Knowing your business partner in China
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1. Some challenges coming from different cultures
2. Most common scams

3. Important steps of Preliminary Due Diligence
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Exhibit 15: Challenges of Doing Business (Total number of survey responses)

Challenges

Regulations and bureaucracy

Building relationships and trust with partners and customers
Language and cultural differences

Transfer and localisation of business model

Human resources-related issues

Lack of local knowledge

Raising the image, profile and understanding of the business
Problematic business practices

Protection and enforcement of IP

Formal and informal protectionism

Problematic legal environment

Increasing costs

Policy-related challenges

Time and effort

FOREX and other finance-related issues

Domestic competition

Taxation-related matters

Foreign competition

Trading regulations and requirements

Others
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Source: Opportunities for UK Business in China’s Regional Cities, 2011



1. Cultural differences



Different approaches to the
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negotiation process

Nontask sounding

Quick meetings Long courting process
Informal Formal
Make cold calls Draw on intermediaries

Information exchange

Full authority Limited authority
Direct Indirect
Proposals first Explanations first

Means of persuasion

Aggressive Questioning
Impatient Enduring

Terms of agreement
Forging a “good deal” Forging a long-term relationship

Source: Adapted from Harvard Business Review 2003



(qEU Some best practices

Intermediary helps, but make sure that you find the right ones

Reciprocity is essential, though may not be immediate

Broken promises, display of anger cause mutual loss of face

Relationships (Guanxi) are important, but don’t overrate it



2. Common scams
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Majority of Chinese companies are honest
and willing to develop sustainable business.



(‘EU Problematic Partners
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Fake companies

A potential partner may not exist A potential partner may promote

at all itself as a leading company in its
Industry but is in fact an
Imposter
.
A potential partner may rely too
heavily on its relationship with A potential partner may possess
local government officials. This all the required registration
may mean the company is iInformation but no significant
operating in a legal grey area assets of active business
and vulnerable to changes in records

government personnel



CEU Scam examples
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"Imposter”

Foreign company (FC) gets FC asks for
unsolicited email from Chinese samples. Samples

company (CC) offering to

are of good
supply goods for a very low quality
price '
FC pays money to
CC. Goods del_lvered CC vanishes
are poor quality or
worthless materials




"Fixer”

FC gets unsolicited offer
from CC to supply goods
to FC for a very low price

FC is invited to come to
China (eg. to attend
“signing ceremony”)

CC tells FC that it must pay money (e.g. a banquet
with “officials” to speed process along; processing
fees; taxes, etc.)

FC pays to move
process along

CC vanishes




(d;u "Bank account”
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Relationship is formed FC decides to buy

between FC and from CC. Often a
“representative” of large order is placed
legitimate CC (e.g. on as good relations had
Internet or at trade show) been created earlier.

“Representative” tells CC honestly
FC to send payment I?Ieocgic\)/cgc(ljs declares no
to non CC account “Re resenta;cive” communications

(maybe citing tax pres or contract with
vanishes.
reasons). FC.




3. Preliminary Due Diligence



GEU/ Types of key business partners

Agent
. Service
Joint venture .
providers /
partner . L !
intermediaries
Distributor /
potential Landlord
buyer
Manufacturer Employee

Others



@EU Know what is available
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Business Licence o Creditworthiness
Special Permits Letter

_and Use Rights = Financial Statement
Right to use - Capital Verification
oremises Report

PR ownership

certificates 71 Bank account detalls

Company Chop



Business licence

R EWIB
NIRRT

X
. 3

ﬁmﬁrm i




Ask for the Business Licence!!
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Ask for the Business Licence!

Business Licence for Corporation Legal Person

Registered NO.: 4XXXXXXXXXXXXX2

Name  Yong He Consulting Service Co., Ltd.

Address Unit 2-8, 10/F xx Building, Fuhua Road, Haidian District, Guangzhou, Guangdong
Legal Representative Lao Wang

Registered Capital RMB 2,000,000

Paid-up Capital RMB 2,000,000

Type of Registration Limited liability company

Scope of Business Commercial consultancy and corporate management consultancy;
Information and business process, sub-contracting services such as system application
management and maintenance, information technology support and management, financial
settlement, software development

Shareholder He Yong Limited
Term of Business: January 18, 2007 to January 18, 2057
Date of Establishment: January 18, 2007

Passed 2012 Annual Inspection Registrar: Guangdong Administration for Industry &
Commerce (Seal)

30/11/10



(GE\U Ask for the Business Licence

Can be checked on websites of Administration of
Industry and Commerce (AIC)

March 1, 2014, there has been introduced a new database by SAIC
which will contain information on company “abnormal behaviour”

provincial AIC should have similar databases as eg. Hebei

and on-site at local AIC branch*


http://www.saic.gov.cn/
http://gsxt.saic.gov.cn/zjgs/search/home
http://www.hebscztxyxx.gov.cn/noticehb/

GEU Organization Code
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NACAO website
(National Administration for Code Allocation for Organizations)
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http://www.nacao.org.cn/

(qEU/ Other databases

Supreme Court database

people and companies who were supposed to fulfil
judgment but deliberately failed so

PBOC has launched a database called Credit
Reference Centre in 2008.

verify credit situation at both individual and enterprise level
upon application.

- Individuals

30/11/10


http://shixin.court.gov.cn/
http://www.pbccrc.org.cn/
https://ipcrs.pbccrc.org.cn/

GEU Is there a Company Stamp?
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Company stamp:
Chinese Name must be SAME as on business licence;
With a five-pointed star in the middle and in red ink;
With a diameter of no more than 4.5cm;
Filed with competent public security bureau;

Equals to signature of person authorized to sign on behalf of the
company in Europe




EU How to check
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Company stamps check
o Hebei stamps checking system
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Verify the other
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mandatory documents
e

Landlord of your office

Ownership certificate — is the office allowed to be rented for
commercial purpose?

On Importer

Import licence for the goods — some type of goods can be
subject to licence

Distributor

Distribution permit — for certain products a special distribution
permit is needed eg. food

Service provider
Permit for the specific service, eg. accounting



Get information on
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their financial status
e

Creditworthiness Letter
Both for the company and its shareholder(s)
Issued by bank upon request of the partner

Capital verification report, financial statements and audit reports

Under certain circumstances financial statements may be obtained at the
Administration of Industry and Commerce (local branch)*

Credit history
Applied by partner itself at Credit Reference Centre of PBOC

Bank Account
Always ask for company account



(dEU Company Operations
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Pay a visit at the company's premises — go a few times,
sometimes unannounced

Organisation
Cleanliness
Employee conditions
Location

Visit the distribution network

Talk with employees and pay attention whether they understand
their business

Talk to suppliers, neighbours, competitors

Check if it is a member of any official association and contact the
association for reference



(GEU Quick Tips
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DO NOTICE

Bank account —is the name same as in the contract? Is the

account number same in all invoices?

Websites?

Fixed phone line? Try call a few times.

Use Skype to have visual contact

Email address company one or is it @163.com, @yahoo.com?

Communication style, contact person is it changing?



(GEU REMEMBER
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Do not take company’s self-introduction at face value
Collect and scrutinise the company’s paperwork
Scrutinise the company operations if possible
Personal visit and keep continuous contact

Do not rush

|deally have a trusted person in the spot

Keep on paying close attention to its recent situation

Engage local professional advice
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http://www.eusmecentre.org.cn/content/knowing-your-partners-china

Info@eusmecentre.org.cn



http://www.eusmecentre.org.cn/

