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Shanghai, the second largest city in China, which used to be called Manhattan in the East,
Paris in the East, and the Heaven of Adventurers has taken advantage of its strong
industrial base and technical skills, traditional business experience and consciousness to
push the city forward so quickly that its features change daily. I was born in Shanghai and
lived there for over 20 years. Last summer, when I returned to visit the city, the features
of the city had totally changed and I did not know how to get to places I had visited five

years before. From the overseas investment growth in current years, the bright prospect of

the old city is obvious' (See table 1 and 2).

Table 1. Comparison of Total Investment in China and in Shanghai (in billion)

Year China Shanghai
1991 $ 40 $9.5
1992 $110 $30
1993 $170 $70

Source: Nie, Chongzhang 1994

Table 2. Foreign Investment in Special Economical Zone

Investment Number of Companies
Yangpu (Shanghai) HK $ 180 Billion 177
Pudong (Shanghai) US $ 10 Billion 297
Tianjing US $ 4.3 Billion 700
Shanghai US § 1.8 Million 1,117

source: Y1, Xing; Xi, Yangpu

Beijing, the capital and the largest city with its advantages of policy and finance, has set a
magnificent plan for development. It is to build, within ten years (1994-2004), 100 world-
class department stores and 10 commercial streets as large as Wangfujing street, one of
the largest central shopping avenues in the city. According to the plan, 10 million square
meters of construction are required for each year. The plan has attracted Hong Kong

financial groups. Some of them are ready to invest.”I*
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Also, in its 2010 urban plan, Beijing plans to expand to reduce the pressure of population
and transportation. The Beijing government has spent about RMB 10 billion (USS$ 8.6
billion) each year since 1987. The city will expand to 1,040 square kilometers, which
includes building and renovating 14 satellite towns containing about 150 to 400 thousand
population and over one hundred townships. For its future construction, the government
decided to cooperate and use foreign investment and technology.!”

The city of Chonging, not in a special economic zone but hungry for investment, told a
developer he could acquire a site in the city’s center, but only if he put up a building at
least 100 stories high. HLW actually produced a design for a 114-story tower, which
received a number of required approvals and then stalled, as many Chinese projects do.
Guarantees of seeing a job completed, and of not being replaced by another firm, are
elusive. “China,” says Don Hackl, president of Loebl Schlossman and Hackl in Chicago,
“is no place for the faint-hearted to the undercapitalized.”

The construction market in other FTZs, although their sizes are only one fifth to one third

as large as that of Pudong, Shanghai, and Shenzhen, are quite considerable.

2.4 Real Estate
Real estate is a window which reflects the construction market.
China did not have real estate business until 1989. This field has been growing very fast.
As of 1993, seven thousand real estate companies have been opened. The investment
reached RMB 700 (US$ 602.86) million in 1993; and the sales value reached RMB 143
million (US$ 89 million) in the same year, which was equal to about 14.37 million square

meters of space built (see figure 3).
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Figure 1. Chinese Real Estate Investment and Real Estate Sales (1986-1993)

Compared with the same period in 1992 and 1993, the investment increased 127%,
construction areas 57.75%, and the volume of buildings 40.4%. Overseas investment in
real estate has reached US$ 100 million. The government plans to exploit 200 square
kilometers every year for construction. This means that about 106.2 million square meters
will be built in virgin land each year.m

Although the real estate market has declined since 1995, demand exceeds supply. The
information shows although there are 50 million square meters of building spaces
overstocked, 27% residents live with less than four square meters per resident. The reason
is that the price of the housing was too high for most consumers.”! Another reason is the
construction of the high grade hotels and villas leading to saturation of the market.
Meanwhile, the number of cities are still keeping increasing at a speed of 6% every year.
Urbanization is inevitable with the country's industrialization. Commercially developed
cities such as Shanghai, Guangzhou, Beijing, and Tianjing are expanding faster and
faster. The construction for supermarkets, shopping centers and offices, banks still have
great market . From figure 3, we can see the construction growth tendency in these cities.

The Economist estimated the real estate would increase by 18% in next ten years.[w][“]

However, compared to other advanced countries, the real estate is only a small part of
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Chinese GNP. The great future of it is reflected by the bright prospect of construction

market!"? (see table 3).

Table 3. Comparison of Real Estate in National Economics Structure by Years

1992 2000 2020
China 2% 3-5% 10%
United States 10% N/A N/A

source: Lin, Dejin; Zhou, Gan-chi



CHAPTER 3

PROCEDURES OF FOREIGN CONSTRUCTION PROJECTS

3.1 Comparison of Procedures of Construction and Investment in China and
Overseas

Every project setting has a procedure from proposal to production, which is the same in
countries with planned economic system and countries with market economic systems.
The procedure generally has three periods:
A) pre-investment period (pre-construction period)
B) Investment period (construction period)
C) production period (running business period)
Architectural design is part of the investment procedure. If architects want to make a good
design, especially for cooperative projects or for foreign independent investment projects
in China, they should understand the difference in procedures in China and the U.S.

resulting from the different economic systems of these two countries.

3.1.1 China’s and Foreign Investment Procedure

China’s construction procedure is divided into three periods and six steps. The following
table shows the procedure

The characteristic of foreign countries (including the U.S.) with the market economy is
that the pre-investment period is the most important period for making the investment
decision. Therefore, the steps for working in this period are divided into more detail than

in China’s procedure.
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China’s economic system is a planned economy. The characteristic of China’s construction
procedure is that the pre-construction period has three steps, and each of them is directed
by the planned economy. The planned economy system ensures if a necessary period of the
pre-construction satisfies the requirements of national planned economic and the

construction progress (see table 4).

Table 4. China's Construction Procedure

PERIOD OF TIME STEP CONTENTS
Planning Scientific research &
Investigating experiments
Pre-construction Feasibility Study for survey, prospecting,
testing, &
feasibility report editing
Design Proposal analysis, implement, approval
design,
design propose; editing
Preliminary Design Extensive preliminary design,
Construction Design Construction and detail
design
Construction Constructing
Equipment installation,
Employee training,
Trial running,
Testing & checking
Operation Producing Starting to run and operate

China does not have this step in the pre-construction period, the similar work is done in
their national economy planning.

A) Opportunity Study

The opportunity study is to discriminate investment opportunities and project proposal by

information provided. In general, data from similar kinds of projects are compared.



Because the analysis and judgment of investment are pretty rough, the comparison gives a

suggestion to tell investors about the feasibility of the projects (see table 5).

Table 5. The Procedure of Investment Projects with Foreign Market Economy

PERIOD OF TIME STEP CONTENTS
Analysis & research General opportunity study
investment opportunity Individual project opportunity
study

Pre-Investigation

Project preliminary
choosing & decision

Preliminary feasibility research

Drawing up project

Feasibility research

Project estimation Estimation research
Investment Decision
Negotiation & contract Negotiating
Making contracts
Project design Concept design
Basic design
Detail design
Investment Construction Constructing
Equipment installation
Training Employee training
Trail running Operating test
Producing test
Production Producing Put into operation

B) Preliminary Feasibility Study

This is a middle period between the project opportunity study and the detailed feasibility
study. This study will provide a more detailed proposal for the project and estimate the
feasibility of project.

C) Feasibility Study

The feasibility study provides the data on technology, economy and business for the

decision of investment, in which the requirements of the market are a decisive factor. The
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difference from the opportunity study is that the necessary data for the finial investment
policy are not taken from comparisons but from the bidding sheets of equipment suppliers.
Since China published the document “Construction Project for Feasibility Study and
Management Rules in Temporary Use” in 1983, feasibility studies have been used in the
procedure of China’s capital construction, technical renovation and technology import.

D) Project Analyzing Study

It will analyze the conditions of the project for technology, economy, financial affairs and
management. The results of the estimation will decide the investment policy.

In the planned economy system of China, the decision of investment policy is different
from countries with a market economy system. The department, bureaus or companies do
research and compile the feasibility reports, and then send the reports to the National

Planned Committee Department for approval.

3.1.2. Period of Investment

A) Period of Project Design and Engineering Design

This period includes progress charts, site survey and investigation, construction and
equipment installation, engineering detail design, final technology and equipment chosen.
This period will start when the negotiations and contract are completely set. The steps in
the period in China are preliminary design, extended preliminary design and construction
design, which are pretty close to the U.S. idea design, capital design and detail design. The
difference is the requirement and details of each step. For example, the U.S. detail design
is different from the construction in China. These two countries have different systems in

construction. Detailed drawings in the U.S. can not meet requirements of construction
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drawings in China. Chinese construction drawings are more detailed than the US’s. The
reason is that The U.S. construction companies have the ability and responsibility for the
engineering work of the rest of detail design. Chinese construction companies can not do
that. All engineering work must be displayed on the detail and construction drawings
designed by architects.

B) Period of Negotiations and Contract Setting

This period includes raising funds, technology import for projects, the negotiation and
contract setting for the supplies of equipment of construction and public facilities during
the period of production. In this period, investors enter into agreement and contact with
financial institutions, design consultant firms, construction companies, equipment
suppliers, patentees, the suppliers of material, public facilities and other relevant
cooperators.

Mainland China does not have this period in current project construction in their planned
€conomic system.

C) Period of Construction

This period includes site preparation, architectural and engineering construction,
equipment installation and employee training.

D) Period of Trial Production of Enterprise

The third and fourth period are similar to the period of construction during project
construction in China. The difference is in the contract between construction and
management.

E) Period of Production

Architectural design and construction and management will directly influence operation
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after putting the project into production.

From the comparison above, we find that China’s construction procedure is based on the
planned economy. The decisions and practices of a construction project must follow the
government-prescribed procedures of capital construction.

On the other side, the characteristics of project-investment procedures in market economic
countries, like the U.S. and other advanced countries is based on a market economy. Their
construction project decisions and practices depend on the decisions of private investors.
They will do a certain amount of investigation and research which will help them to make

correct decision.

3.2 Construction Procedures for Foreign Investment Projects
Comparison of China’s construction procedure with the market economy countries’
construction procedure, in foreign investment enterprises can be divided into three
periods:

A) Project establishment

This period is like the period of pre-investment and pre-construction. It includes the steps
of project proposal and project feasibility research.

B) Construction

This period includes the steps of contract setting, project plan and design, construction,
the check and trial of the project. It also includes employee training.

C) Production

In this period, the project starts to operate.
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3.2.1 Period of Project Establishment

This is the period of preparing for construction. During this period, foreign investors
should investigate the site for project, the range of business, the market of investment
projects, the sources of material and energy, and the policy of China’s government and
local government. According to information collected and analyzed from this
investigation, the foreign investors and their cooperators on China’s side begin to choose
and ensure the invested projects, and then, the China and foreigners investors draw up a
project proposal and send the documents to China Foreign Economic Trade Department
for approval.

The project proposal is always the first step for foreign investors to set up their projects in
China. No matter whether they are individual or cooperative, these projects must have
proposals which are approved by the departments or officials of Chinese government. The
purpose of a project proposal is to transfer the project planning into the outline of
investment suggestion. China often offers information to foreign investors by project
proposal to arouse their interest. In turn, foreign investors should provide project
proposals to explain the value of their projects.

When foreign investors answer the Chinese projects proposals, a preliminary policy could
be made and the project proposal, the next step will start feasibility research for setting up
the projects.

According to the characteristics of the planned economy of China, the investment
opportunities for large or middle size projects are more easily approved. The reason is that
the investment opportunities have been clearly demonstrated during planning research. For

the small project, planning research could not profit it in details but their investment
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opportunities are still studied and proofed under the direction of planning. When the China
Foreign Economic Trade Department accepts the project proposal, the first things they
pay attention to are whether the project is suitable to the development of their economy,
the requirement and needs of their market, if these projects are advanced technology, and
how about prospect of products imported. Then they make a decision if the project is
valuable to be set.

This research is not “feasibility” in the broad sense. It does not include opportunity
research and feasibility research with preliminary feasibility study, but is technology and
economy feasibility research, which is to provide information and data for investors to
make investment decisions on technical, economic and business matters. The decisive
factors are the needs and requirements of market.

The process of feasibility research includes:

A) Setting up feasibility research contract

B) Collecting information including market, technology, natural sources, geographic
environment, construction conditions, China’s national economy region plan, fiscal levy,
hydrological data, survey and reconnaissance, prospecting; the initial agreement or draft
proposal.

C) Analysis and researched

The research and analysis should be conducted by different professional experts, and
should provide each individual with information under the conditions of the agreement.

D) Preliminary decision

It is one of the most important periods to determine the project setting when collecting all

information together, and to make sure whether the projects is feasible or not.
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E) Writing feasibility research reports

F) Pre-proofing

In this period, consultant firms and design firms must submit feasibility research reports
and documents to the Local Preliminary Examined Departments which are responsible for
checking the projects in one to three months. Meanwhile, the loan and investment funds
from abroad should be mailed in, and an account opened in a bank.

G) Review

This period is for reexamination and modification.

3.2.2 Negotiation And Contract Signing Period
In this period, investors should enter into contracts with finical institutions, consultant
design firms, construction companies, equipment suppliers, patentee and material, public

facilities’ suppliers and cooperators.

3.2.3 Project Design Period

In this period, what should be done is to make general progress charts, to choose and
reconnoiter a site for the project, to begin architectural design and construction design,
equipment installation design and other engineering detail design. Architectural design for
cooperative projects in China is quite different from the design for U.S. domestic projects.
China’s architectural firms need to be engaged as consultants if the architects of the
projects are from foreign countries. The Chinese firms are responsible to explain national
and local codes, to coordinate design problems on both sides. Some projects, according to

the contracts or the policy of China, needs to cooperate with Chinese architects in design,
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that is, you have to have Chinese architects as partners. In that case, Chinese architectural
firms are not only engaged as consultants but do design also. In general, they are engaged
in structural design. In the projects of Shanghai region, the fundamental designs are often
designed by Chinese architects because they are familiar with that area’s geological
structure and have extensive experience to know how to design it. In some projects,
Chinese architects probably are overall cooperation and take part in architectural design.
That depends on the contract.

The procedure of China’s architectural design is quite similar to that of U.S. architectural
design. Their procedure includes three periods:

A) Proposed preliminary design

B) Extensive preliminary design

C) Construction design

They are very close to the US’s idea design, capital design and detail design. The
difference is in detail drawing; China’s designs are more detailed than that of the U.S. or
other foreign countries. The reason is that the U.S. and other countries’ construction
companies have the ability and responsibility for decoration, equipment and utility
pipelines installation. Some construction companies can do construction design. In China,

all of those should be drafted by architects.

3.2.4 Period Of Construction And Pre-Checking And Pre-Running
Construction period is the practice period after project design is done and pre-
construction is preparing. Meanwhile, construction preparatory management office in

China’s side is going to establish all procedure of construction for checking.
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There are three periods included in this period:

A) Site arrangement and cleaning

In general, China’s cooperators provides a site according to the requirement of foreign
investors. When the site is chosen, they need to finish the work of land purchasing, the
houses pulling down in the site, residential moving, and underground piping connecting.

B) Organized Preparatory management office and put contract in black and white

C) Construction and equipment installation

It is a complex procedure and much more work than building in the U.S.. China and
foreign owners, design firms and construction companies form six parties. You can
imagine that it is really not easy to coordinate all sides.

The scale of office for construction check and examination is depended on the importance
of the scope and value of project. Usually, the larger the scale of a project, more important
Chinese thought. The office is often organized by investment company, construction
companies, architectural firms and relative units like bank, statistic department, the
companies of material complete set of equipment, environmental protection organizations,
fire departments, health and epidemic prevention offices, labor protection organizations,
Unions. The check procedures are divided into two periods as well as the U.S.; individual
project check and overall project check.

From the progress of preparatory steps of the employee training, trigl producing and pre-
business running to the producing and business running period, a China and foreign

cooperative project is established.
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3.3 Charts Displayed Procedure of Investment and Management
The construction procedure for China investment projects can be divided into ten steps:
A) Project proposal
B) Feasibility research
C) Design document
D) Construction site chosen
E) Drafting design documents
F) Listing fixed assets
G) Ready for construction
H) Constructing
I) Producing preparation
J) Construction finished and acceptance check
The construction procedure for foreign investment projects is almost the same as the
produce for China investment projects. It can be divided into five steps:
A) Project proposal
B) Feasibility research
C) Drawing up contract and rules
D) Applying for authorization document and registering in Industry and Commerce
Bureau;
E) Construction progress

The following tables will display the procedures above: (see table 6, 7 and 8)
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Table 6. China’s Constrution Procedure Direction

Following the Requirement of the Energy Sources and National
Economical Long Term Planing and Local Planing

Selected Construc- Project Proposal Preliminary Construc-
tion Site tion Design
Construction Site Chosen Feasibility Research Edited Investment
Put into The Effect of Water, Design Documents Control
Electrical, Gas, and Raw

Material Project Design

L Design Budgetary Estimate
Comparing
| Made Sure for Funds J
Set into Preliminary Pla-
Set into Yearly Fixed Assets ning Finished Prelimi-
Investment Planing nary Design
Yearly Capital Technology Modified Gross
Investment Design Budgetary Estimate
Construction Equipment
Design Order

Construction Drawing &

Preliminary Estimate

Producing Constructing Construction ‘ {
Preparing Preparing

| Construction Checking |

r Construction Final Calculatioﬂ

r Operation I
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Table 7. Construction Procedure for Chinese-Foreign Cooperative Company

Foreign Relative

Project Outline

Chinese Company

Company Introduction
Foreign Touching and Making Foreign Trade
Investment Arrangement with Chinese Consultant
Company Consultant Company Incorporated
Modification Project Proposal Edited City (County or depart-
Requirement by Chinese Enterprise ment Bureau) Foreign

Investment Committee

The Approval for
Project proposal

|

I In 30 Days

| Failure

| Project Proposal

The Report of China-Foreign
Proposal for the Feasibility

Requirement

City Foreign Trade

The Signature for Feasibility
Study Report and Contract

Modification

Approval for the Feasibility
Study Report and Contract

Consultant and Law Firms

City Foreign Investment
Committee or County Bureaus

=

Registration in City Indus-
trial Commercial and
Applying License

Approval for
Certification

Trail Pre-operation

Preparing for
Construction

I

Start the
Operation

Constructing or Renting,

Raw Material Purchased from Domestic

Raw Material Purchased from International,

Equipment Installation,

Employee Training




