also insisted on high
wage
bers, extensive training, and assur-
ances that Chinese will replace ex-
patriates within a designated time
period.

Standard day rates for Chinese
crew members will be high, in the
$50-60 per head range, or three
times the average ($15-18 per day)
rate for Asian drilling operations in
the industry.

Chimese workers will receive only
about 10 percent of the total wages
paid with the remainder represent-
ing front-end profits to CNOOC’s sub-
sidiaries to finance their own drilling
operations. Once agreement has
been reached and the Chinese have
extracted the maximum possible
wage rates, a reported negotiating
tactic is to then demand that wages
be paid tor days-off as well as davs-on
the rig, a practice unheard of in the
oil industry. In 1981, for example
JFP Well Services signed a bareboat
charter agreement with CNOOC’s
Nanhai branch for the jackup
Nanhai I to drill outside Chinese wa-
ters. The contract stipulated a day
rate of $22.000, which is about aver-
age in the industry, but the Nanhai |
necded nearly three months of re-
pairs costing about $300,000. More-
over, JFP had to maintain a 15-mem-
ber Chinese crew at inflated rates,
and was prohibited trom operating
within a 100-nautical-mile radius of
the Paracel Islands. JFP was unable
to contract its drilling services, and
let its option on the Nanhai I lapse in
August 1982,

The cost of Chinese personnel is a
growing concern to foreign compa-
nies. Many of the pipefitters, weld-
ers, and other technical personnel
assigned to Chinese rigs lack experi-
ence i the oil industry, and some

rates for Chinese crew mem-
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Nanhai branch of

have never been to sea. The unfamil-
iarity with equipment and proce-
dures not only reduces productivity,
but also creates severe safety and
maintenance problems. The Dalian-
built jackup Bohai 11 was delivered
in 1979 and drilled only one test hole
i the southern Bohar before 1t had
to be permanently stacked at 1
gu.

Another case in point is the im-
ported (Aker H-3) semisubmersible
Nanhai 11, which drilled only four
wells in the South China Sea over a

ang-

four-year period, before being ren-
dered i inoper: able in 1981 because of
lack of maintenance. (Comparable
rigs with tramed crew average 3-4
months per well under similar condi-
tions.) During this period, the Chi-
nese erected extra crew quarters on
one end of the semi, which did not
interfere with actual drilling opera-
tions, but did alter the semi’s center
of gravity, thus increasing the likeli-

hood of its '1|)si/ing in heavy weath-
er. Even when its extensive repairs by
the Hu.mg;)u Shipyard are complet-
ed, 1t 15 doubttul that the American
I’mn-;m of Shipping will approve the
vessel for use by international oper-
ators while its stability is in question.
In addition, the Nanhai 11's blowout
preventer had to be completely
stripped and rebuilt, though there
was no blowout. The deterioration
resulted entirely from poor mainte-
nance.

Western observers aboard Chinese
rigs have noted dnill pipe and other
supplies stacked haphazardly on
deck, mud-encrusted seawater
pumps, corroded cables and draw-
works, and the lack of drilling mud
solids control. Such conditions, if al-
lowed to continue unchecked, can
only discourage the use of Chinese
equipment and enhance the attrac-
tuveness of leasing foreign rigs. %

New )(fqzl/(mons shed light on the 1

SSUES of ol

company profits and the sz‘afus of w/)(mma(fm s,

The Evolving Legal
Framework

Robert C. Goodwin, Jr.

ne of the basic (|u:'\lin||\ fac-

mg a foreign party in deal-

ing with China is the extent
to which the country is likely to de-
velop a sophisticate d legal system or,
more accurately, a predictable legal
system. In a country where new con-
stitutions appear every few years and
legal principles are to serve the state
and state plan, there is liule hikeli-
hood of the development of a legal
system on the US model. That does
not mean, however, that the Chinese
are not attempting to develop the
legal framework to channel and
shape certain types of decisions. In
fact, the Chinese are making great
efforts to foster a “law conscious-
ness” among othaals to ncrease the
confidence of foreign traders and in-

vestors whose participation is re-

qun(d to help China achieve its mod-
ernization goals.

I'he promulgation of China's new
constitution on December 4, 1982,
which gives ftoreign investment a
lawful status in China for the first
time, is of great significance
investors, including the oil compa-
nies. Unlike the 1978 constitution,
\\'hi(h recognized  only

to all

Usoctalist”
and “collective™
the new constitution also recognizes
individual businesses and foreign
companies, and implies broad flex-
ibility on the question of ownership
addition, 1t at-

forms of ownership,

by such entities. In
tempts to clarify some basic legal
questions involving the authority of
various governmental bodies to issue
regulations and interpretations,
Within the past year or so China
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has also enacted many laws govern-
ing foreign investment, income
taxes, offshore petroleum develop-
ment, and office registration by for-
eign companies, to mention a few.
Nevertheless, foreign business peo-
ple stll face uncertainty in under-
standing and applying Chinese laws.
One significant problem is the Chi-
nese tendency to treat the require-
ments of pending laws as if they had
already been adopted without, in
some cases, allowing the foreign
party to see the draft law. Another is
the reliance on unpublished regula-
tions which are confidental or “in-
ternal,” and which foreigners are not
permitted to see.

Another problem is the lack of a
body of ofhcial interpretation of the
laws. In the US and most developed
countries there is a recognized pro-
cess for interpretation of the laws
and regulations that are applicable,
particularly in the area of economic
regulation. At the other end of the
spectrum is the situation that exists in
many developing countries, where
no such process exists and individual
officials exercise considerable discre-
tion in interpreting the general
terms of the law. In China, it is sull
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unclear at this stage which path will
be followed. One encouraging sign
has been the report by a recent legal
delegation of the National Council
that the China Council for the Pro-

motion of International Trade
(Cerrt) has established a “"Legal
Counsel’s Office”™ to help provide
clarification of Chinese law. A legal

opinion issued by CCPIT has no bind-
ing effect on the Chinese govern-
ment, but CCPIT will take responsibil-
ity for its opinions and will assist the
foreign party in dealing with a minis-
try that might have a contrary view.
In addition, the new constitution em-
powers the Standing Committee of
the National People’s Congress to
issue official interpretations of laws
enacted by the Congress. It is possi-
ble that these developments could be
the first steps in the establishment of
a jurisprudence that would lend con-
siderably more certainty to the
present m('mnplmv body of Chinese
law.

The Model Contract

The model contract promulgated
by the Chinese National Offshore
0il Corporation represents an inter-
esting example of a contract that has

been used to fill the need for a basic
legal framework. By virtue ot its ap-
plicability to all of thv(nmp inies that
will be involved in offshore oil ex-
ploration, the contract has assumed a
role similar to that of a legislative
enactment.

Given the lack of detailed legisla-
tion relating to foreign investment,
contracts have always played an im-
portant part of the Chinese lcg,ll
framework for foreign companies,
with the terms of the contract iself
governing the legal relationship be-
tween the Chinese and foreign en-
tity. For example, prior to the enact-
ment of the laws on taxation of
foreign companies, taxation issues
had been addressed in contracts and
some of these contracts still govern
the level of taxation of particular
companies even after the passage of
the Foreign Enterprise Income Tax
Law.

The model contract, issued on
May 10, 1982, contains a total of 30
articles with These set
forth the rights and obligations of
foreign oil companies in both the
exploration and production phases
of offshore oil development in
China. In addition to the basic ques-

ANNexes.
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tion of how much oil a company may
retain in profits, should commercial
discoveries be made, the Chinese and
foreign oil companies found it diffi-
cult in the preliminary discussions to

just under 50 percent.

China from which it derives income
is subject to Chinese tax on net in-
come. The top effective tax rate is
Among the
Issues 1o be resolved are the allowa-

Certain provisions of the model contract are forang foreign oil
companies and their suppliers to consider mechanisms for doing
busimess which, i better times, would be f;/'/ifllr' mterest.

agree on the exploration work pro-
gram, the obligations for technology
transter, and a host of questions in-
volving the operational flexibility
that the companies will have.

It is usetul to keep in mind that the
model contract does not establish a
new legal entty that will carry out
(\|1|m.|l|n|l and production activi-
ties. The Joint Management Com-
mittee, be composed of CNOOC
representatives and the foreign com-
pany, will have control over all bud-
geting and planning. Tt is a joint
decision-making body, not a con-
Supply and
service companies will sull deal di-

tract-signing authority.

rectly with the operator who, under
will ulti-
mately be responsible for (Il\llllllg
that the model contract provisions
are complied with. Thus, from the
point of view of supply and service
companies, it will be the operators
who will be responsible for buying
goods and services and fulfilling the
other obligations of the purchaser
under its contracts. Given the co-
operative nature of the projects and
the ultimate control exercised by
CNOGE, \ll]lpl\ and service compa-
nies may seek to have CNOOC guar-
antee undertakings by the
ator—particularly where substantial
amounts ol money and long lead
tmes are mvolved.

supervision from CNOOC,

(Jl)(‘l'-

Taxation

No subject s traught with more
ambiguity than the issue of taxation.
Both the Foreign Enterprise Income
Tax Law (FEIT L), enacted on Decem-
ber 13, 1981, and the Personal In-
come Tax Law, passed on September
10, 1980, contain a number of com-
plextissues that can be interpreted in
Many ways.

I'he FELEL stupulates that a foreign
enterprise with an establishment in
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ble deductions, treatment of multiple
activities of the same firm, including
activities that might otherwise he
subject to the withholding tax, and
the issues of “deemed profit” treat-
ment.

I'he question of deemed profit is
of great interest to supply and equip-
ment companies which, under the
petroleum regulations, are classed as
“subcontractors,” and therefore
must register in China and pay taxes
there. Drilling contractors have ex-
plained to the Chinese that it was
very ditheult tor them to compute
income on a net income basis because
of the huge
equipment, and the associated dith-
culty of allocating depreciation and
other deductuons to the different
countries where the equipment s
used. In addition, since drillers often
move on in a relatively short period
of time, it is to the country’s advan-
tage to have tax issues settled up

capital costs of their

front, rather than subject drillers to
the possibility of adjustments later
when their returns are audited.

Article 24 of the detailed regula-
tions issued under the FEN'TL on Feb-
ruary 21, 1982, adds the clarifica-
tion: “"For engineering projects
undertaken by foreign enterprises
under contract tor the exploration
and exploitation of seabed oil re-
sources, the profit rate and the tax-
able imcome amount shall be deter-
mined on the basis of the total
income from the project under-
taken.” T'he notional profit level was
originally set at 10 percent of gross
revenue,

Some supply and equipment com-
panies were taken aback to find that
the regulation, which had been rec-
ommended to the Chinese by drilling
contractors, would now be .||)|Jht(l to
all subcontractors, On a visit to the
US i June of last yvear, PRC Tax

Commissioner Liu Zhicheng indi-
cated that subcontractors would have
no choice but to be taxed on the
notional basis. Since that ume, how-
ever, there have been indications
that the Chinese have adopted a
more fexible attitude and will allow
subcontractors to file returns and pay
taxes on a net income basis.

Equally serious problems of defini-
tion surround the personal income
tax. Foreign workers who move in
and out of China on a regular basis
are hinding that the Chinese inter-
pretation of what constitutes “‘resi-
dency™ tor tax purposes is not what
they expected. Under China's per-
sonal income tax law, an individual
becomes subject to tax on income
earned for work “performed in
China’ if the individual has been res-
ident for 90 consecutive days within
China. PRC tax authorities have con-
strued the holding of a six-month
multiple entry visa as proma facie evi-
dence of residency for that period,
and also of evidence that the individ-
ual has presumptively been working

China as well, so as to make all
carned during the period

Chinese income tax, re-
gardless of the total number of days
actually spent in China. While it is
still not clear what it might take to
rebut these presumptions, the policy
has already had 1ts impact on fre-
quent travellers who are now obtain-
rather than

mcome
subject

ing single entry visas
multiple-entry ones,

Another extraordinary develop-
ment is the manner in which local
Chinese workers are taxed. A com-
pany will be in for a surprise if it
assumes, in agreeing to pay personal
imncome taxes for its Chinese workers,
that its tax burden will be based on
the amount of money the local work-
ers actually receive. More than one
foreign company ope 1.11111)ﬂ in China
has had to pay Chinese income taxes
tor its workers based on the total
amount paid to the Chinese govern-
ment for the workers’
rather than on the amount received
by the workers (usually a small frac-
tion of the sum received by the gov-
crnment). This requirement, in ef-
tect, acts as a surcharge on top of
other labor expenses.

Reduced Withholding Tax

For companies with an “establish-
ment” in China, the effective tax is
cither just under 50 percent of net
mcome, as noted earlier, or a certain

SETVICesS,
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percentage (probably 10 percent) of
gross income tor those companies us-
ing a deemed profit approach. The
“establishment™
the activities of agents acting on be-
half ol a foreign company in China.
The FEITL also provides tor a 20
percent withholding tax on certain
payments such as interest, dividends,
and rovalties derived
China sources. The withholding tax

term can include

rents, from
has been perceived as a significant
barrier in the financing area and for-
cign banks and others have at-
tempted to convinee the Chinese that
the tax simply makes it more difficult
for Chinese enterprises to borrow
funds.

Two recent changes in the with-
holding tax affect financial institu-
tions, supply and service companies,
and other foreign entities without
establishments in China. On Decem-
ber 13, 1982, the Ministry of Finance
issucd an interim regulation that ef-
fectively reduces the 20 percent with-
holding tax to 10 percent, or waives
it entirely, in the case of fees tfor the
use ol certain technology. According
to the regulation, the waiver would
be possible where the technology s
“advanced.” or the terms preferen-

January 7,

tial. Given the training obligations of
the oil companies under the model
contract (and likely similar obliga-
tions ol supply and service compa-
nies), it 1s noteworthy that the fees
covered by the reduction include
“fees tor personnel training related
to the right of use of the transferred
proprietary technology.”

The second regulation, issued on
1983, reduces from 20
percent to 10 percent the withhold-
ng tax on mterest from loans, ad-
vances, and deferred payments pro-
vided in contracts signed  between
1983 and 1985, In addition, it waives
the 20 percent withholding tax en-
tirely on pavments of “lavorable™ in-
terest rates. The changes are effec-
tive January 1, 1983, and apply only
to agreements entered into after tha
date. Thus, those with existing con-
tracts will continue to pay a 20 per-
cent withholding tax until the expira-
tion ol the contract.

Included in the second regulation
reducing the interest withholding tax
is a reduction of the same amount for
certain leasing fees in cases involving
lease Tmancing, One of the problems
in using lease financing techniques in
China has been that the withholding

tax was applicable to the entire rental
payment, including the interest com-
ponent. Under the new regulations,
the withholding tax on lease pay-
ments is reduced to 10 percent “after
deducting the equipment price’™ in
the case of lease sale arrangements,
In certain circumstances, the interest
component can be factored out of
lease financing payments, with the 10
percent withholding due on the re-
maining amount. Given the difficul-
ties in sorting out finance leases from
operating leases, and in determining
how to impute an interest element in
lease himancing payments, it will take
some time before the apphicability of
the new regulation is clearly under-
stood.

Finally, some subcontractors have
explored the possibility of establish-
ing their othees i a speaal economic
sone in order to be subject to the
special tax rates of 15 percent rather
than the near 50 percent rate appli-
cable under the FErre. Unfortu-
nately, however, the Chinese have
rejected such efforts, and have indi-
cated that the purpose of the re-
duced tax rates m the special eco-
NOMmic
development of those zones, not to

sones 1s to contribute to the
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dustry for instant appraisal
of available opportunities.

B Analyses of the Mechanics

of East Asian Business
Where your participation is
encouraged . . . where it is
prohibited; how to structure
deals; licensing and joint
venture requirements; how
to finance a project; invest-
ment incentives; how to
deal with international
disputes.
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provide a tax haven for companies
engaged in business elsewhere in
China.

Registration

New “measures” dealing with the
registration of Representative Of-
fices of Foreign Enterprises were ap-
IJT()\( d by the State Council on

March 5, 1983, and promulgated by
the (lvnvml Administration for the
Control of Industry and Commerce
on March 15, 1983. The new mea-
sures supplement the Regulations
Concerning the Control of Resident
Ofthces of Foreign Enterprises pro-
mulgated on October 30, 1980.

The new measures make it clear
that long-term representative offices
must not engage in direct business
activities. If an office engages in such
operations, it will be ordered to cease
()])('r;ninn.s and fined up to ¥20,000.
Registration for the conduct of busi-
ness activities is governed by the
Regulations on Registration and Ad-
ministration of Industrial and Com-
mercial Enterprises, adopted by the
State Council on July 7, 1982, Joint
ventures are subject to a separate
registration law.

Those companies that have been
working in a representative capacity
in Beijing and have not yet registered
are subject to a specihe fine. Article
16 states: “Foreign enterprises and
other economic organizations that,
without having received approval
and registered, engage in the busi-
ness activities of a long-term repre-
sentative ofhice of their own accord,
are to be ordered to cease business
activities and a fine of up to RMB
10,000 is to be imposed.” A fine is
also specified when an enterprise fails
to update its registration as required
and such failure is deemed
by the administering agency, the
State Administration of Induatr\ and
Commerce.

In addition to the fines, these mea-
sures prml(lt- a one-year time limit

serious’”

on registration cer tificates, and a re-
(ilm(m(nl that a request for exten-
sion be accompanied by a report, i
Chinese, of the circumstances of the
year's business activities.

Environmental Law

One of the most recent Chinese
laws that surely will affect offshore
exploration is the Marine Environ-
mental Protection Law, enacted 1n
August 1982, and which became ef-
fective on March 1, 1983. Like other

4

Chinese laws, it is relatively general
and broad in its terms, and strives to
provide a framework for all environ-
mental issues related to seas under
Chinese jurisdiction. One of its eight
chapters covers the prevention of
pollution of the marine environment
by offshore oil exploration and
deve lopment, while other chapters
cover such matters as discharges by
ships, pollution from land-based enti-
ties, and procedural issues.

One extraordinary devel-
opment is the decision to tax
the earnings of Chinese work-
ers, not according to how
much theyare paid, but on the
basis of how much their ser-
vices cost the foreign oil com-
panaes.

The law requires an environmen-
tal impact statement, the strict con-
trol of discharges, and the mainte-
nance of adequate equipment and
procedures to prevent oil spills, but
does not define what these require-
ments mean in terms of tolerable
waste threshholds. Ofhicials in Bei-
jing and Guangdong charged with
environmental protection have fre-
quently referred to detailed “regula-
tons” in discussions with US o1l com-
pany officials. There is, for example,
an unpublished list of standards that
enumerates the specific criteria off-
shore exploration companies must
meet. Whether these criteria will se-
riously burden the oil companies re-
mains to be seen.

There is some indication that the
Chinese intend to take advantage of
the environmental regulations to
provide an additional profit-making
opportunity to local SSB enterprises.
Under the environmental standards,
for example, the Chinese w ill require
that cuttings from drilling be hauled
to the beach, thus creating an instant
demand for boats and personnel to
provide that service. Strict discharge
requirements will require similar ser-
vices for other materials that the Chi-
nese will not allow to be dumped into
the ocean,.

In terms of liability for damages
caused by blowouts, or other acci-
dents resulting in pollution, the law
holds the companies strictly lable,
except for acts of war and a few other
narrow exceptions. Such strict habil-
ity is par for the course in most parts
of the world, although in some the-
aters, such as the North Sea, an over-
all limit of liability per occurrence
exists. The Chinese law does not con-
tain such a limit.

Pending Legislation

T'he coming year promises to be an
important one in terms of new laws
which are currently in the process of
preparation, and which are likely to
be adopted sometime during the
vear. Of major interest will be a stat-
ute governing contractual joint ven-
tures between foreign companies and
Chinese entities. The law will cover
the varied arrangements, such as co-
production or licensing, which do
not mvolve the creation of a new
Chinese entity as defined by China’s
July 8, 1979 Joint Venture Law. At
the present time there is no Chinese
law clarifying what the contracts of
such arrangements should or should
not say. The flexibility that has hith-
erto characterized such deals could
be reduced when new regulations are
1ssued.

A related law that may not be pro-
mulgated untl next yvear would gov-
ern the enure range of economic
contracts between foreigners and
Chinese entities. It could be quite
similar to the FEconomic Contract
Law, adopted on December 13,
1981, which applies to contracts be-
tween Chinese entities, and which
suggests the type of approach the
Chinese are likely to take in their
new law on economic contracts with
foreigners. As applied to relation-
ships between Chinese entities, the
1981 law represents a definite step
forward for the role of law in the
Chinese economy. The use of the
contract system to regulate the rela-
1|u11-|l||1\ among state enter pll\(\ 1s a
major structural change in how Chi-
nese organizations deal with one an-
other. The Foreign Economic Con-
tract Law will probably follow the
same approach in specitying and allo-
cating between the parties the rights,
obligations, and risks under eco-
while addressing
termina-

NOMmMIc CONracts,
such issues as assignment,
tion, and arbitration.

Also possible for promulgation this
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vear are detailed regulations imple-
menting the Joint Venture Law, a
law on corporations, and the Patent
Law. The last has been particularly
difhicult for the Chinese to draft.
The current version of the draft law
excludes computer software, phar-
maceuticals, and chemical products
from eligibility for patent protection.

New regulations may also be forth-
coming in the areas of labor and
training. With regard to labor, it is
expected that the Chinese will ex-
pand the existing regulations dealing
with labor in joint ventures to all
situations where Chinese labor is
used in foreign investment projects.
Though training regulations are not
being drafted, at least othcially, at-
torneys involved in negotiating re-
cent joint ventures have had the im-
pression that their Chinese counter-
parts were “guided™ in the negotia-
tions by rather detailed guidelines
that they expect to see in regulation
The level of detail goes
far bevond the training provisions of
the model contract, and includes
such issues as the specific number of
hours that will be devoted to differ-
ent types of training, the level of
personnel who would conduct the
training, and the training materials
to be used.

Finally, there have been a number
of reports that Guangdong Provinee
has drafred new regulations covering
a broad range of activities in the
Shenzhen Speaal Economic Zone.
These include the management of
toreign commodities and real estate
in Shenzen, importation of foreign
technology, management of foreign
banks, and economic cooperation
with foreign countries.

form soon.

Structuring the Best
Arrangement

T'he provisions of the offshore pe-
troleum regulations and the model
contract (specihcally its preference
clause) are forcing foreign petroleum
equipment and service suppliers to
consider mechanisms for doing busi-
in better times,
not be of interest.

Given a choice, many US equip-
meint III.illllhulul‘t‘l'rx \\'f)lll(i ')T'{'i('l'
simply 1o sell equipment to China
without establishing a legal presence
there. Some companies may take
comlort m the fact that, under the
terms of the model contract, the op-
crator has considerable discretion
with respect to relatively small pro-

ness which, would
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curements. The Joint Management
Committee will be required to review
only those purchases exceeding
$500,000, orders exceeding
$3.000,000, or lease agreements ex-
ceeding $3,000,000. Nevertheless, it
is doubtful that even small procure-
ments will escape the preference
clause, since contractors are required
to review procurement policy with
CNOOC, and the pr('l'vrvm‘t' clause
applies to all procurements. One ulti-
mate enforcement tool the Chinese
could implement it efforts were
made to subvert the preference
clause would be to deny customs
clearance to the toreign products,

In attempting to work within the
framework of the preference clause,
foreign companies have adopted
number of approaches. Some compa-
nies have explored licensing agree-
ments, whereby a Chinese factory
pays royalties for using the foreign
company’s technology. Usually, such
an agreement would rely on foreign
parts and equipment in the begin-
ning, with a gradual phasing in of
Chinese parts and other supplies over
time. Other companies have devel-
oped a 1‘('|;|linll\hi]) with an overseas
Chinese enterprise (usually in Hong
hun;,) and  furnished mpplus and
equipment to that entity, which then
enters into a joint venture with a
PRC entity. This way a foreign firm
can avoid the problems of registra-
tion and taxation in the PRC, while
still supplving equipment, albeit indi-
rectly, under the preference clause.
The third approach, and one that is
of mterest to an increasing number
of US companies, is to establish a
joint venture directly with a Chinese
entity. Joint ventures can be “equity™

joint ventures under the Joint Ven-

ture Law, or some other form of

joint cooperation established by con-

tract.

From the point of view of the for-
cign investor, there are several ad-
vantages to creating an equity joint
venture as opposed to something less
formal, like a partnership or produc-
tion-sharing arrangement. For one
thing, there is a certain comfort in
the fact that such joint ventures are
specifically protected under Chinese
law, and that, as stated in Article 2 of
the law, “The Chinese Government
protects, by the legislation in force,
the resources invested by a foreign
participant in a joit venture and the
profits due him pursuant to the
agreements. ... Second, the over-

all tax rate for an equity joint venture
is less than for other foreign com-
pany activity in China. Under the
Joint Venture Income Tax Law, the
applicable tax rate is 33 percent plus
a 10 percent withholding tax on
profits wp‘ml.nul by the foreign
partner in the venture. For non-

Joint equity ventures, the maximum

tax rate under the Foreign Enter-
prise Income Tax Law is close to 50
percent.

Many toreign companies also be-
lieve that a joint equity venture gives
the Chinese partners a meaningtul
stake in the venture, and motivates
them to work doubly hard to ensure
its success. This level of commitment
can be important when one considers
the number and variety of Chinese
organizations with which it is likely
that a business enterprise will have to
deal. By having a committed Chinese
management to run interference,
many ol the dithculties that greet
foreigners operating in China can be
avoided. Not least of its advantages, a
]Ullll ulln[\ venture assures the for-
eign party preferental treatment un-
der the “preference clause,” though
it remains to be seen whether other
types of cooperative arrangements
might also be found by the Chinese
to quality under the preference
clause.

ne of the advantages in Chi-

na’'s strategy of forging busi-

ness tes at the same time
that it d('\'t'lnp\ a legal framework s
the opportunity it afford foreigners
to play a constructive role in advising
the Chinese on the impact of particu-
lar courses of action. While the Chi-
nese have not always followed the
advice of foreign attorneys and com-
pany personnel, they have been in-
variably polite and interested in the
issues addressed. 1 nothing else, for-
cigners can be conhdent that the
flexibility and interest in foreign
viewpoints displayed by the Chinese
will continue as their legal frame-
work develops. %

Robert €. Goodiein, Jr. maintains a
law practice in Washington, DC, dealing
principally with anternational legal mat-
ters, aid also serves as General Counsel of
China Energy Ventures, Ine. Goodiom
waxs formevly an asastant geneval coinsel
at the US Department of Fnergy, and
acted as the legal vepresontative on Secre-
tary Seldesinger’s 1978 iy to China.
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If you thought

that natural wall-
covering of top quality
oy was a thing of the past, ask for

air-speed samples of our straw,

seagrass, jute, sisal, bamboo, wood or
other natural fibre wallcovering. It won’t
take you long to realize our natural wall-
covering of that quality is very much a thing of
the future.

Our natural wallcovering is lovely and durable because of
natural fibres. Their cooling and warming effect is great for
every season. As an interior decoration of your rooms, you will
find that our natural wallcovering is sound-proof, damp-proof, safe
and sanitory. Its delicate colour protects vision and gives calm feeling.
The classic beauty of nature will enhance the pleasures in your life.

All our wallcovering measures one yard across and available in any length.

Don’t turn your back on nature-get back to it . . . because your market’s getting
back to it, too.

N CHINA NATIONAL ARTS & CRAFTS I/E CORP., GUANGDONG BRANCH
b Address: 2 Qiao Guang Rd., Guangzhou(Canton)China Cable: “ARTCANTON" Telex: 44079 KCACB CN
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China’s actrotties in, or near, contested waters of the East China Sea and
Tonkm Gulf suggest the urgency of international agreements with Japan

and Vietnam.

Conflicting Offshore Boundary

hina’s current offshore pro-

gram is an ambitious one, but

it offers only a hint of what
lies just over the horizon. Beijing has
carcfully imited its contract areas in
the South China and Yellow seas to
undisputed coastal waters. As drilling
moves ahead in these uncontested
areas,
are planning to extend their explora-
ton activity nto disputed waters, far
from shore, where Chinese geolo-
gists believe that reserves equal
exceed those already surveyed. Even
now, Beijing is quietly \('ll(lillq rigs
and survey vessels 1o conduct ])1(-

Chinese petroleum officials

liminary reconnaissance surveys'™ in
many of these disputed areas.

China has carefully avoided a pre-
cise defmition of its sea boundary
claims and has left the door wide
open, accordingly, for negotiated set-
tements with its maritime neighbors.,
To the extent that its claims have
been imphatly or expheitly indi-
cated, they substanually overlap ar-
cas claimed by Japan, Taiwan, South
Korea, Vietnam, Malaysia, Indone-
sia, Brunei, and the Philippines. Chi-
nese statements during United Na-
tions discussions on the Law of the
Sea treaty echoed the
longation™ concept set forth by the
World Court in the North Sea cases,
which gives China a legal rationale
for claiming the entire continental
shell. This rationale was imphcitly
invoked in a basic policy statement
on June 13, 1977, describing the
shell as “an integral part™ of the
mainland. In other statements China
has accepted the principle of median
lines and “equitable™ adjustments
between neighbors, but it is far from
clear that Beijing would accept a me-
dian-line agreement in either the
Yellow Sea or the East China Sea.

Chinese international law special-

“natural pro-
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Claims

Selig S. Harrison

ists argued during a recent visit to
Beijing that provisions of the Law of
the Sea treaty relating to the median
line concept are open-ended and am-
biguous. In the Chinese view, the
median line approach is not necessar-
ily applicable under the treaty 1o a
case such as the Fast China Sea, in
which a coastal state faces an island
state, i contrast to cases such as the
Tonkin Gulf and the
where states contiguous on the same
land mass can invoke the “natural
prolongation™ doctrine. In the case
ol the Yellow Sea, China
does not recognize the South Korean
regime as a legitimate party to a
median-line settlement.
Should China insist on the
ral prolongation™ doctrine in the
Fast China Sea, its claims could reach
up to and possibly include portions of
the Okinawa
canvon west of

Yellow Sea,

however,

‘natu-

I'rough, the subsea
Japan’s Ryukvu is-
lands. Signihcantly, Chinese seismic
survey boats have repeatedly gone as
far as the Okinawa ‘Trough, closely
monitored on cach and every occa-
Japanese planes
boats. More important, Chinese rigs
have dnilled four wildcat wells during
the past two years in potentially con-
tested areas of the Fast China Sea
that either lie just on the Chinese side
of where a hypothetical Sino-Japa-
nese median line would lLie or, by
some interpretations, on the _];ip:i-
nese side of the hypothetical line (ser
page H2),

When

about these Chinese incursions, Bei-

ston by and gun-

Fokyo has complained

jing has responded politely that

China has a right to conduct prelimi-
Nary surveys on its own continental
shelf in preparation for eventual ne-
gotiations. Chinese  ofhcials  distin-
guish sharply between exploration
and production. "They stress that

China would not actually attempt to
pump oil or gas out of cll-.put( d areas
of the seabed unul jurisdictional
agreements have been reached with
its neighbors. But they make clear
that the four wildcats were intended
to dramatize the urgent need for a
jurisdictional agreement in the East
China Sea among China, Japan, and
Fatwan. As an extension of its claims
to the mainland, Taipei has allocated
petroleum concessions in the same
areas of the Fast China Sea that are
disputed by Tokyo and Bc-ijing
].1;)111 has gone out of its way to
avoid an open clash with Beijing over
the Fast China Sea that might com-
plicate the lucrative Sino-Japanese
partnership now emerging in the
Bohai Gult, and other undisputed
Chinese coastal areas. Tokyo has
plaved down the four wildcats, and
has not publicized its diplomatic pro-

tests.

ntil now, the Taiwan issue
has obstructed a Sino—Japa-
nese agreement on the fu-
ture of the shelf because Japan is
reluctant to strike a bargain with Bei-

pmg that might jeopardize s lucra-

tive trade and imvestment tes to Tai-
wan. Tokyvo and Beijing held two
secret meetings in late 1980 and
carly 1981 to discuss possible scenar-
ios for a shelf settlement. Tokyo in-
sisted on - a median-line approach,
while Berping, asserting the “natural
prolongation” doctrine, advocated
the creation of joint development
rones that would give China a share
of any petroleum found on the Japa-
nese side of the shelf, where the rich-
est reserves are believed to be con-
centrated. Another meeting was
scheduled, but Tokyo called off tur-
ther negotations after Taiper got
wind of the talks and threatened re-
prisals.
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Beljing's continuing overtures to
Taipei tor economic cooperation
have emphasized proposals for joint
offshore oil development in the Fast
China Sea. Ofhcials in Beijing told
me that they would welcome cooper-
ation with Taiper on the Chinese side
ot a hypothetical median hne with
Japan, pending a comprehensive set-
tlement with Tokvo. These ofthcials
suggested the possibility of ot

venture companies’ in which
Beijing's China  National Offshore
Oil Corporation and Taiper’s Chi-
nese Petroleum Corporation would

join together with American compa-
nies, including those that have previ-
ouslv been granted Fast China Sea
exploration rights by Taipei.

Under a settlement with Japan,
these oftherals smd, Tamnwan would be
imphcaitly or explicitly treated as an
autonomous province of China. It
would have no jurisdictional rights of
its own but could receive a significant
share of the oil or gas developed by
Beijing and Tokvo, and could con-
ceivably be allocated “provincial™ ar-
cas for development under its own
authority. %

Selie S, Harvison, a senior associate af
e Carnegie Ewdowment for hiteviea
f."w.'fu/' n“ur‘u, s the r-"ﬁ.‘"‘lh" -‘f [‘llil].l. ()Il
and Asia: Conflict Ahead? He owas
It')lh':f"‘#l the Novtheast Asta burean r,"mj
for the Washington Post, and the au
thor of The Widening Gulf: Asian
Nationalism and American Policy
Harveon s curvently conducting a study
of the economu H\/lnf\ of the Tanean

TERYIT

door-to-door scheduled
jet cargo service to
the People’s Republic of China

SCHENKERS/SINOTRANS AT VERY COMPETITIVE RATES

Because of an agreement recently signed  Operating on a consolidation basis, together with Schenkers’
between Schenkers International Forwarders, many years of doing business in and with the People’s
Inc. and SINOTRANS, the national forwarding Republic of China means that shippers can now combine
agent of the People's Republic of China, we are  speed and efficiency with very competitive rates. Air
now able to offer a unigque, new, door-to-door for-  charter services are also available under terms of the new
warding service from any point in the continental  agreement.

United States to any point in the People's Republic of China.
CONSOLIDATION SAVES MONEY SCHENKERS GETS IT THERE - ON TIME, ON BUDGET

The new service will operate through the gateway ports of
New York (JFK) and San Francisco. All shipments from
Schenkers' 28 locations in the United States will be con-
solidated at these two points to save shippers the costs of
individualized service.

FAST JET SERVICE TO CHINA

All shipments consolidated at New York and San Francisco
will be shipped via fast, scheduled jet cargo freighter to the
entrance ports of Beijing and Shanghai. Initially, these

SHANGHAI

Remember, Schenkers can get any type of cargo to any
spot on the Earth. . . from delicate electronics components
to heavy construction equipment. And, we're as close to
you as your phone or telex. So, if you need fast, door-to-
door service to China, call Schenkers. It pays to travel with
the best.

schedules will operate on a bi-weekly basis.

FULLY CONTROLLED FROM DOOR-TO-DOOR
Schenkers International Forwarders now maintains its own
fully-staffed office in Beijing to assure shippers that all
shipments are fully under their control from point of origin
to point of destination. Personnel in this office will handle all
liaison with SINOTRANS who
will provide customs and on-
\ \forwarding services within
China itself.

SPTGB303

INTERNATIONAL FORWARDERS, INC.

One World Trade Center, Suite 3067

New York, NY 10048

(212) 432-3058 or 432-3062 - China Desk
Telex: 232815 Schk UR

Beijing Office:

Schenkers International Forwarders, Inc.
Beijing Hotel, Room 1742

Tel: 552231, ext. 1742 or 558331
Telex: 22265 TRANS CN

Offices in 26 U.S. cities, and in all major cities around the world.
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CHINA BUSINESS

AL’

Jennifer Little
Research Assistant

The tollowing tables contain recent press reports of business contracts and negotiations exclusive of those listed in previous issues,
Joint ventures, licensing arrangements, and other forms of business arrangements are included it classified as such in Chinese and
foreign media reports. For the most part, the accuracy of these reports is not independently confirmed by The CBR.

National Council members can contact the library to obtain a copy of news sources and other available background information

concerning the business arrangements appearing below. Morcover, member firms whose sales and other business arrangements with
China do not normally appear in press reports may have them published in The CBR by sending the information to the attention of Jen-

niter Little.
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Foreign Party/
Chinese Party

CHINA’S IMPORTS THROUGH MARCH 15

Product/Value/
Date Reported

Agricultural Commodities

Maharoshtra and Gujarat
State Cooperative Mar-
keting Federation (India)

NA (Australia)/Wenchang
Duck Farm, Hainan

(Thailand)

(West Germany)

Agricultural Technology
Bentall Simplex (UK)

(West Germany)

(Japan)/Ministry of
Chemical Industry

Chemicals

Chemolimpex (Hungary)

23,400 bales of cotton. 1/83.

Disease-resistant ducks. 1/83.

100,000 tons of rice for 1983. 1/29/83.

Dairy cattle and angora rabbits; in addition
W. German mirror carp will be exchanged
for Chinese fresh-water fry.

Grain-drying and storage equipment.
$205,651(£127,000). 7/82.

Bee honey technology and equipment,
development of 533,000 ha of land in
Huimin Prefecture, Shandong. 1/22/83.

Signed protocol on joint research on antibi-
otics for agricultural purposes. 1/26/83.

50,000 metric tons of nitrogen fertilizer.
$7.16 million (SwF 14.7 million). 1/20/83.

Chemical and Petrochemical Plants and Equipment

International Petroleum
and Chemical Engineer-
ing Group Ltd. (HK and
foreign investors)

Asoma Corp. (US)/China
Ocean Shipping Agency

F. Hoffman la Roche &
Co. Ld. (Switzerland)/
Beijing Huadu Animal
Production, Processing
Industry, and Commerce
Corp.

Toyobo Co. and Teijin
Ltd. (Japan)

NA - Not Available

Has State Council approval to develop a
petrochemical center in Shantou which will
refine 10-12 million tons of oil annually.
1/30/83.

8§ fertilizer bagging lines. $820,000. 2/7/83.

Will establish feed additive premixing plant
with annual capacity of 500-700 tons.
$663,000 (SwF 1.362 million). 2/7/83.

Negotiating sale of synthetic fiber plant in
Tianjin $34.6 million (¥8 billion). 2/17 /83.

NOTES: Contracts denominated in foreign currencies are converted into US dollars at
the most recent monthly average rate quoted in International Financial Statistics (IMF),
Contracts concluded over two months ago are also included if they were nat re-
ported in the last issue of The CBR
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Coal

Hong Kong & China
Gas Co. Ltd. (HK)

Negotiating construction of coal gas-
ification plant in Shenzhen. 1/16/83.

Construction Materials and Planning

Manfusion Trading
Co. (HK)

Utahloy Co., Ltd.
(HK)/Guangzhou Oil
Base Co.

Scriven Trading Ltd.,
Sinyu Trading, and
Polydia Trading (HK)/
Shenzhen SEZ Devel-
opment Co.

Hutchison China
Trade (Holdings) Ltd.
(HK)/Xiyuan Hotel,
Beijing

Sumitomo Corp. and
Nippon Cable Co. (Ja-
pan)/MACHIMPEX

Consumer Goods

Gallaher Lid. (UK)/
Guangzhou No. 1 Cig-
arette Plant

Danbrew Consult Ltd.,
subsidiary of Carlsberg
(Denmark)

Electronics

Racal Recorders, Ltd.
(UK)

Gould SEL (US)/
TECHIMPORT

IBM (Japan)/INSTRIMPEX

REED Corp. and Hotel
Okura (Japan)/White
Swan Hotel, Guang-
shou

Westinghouse Electric
Corp. (US)/TECHIMPORT
and Hua Tong
Switchgear Works,
Shanghai

Partner in construction of an exhi-
bition center in Zhuhai. Chinese in-
vestment: $258,000 (Rmb 500,000).
1/9/83.

Will develop Golden Lake residential
complex in Guangzhou for foreign oil
personnel. $226 million (HK$1.5 bil-
lion). 1/30/83.

Contract to form the Shenzhen Far
East Marble Co. $4.5 million (HK$30
million). 2/6/83.

Double glazing for hotel windows.
$452,000 (HK$3 million). 2/9/83.

Order for passenger ropeway system
to carry viewers between the Yun-
Gun Temple and the Beihai Hotel in
Huangshan, Anhui. $1 million. 3/9/83.

Production of “Sovereign’” cigarettes.
11/27/83.

Signed cooperation agreements with
breweries in Guangzhou and Beijing.
2/83.

11 multichannel recording systems for
use in airport control towers.
$414,000-580,000 (HK$2.75-3.85 mil-
lion). 12/16/83.

Small computers for university use. $5
million. 1/10/83.

Maintenance service agreement.
1/17/83.

Hotel software package. 1/19/83.

Contract for molded case circuit
breaker technology. 1/23/83.
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Nippon Tungsten Co.
(Japan)/Ganzhou
Tungsten and Molyb-
denum Materials Fac-
tory, Jiangxi

United Incandescent
Lamp and Electric Co.
of Hungary

Kanematsu-Gosho
Ltd. and IBM Japan
Ltd. (Japan)

Minnesota Mining &
Manufacturing Co.
(US)/Shanghai Invest-
ment & Trust Co.

Food Processing

Buhler Brothers (Swit-
zerland)

Miramar Hotel and In-
vestment Co. Ltd.
(HK)/China Nanhai Oil
Joint Service Corp.

(West Germany)

Alfa-Laval (Sweden)

Machine Tools

Tree Machine Tool
Inc. (US)/Nantong Ma-
chine Tool Plant,
hangsu

Moore Special Tool
Co. Inc. (US)

Machinery

Milford-Astor Pty.
Ltd. (Australia)

{(West Germany)

Metals and Minerals

(Zaire)

Meital Marketing
Corp. (Zambia)

Airtrust Singapore
Pre. Ltd. (Singapore)
and Airtrust Interna-
tional Corp. (US)/
China Rare Earth
Corp.

Mining Equipment

PHB Weserhiitte AG
(W. Germany)/China
Machine Building In-
ternational Corp. and
Shenyang Mining Ma-
chine Works

Petroleum

GCA/Vacuum Indus-

tries (US)/South Cen-
tral China Petroleum

Corp.

GD Engineering (UK)/
MACHIMPEX

Pharmaceuticals

{Japan)/Ministry of
Chemical Industry

Contract for electric bulb filament
plant. $1.1 million (Yen 260 million).
1/30/83.

Contract for lamp-making production
lines and machinery for spare parts
production. $3.9 million (SwF 7.5 mil-
lion). 2/83.

Basic agreement to export personal
and small business computers. 3/1/83.

Negotiating electrical insulating tape
project, located in Minhang District.
3/2/83.

Pilot flour mill for Beijing. 1/4/83.

Initial agreement to set up food manu-
facturing plant in Guangzhou for for-
eign oil personnel. $2 million.
1/16/83.

Has agreed to cooperate in technol-
ogies for meat, fish, and fruit process-
ing. 1/22/83.

Milk-processing system. 2/1/83,

Technology for vertical milling ma-
chines in exchange for 120 finished
machines. 1/83.

4 manual jig grinders. 1/3/83.

Printing machine to decorate radio
and TV front panels. $15,468
(A%$16,000). 1/83.

Plans to export oil nozzle, pump, and
aluminum pistons technology.
1/21/83.

20,000 metric tons of copper, 300 tons
of cobalt and 4,000 tons of zinc in
1983. $30 million. 1/27/83.

5-year copper-purchasing contract.
2/6/83.

Contract to market world-wide Chi-
nese rare earth metals. 2/10/83.

Know-how agreement for manufac-
ture of high-capacity belt conveyor in-
stallations. 1/14/83.

2 dual-chamber Sintervac 300 vacuum
furnaces for vacuum sintering oil well
drill bit compacts. 1/17/83.

Replacement parts for GD pigs in use
on oil and gas pipelines. $74,488
(£46,000). 1/28/83.

Protocol on joint research on antibiot-
ics for medical purposes. 1/26/83.
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Power

Allis Chalmers Corp.
(Usy

Scientific Instruments

Bentham Instruments
(UK)

Yokogawa Electric
Works Ltd. (Japan)/
TECHIMPORT and Si-
chuan Instrument and
Meter General Plant
(W. Germany)/Beijing
Medical College

Shipping

Home-Pack Transport
Inc. (US)/China Ocean
Shipping Agency

Global International
(US)/PENAVICO

Mitsubishi Motors
Corp. (Japan)/
MACHIMPEX

Hop Cheong Marine
Co. Ltd. (HK)/Guang-
dong Shipbuilding In-
dustry Import and Ex-
port Corp.

Steel
BHP (Australia)

John Lysaght (Austral-
ia) Lid.

Daido Steel Co., Aichi
Steel Works, and
Sanyo Special Steel
Co. (Japan)

Emhart Corp. (US)

Nippon Steel Corp
others (Japan)

Textiles

Feltex NZ Ltd. (New
Zealand)

Didier Engineering
GmbH (W. Germany)

Tourism

Asean Horizon Co.
Ltd. (HK)/Xinya Hotel,
Guangzhou

Huachen Co., Ltd., a
joint venture between
the Shenzhen SEZ and
Euro-Air Travel Ser-
vice (HK) Ltd.

Transportation

DK Aviation (UK)

Frey Eas. 'rn Develop-
ment (Switzerland)

Hitachi Lid. and
Tokyu Car Corp. (Ja-
pan)/Ministry of Rail-
ways

Clark Equipment (Aus-
tralia)

Agreed to cooperate in manufacturing
electric power generating equipment
and other machines. 3/1/83.

Order for light measurement instru-
ments. $30,000 (£18,500). 12/1/82.

Reached agreement for transferring
technology for manufacturing self-
balancing recording instruments.
1/31/83.

Presented an electron microscope.
3/5/83.

Won exclusive 2-year contract to han-
dle household goods, vehicles, diplo-
matic, and general cargo shipments.
1/16/83.

Signed agency agreement for removal
service. 1/30/83.

20 crane carriers. 2/1/83.

Letter of intent to establish an off-
shore supply vessel maintenance base
in South China Sea. 2/7/83.

Negotiating sale. $9.7 million (A$10
million). 1/5/83.

Contract for 20,000 metric tons of gal-
vanized sheet. 1/11/83,

6,000 metric tons of specialty steel.
1/20/83.

US Exim Bank funded order for steel
mill equipment. $6 million. 2/2/83.

Additional orders bringing Jan.-June
total to 3 million tons. 3/1/83.

Negotiated deal to carpet 5 hotels.
12/24/82.

Contract for compact spinning tech-
nology. 2/1/83.

Agreement for renovating hotel.
$754,000 (HK$5 million). 1/23/83.

Contract for design and construction
of Lingnan Tourist Sightseeing Area in
Shenzhen. 2/21/83.

Will market Chinese Y11T commuter
airliner worldwide. 11/82.

Will handle international marketing
and distribution for Chinese bicycles.
1/83.

Expected to help produce parts and
components of raillway rolling stock,
2/1/83.

7 diesel-powered container lift trucks.
2/13/83.
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Miscellaneous

Par Plan Sydney (Aus-
tralia)/China Central
People’s Broadcasting
Station

Viacom Enterprises
(US)

Banque National de
Paris (France)/Jiangsu
International Trust
and Investment Corp.

(W. Germany)

Appointed advertising sub-agent for
Australia. 1/83.

Sold 4 TV movies. 1/5/83.

Signed economic cooperation agree-
ment. 1/16/83.

Plan to co-build a leather-processing
factory. 2/21/83.

§ gh
ZE

Foreign Party/
Chinese Party

CHINA’S EXPORTS THROUGH MARCH 15

Product/Value/
Date Reported

Agriculture

Japan Assoc. for the Pro-
maotion of International
Trade/China Beef Cattle
Supplying Corp.

Construction

(Syria)/China Aero-Tech-

nology and Export Corp.
and Economic and Tech-
nical Cooperative Co.,
Jiangsu and Sichuan
Branches

(S. Yemen)/China Con-
struction Engineering
Corp.

“Plum Blossoms” Brand
Guangdong Children’s Wear

ch B A G E H O FE A 8]
Lf‘-’mé SN _j RN

CHINA NATIONAL TEXTILES IMP. & EXP.
CORP. GUANGDONG BRANCH

63, WENMING ROAD, GUANGZHOU, CHINA

CABLE: “"CANTEX" or “0093"
TELEX: 44071 KTTEX CN

PHONE: 31750
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HONG KONG AGENT:

GUANGDONG ENTERPRISES LTD.
152-165 CONNAUGHT ROAD,
CENTRAL, 13/F HONG KONG

TELEX: 62103 GDEL HX CABLE: 5620
PHONE: 5-451939/5-454083/5-458597

1,000 beef cattle in 1983. 2/7/83.

Won contract to construct satellite town for
army officials in Syria. $976 million. 2/83.

Contract to design and construct office
building in Aden. 1/31/83.

Eoreign Aid
(Ecuador)

(Togo)/China Red Cross
Society

(Pakistan)/China Red
Cross Society

Machine Tools

(Thailand)/EQUIMPEX,
Jiangsu Branch

Minerals and Metals

(Malta)

Power

(Philippines)/EQUIMPEX

Scientific Instruments
HDT International Inc.
(US)

Petroleum

Geco, a PRC-Norway
joint venture/Arco
Shipping

Egon Oldendorff (W.
Germany)

Peter Doehle (W. Ger-
many)

(W. Africa)

Flood relief. $50,000. 1/11/83.

Aid for Togolese expelled from Nigeria.
$20,000. 1/17/83.

3 ambulances and 389 chests of medicine
and medical instruments for Afghan refu-
gees, 1/23/83,

Signed long-term trade contract. 1/19/83.

Chinese coal in exchange for Maltese loan
to develop coal industry in southwest China.
1/31/83.

Complete set of hydropower station equip-
ment. $5 million. 1/23/83.

Measuring instruments from a Chengdu fac-
tory. 2/83.

Contract for seismic survey in South China
Sea. 2/4/83.

Delivered one of two container ships made
in Shanghai. 12/17/82.

Two container ships ordered. 12/17/82.

100 new 20 ft. containers built at Shanghai
Shipyard. 1/27/83.
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Nippon Express Co. (Ja-
pan)/Hebei Maritime
Corp.

Trade Agreements

(Czechoslovakia), (Zimba-
bwe), (Finland), (Yugosla-
via), (E. Germany), (Mon-
golia), (Morocco)

Transporation
(Botswana)/Ministry of
Railways

Miscellaneous

Glaser and Berk Prods.
(US)/China Film Import
and Export Co.

Concluded a general agency contract for
Hebei’s planned service between Japan and
China. 2/7/83.

Signed trade and economic cooperation

agreements in January, February, and March.

Renovation of a railway. Chinese loan of
$15.5 million (Rmb30 million). 12/10/82.

Purchased US distribution rights to the film,
“The Rickshaw Boy”, and is also negotiating
coproduction of movie about Shanghai.
2/4/83.

 4p
"%

Foreign Party/
Chinese Party

DIRECT INVESTMENT/PROCESSING/
COUNTERTRADE THROUGH MARCH 15

Arrangement/Value/
Date Reported

Joint Ventures

Harrywell Hanson Civil
Construction Engineering
Consultant Co. (UK)/
China National Complete
Plant Export Corp., Bei-
jing Branch

Racal-Dana Instruments
Ltd. (UK)

Reportedly formed Jingcheng International
Construction Corp. to undertake overseas
construction projects, one contract for 3
hotels in Libya. $70 million. 1/5/83.

Signed agreement to assemble British-made
electronic frequency counters in a Shanghai
factory. 2/13/83.

Luen Wah Travel and
Tours Co. Ltd. (HK)/
Shenzhen Tourism Bu-
reau

Great River Trading Co.
Ltd. (HK)/Guangdong En-
terprises, Ltd.

Victory Brothers & Co.
(HK)/INDUSTRY, Jiangsu
Branch and Wuxi General
Furniture Factory

Pilkington Brothers PLC
(UK)/Bank of China,
Shanghai Branch, and
Shanghai Yaohua Glass-
works Factory

NA (Macao)/Zhuhai Eco-
nomic Development Co.

Mitsui Mining Co. and
Togen Ltd. (Japan)

Compensation Trade

NA (HK)/Guangdong
Provincial Dairy Co.

Jermi Corp. (Italy)/Yantai
Silk Printing and Dyeing
Mill, Shandong

NA (HK)/Sanshui County
Cement Factory, Guang-
dong

Will build the Xili Lake Holiday Village in-
cluding an amusement park. $1.5 million +
(HK$10 million). 1/23/83.

Opened the Shenzhen Meigang Petrol Sta-
tion to provide repair work, car-washing,
and restaurant. $452,500 (HK$ 3 million).
1/30/83.

2/81 signed contract to set up the South
China Timber Development Co., Ltd. with
an annual production of 20,000 c. meters of
plywood. Capital $2.98 million. 1/31/83.

Negotiating flat glass production venture.
2/3/83.

Have set up the Sociedade de Construcoes
e Fomento Predial Macao-Zhuhai Limitada
for a land reclamation project in Macao.
2/18/83.

Contract for 50-50 venture to produce ce-
ment and ready-mixed concrete materials in
Shenzhen. $15 million. 3/2/83.

Chinese will provide land for modern dairy
cattle farm in Guangzhou with US high-yield
cattle; products to be exported. 1/30/83.

Signed agreement for Jermi to provide 35
sets of equipment in exchange for becom-
ing the sole agent for mill’s products.
2/1/83.

Machinery and equipment in exchange for
cement. $754,000 (HK$5 million). 2/6,/83.

® DOING
BUSINESS
® IN CHINA?

* PROVEN and innovative approaches
¢ REALISTIC market analyses

* PROGRAMS TAILORED to meet your budget and
corporate objectives

* FULL SUPPORT SERVICES translation, advertising
direct mail, technical interpreters, audio-visual services

* KNOWLEDGEABLE and sensitive advice and representation

® INTERNATIONAL

CHINA
CONSULTANTS

WASHINGTON D.C.

China Consultants International Inc.
1511 K Street N.W.

Suite 804, Investment Building
Washington, D.C. 20005

Tel: (202) 393-4343

Telex: 7108229063

SAN FRANCISCO

China Consultants International Inc.
200 Kansas St.

San Francisco

California 94103

Tel: (415) 433-6163

Telex: 470262

HONG KONG

China Consultants Int'l (H.K.) Ltd.
Suite 500, Dominion Centre

43-59 Queen's Road East

Tel: 5-270639

Cable: ENTRECHIN

Telex: 75368 AMRHK
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FOREIGN TRADE WITH CHINA IN MILLION US DOLLARS
Percent
1976 1977 1978 1979 1980 1981 1982 change
UNITED STATES
Exports fas 135.4 171.3 823.6 1.716.5 3,749.0 3,598.6 2,904.5 19.3
Exports customs value 201.0 202.7 3241 592.3 1,058.3 1,895.3 2,283.7 20.5
Total 136.4 374.0 1,147.7 2,308.8 4.,807.3 5.493.9 5.195.8 54
JAPAN
Exparts fob 1,666 1,955 3,074 3,674 5,109 5.076 3,510 30.9
Imports cll 1,373 1,560 2,045 2,933 4,346 5,283 5,350 1.3
Total 3,039 3,515 5119 6,607 9,455 10,359 8.860 14.5
HONG KONG
Exports fob 30 44 63 362 1,249 1,964 1,907 2:9
Imports cli 1,593 1,735 2,249 3,021 4.401 5,272 5,284 0.2
Total 1,623 1,779 2,312 3,403 5,650 7,236 7,191 0.6
WEST GERMANY
Exports fob 622 501 995 1,493 1,145 1.017 811 203
Imports cli 272 268 367 534 808 769 704 8.5
Total 894 789 1,362 2,027 1,953 1,786 1,515 15.2
CANADA
txports fob 200 347 442 507 742 776 1,014 30.7
Imports fob 90 77 83 143 132 183 169 7.7
Total 290 424 525 650 874 959 1,183 23.4
UNITED KINGDOM
Exports fob 126 109 176 453 394 352 157 55.4
Impaorts clf 156 183 214 293 357 365 336 7.9
Total 282 292 390 746 751 617 493 201
SOURCES: IMF, Direction of Trade Statistics, various dates; CIA. China: International Trade. First and Second Quarters, 1982; The Japan Economic Journal, March 1983
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China’s Total Foreign Trade
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in 1977-80, and 12.7 million ounces in 1981-82 SOURCE: IMF, International Financial Statistics, April 1983
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Charts compiled by Jim Stepanek.

SOURCES: IMF, Direction of Trade Statistics, various dates
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Guangdong leather clothing,
leather gloves and leather products

CHINA NATIONAL NATIVE PRODUCE & ANIMAL
BY-PRODUCTS IMPORT & EXPORT CORP.

GUANGDONG ANIMAL BY-PRODUCTS BRANCH

Address: 48 SHAMIAN NANJIE, GUANGZHOU, CHINA
Cable: “BYPRODUCTS" GUANGZHOU
TELS: 88632 84665

TELEX: 44073 KABB CN



THIS CENTURY OLD ART IS OF GREAT COMMERCIAL VALUE TO YOU

Our rang of embroidered garments, regarded as art pieces by many, includes shirts, blouses, and gowns. The embroidery is an
art derived from drawn work — a technique which can be applied to all garments and most fabrics, including silk, artificial
silk, cotton, jute, polyester, and cotton. For more than a century the people of Guangdong have manufactured and exported
these sought after embroidered garments-hot-selling, profit-making items which just can’t be passed up.

Demand for them is feverish — last year's sales volume topped US$14 million and the number of designs available to buyers
almost hit the 10,000 mark.

Your own embroider designs are usually available three months after being submitted — time varies depending on complexity.

Compensation trade, coordination production, and joint ventures are welcome, so write today for full derails.

N\
(SSM\ CHINA SILK CORPORATION, GUANGDONG BRANCH
2 63, Wen Ming Road, Guangzhou, China. Cable: SILK GUANGDONG. Telex: 44071 KTTEX CN
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THE NATIONAL COUNCIL FOR US-CHINA TRADE

OFFICERS

Chairman: WALTER STERLING SURREY

Vice-Chairmen: Davin C. Scont,
Wittias C. Dotce, CHARLES [
ROSTOV

Secretary- reasurer: HARRY TAYLOR

Counsel: BENJAMIN P FISHBURNE 111

President: Crristorier Ho PHILLIPS

BOARD OF DIRECTORS

ROBERT ANDERSON, chairman and chiet
executive otheer, Rockwell International
Corfr.

WitLias C. ArR1THUR, chairman, Merrill
Lyuch hiternational, T,

SAM AYOUB, senior executive vice-
yresident and chief financial otheer,
The Coca-Cola Co,

MU RRY P BFRGER, president and chiet
executive othcer, MB Diternational
Consultants, e

Witian H. BrRickeR, chairman of the
board, Dicamond Shamrock Corporation

Witarp C. Burcrer, chairman and
chiet executive otheer, The Chase
Manhattan Bank, N.A.

WitLiay Co Dok, president and chief
executive ofhicer, Phithips Petyolewm Co

MICHEL FRIBOURG, president, Contiental
Grain Co.

US GOVERNMENT OFFICES

FriD L. HARTLEY, chairman and
president, Union Oil Co. of Caltfornia

Harry HoLIpAY, [R ., chief executive
ofticer, Armco, Inc.

AMORY HOUGH TON, R, chairman,
Corning Glass Works

Jonx V. Jases, chairman and chiet

executive ofhicer, Dresser Industries, Inc.

WaLIEr B, KISSINGER, chairman,
president, and chiet othcer, The Allen
Group, [rir.

ProiLie KNiGH, president and
chairman of the board, Nthe, Inc.

DoxaLb C. PLatTeN, chairman,
Chemical Bank

M. Josert Larensky, president and
chiet executive officer, Northuwest
Airlines, Ine

Charees I, Rostov, pl‘(‘hi(it'llt, Trans-
Ocean Tmport Co., Ine.

Davip C. Sco1 1, chairman and chief
executive ofthcer, Allis Chaliners Corp.

WALTER STFRLING SURREY, senior
partner, Surrey & Morse

DAVID S, Tarean, Jr, president and
chiet operating othcer, Fluor Corp,

HARRY TAYLOR, vice-chairman,
Manufacturers Hanover Trust Co.

WitLiasm E. TUCKER, chairman and
chiel executive ofhcer, Caltex
Petroleum Corporation

WASHINGTON STAFF

President: CHRISTOPHER H. PHILLIPS

Executive Vice-President: ROGER W.
SULLIVAN

Administration: PATRICIA P. CAPERONES

Business Advisory Services: CAROLYN L.
BREHM

China Business Review: Jamis B.
STEPANER

Comptroller: RICHARD L. PETERMAN

Development and Government
Relations: SCO 1T D. SELIGMAN

Liaison and Language Services: 1-
CHUAN CHEN

Librarian: MARIANNA GRAHAM

Publications: CAROL S. GOLDSMITH

Address

1050 17th St., NW, Suite 350

Washington, DC 20036 USA

(202) 429-0340

Telex: 64517 NCUSCTUW

Cable: USCHINTRAD WSH

BEIJING OFFICE

Vice-President for China Operations:
Wittiam W, CLARKE

Assistant Vice-President for China
Operations, Beijing: ROSANNE
DRUMMOND

Advisor: L1 WExNDA

Suite 1136, Beijing Hotel

Telephone: 552231, 556531, ext. 1136

Cable: USCHIN TRAD

Telex: 22637 NCPEKON

EMBASSY

Ambassador: ARTIUR WO HUMMEL, JR

Deputy Chiel of Mission: CHEARLES W,
FREFA AN

Fconomic Counselor: Davin G. BRows

Feonomic Otheers: HowarD Laxar,
Jors P MobbERNO, NICHOLAS RIEGG

Agricultural Counselor: Noryas R,
KALLEMEYN

Commercial Counselor: Mervin W
SFARLS

Commercial Ofhicers: CLark T RAaND T,
PErErR HANEEY

Science Counselor: [ACK GOSNELL

17 Guanghua Lu

Jianguomenwai, Beijig

Telephone: 52-2033

SHANGHAI CONSULATE

Consul General: DONALD M. ANDERSON

Deputy Principal Othcer,/ Fconomic
Section Chief: KENT WIFDFMANN

1469 Huar Hai Zhong Lu

lelephone: 379-880

GUANGZHOU CONSULATE

Consul General: Jrrome C. OGDEN

Deputy Pring ipal Otheer/ Economic
Section Chief: Jases HoHAaLL

Dongtang Hotel

Telephone: 689-900

PRC GOVERNMENT OFFICES IN THE US

HONG KONG CONSULATE

Consul General: BURTON LEVIN

Feonomic Section:

Chief: HENRY AL EXGELBRECHT, |R

Deputy Chief: MARSHALL ADAIR

Economic Officers: Joax M. PLAISTED,
ANGUS SIMMONS, DOLGLAS G.
SPELMAN

Chief, Foreign Commercial Service:
WiLLiam C. JACKSON

26 Garden Rd.

Telephone: 5239011

EMBASSY

Ambassador: Z1ane WEN]IN
Commercial Counselor: AN DoNG
2900 Connecticut Avenue, NJW,
Washingron, D.C. 20008
Felephone (202):

Reception: 3282500
Commercial: 328-2520 thru 2527
Visas: 328-2517

NEW YORK CONSULATE GENERAL
Consul General: Cro GuUisHENG

Depury Consul General: JrLipg
Commercial Consul: SONG GUiBvo

62

520 12th Avenue

New York, New York 10036
'l('ll-phum' numbers (212):
Commercial: D64-1139 & 2541
Visas: 279-0885 & 1127

HOUSTON CONSULATE GENERAL
Consul General: WU Xi1aoba
Commercial Consul: WU MINxian

3417 Montrose Blvd.

Houston, Texas 77006

lelephone numbers (713):

Commercial: b2

Visas: D24-4311

SAN FRANCISCO CONSULATE
GENERAL

Consul General: Hu DinGyt

Commercial Consul: GUo Yisis

1450 Laguna Street

San Francisco, CA 94115

Telephone numbers (415):

Commercial: H563-48568

Visas: D63 -480H7
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@ Why travel with American Express when
@ you go to China?

@® BECAUSE WE ARE THERE!

@ American Express Travel Related Services
Company is a worldwide international company that
provides top quality financial and travel services for
business & vacation travelers wherever in the world
they may find the need to travel, including China where

we have a Travel Service Office right in Beijing.

L] .
American Express® American Express® Travel
Travel Service Management Services.
With a worldwide network of nearly 1,000 Travel Ser- We have been helping companies manage travel for
vice Offices® (TSO’s), we are ready and eager to satisfy more than 70 years. Today, our “Business Travel Ser-
your business and vacation travel needs. Our office in vice” offers companies a full complement of traditional
Beijing (located at the Peking Hotel, Room 1527, East travel agency services plus state-of-the-art products to
Chang An Avenue) is prepared to assist with travel simplify administration of t & e expenses. There are 19
information and the reporting of lost or stolen American American Express Business Travel Centers in key
Express Travelers Cheques and Cards. And American major metropolitan U.S. cities. For the location of the
Express not only has more offices throughout the Orient one nearest you, call or write to Mr. Roger Hymas, Vice
than any other American travel company, but we are the President, American Express Travel Related Services
first officially registered tour operator to establish an Co., Inc., American Express Plaza (25th floor), New
office in China. York, New York 10004, (212) 323-2224.

Our American Express® Vacation Stores located
throughout the United States are staffed by travel
experts who sell quality vacations all around the world.
For the location of the one nearest you , look under
“Travel” in the yellow pages or under “American
Express” in the white pages of your telephone directory.

Don’t leave your office without it."™

AMERICAN

Don’t leave home without us,” EXPRESS

*The network is comprised of offices owned by American Express®
Company, its subsidiaries or representatives.

©1983 American Express Travel Related Services Ca,, Inc.
(B

Nz -
" "'\-,\.—. = |
*

7 el
% a




Estimated US-China
Trade by Customs
Region in 1982

% total
Value two-way

Region Rank (mullion §)  trade
San Fancisco 1 1,710 33
New Orleans 2 1.250 24
Miami 3 610 13
Los Angeles T 510 10
Houston D 190 9
Baltimore 6 280 5
New York 7 210 5
Boston 8 20 |
TOTAL 5,140 100

Sovrces: National Council estimates based
on US Maritime Administration data.




