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Survey reveals companies in China see no improvement in payment behaviour
despite stimulus package
and return to strong growth

- Companies in China face increased overdue payments in both length and amount -

The seventh annual survey of corporate credit risk management in China — conducted in the
fourth quarter of 2009 by Coface, the leading international credit insurance and credit
management services group — has revealed that 36.9 percent of respondents consider there will
not be an improvement in overdue payments by the end of 2010, with 7.8 percent indicating the
situation will not improve for some time. This shows companies in China are yet to develop
confidence regarding upcoming payment performances.

Although about 60 percent of respondents reported having benefited from the Chinese
government’s large-scale economic stimulus package in 2009, they are unsure how to minimize
non-payment risks in China. According to the survey, household electrical appliances,
transportation, construction, agriculture, industrial machinery, steel and metals are the top six
industries to have benefited from the stimulus package. Yet these sectors, with the exceptions
of agriculture and transportation, also include the highest numbers of companies reporting long
overdue payments accounting for over 2 percent of their total sales.

“Generally, more than 2 percent of total sales being overdue is regarded as dangerous level,
whilst a payment that is overdue for more than 12 months has a high probability of becoming a
bad debt,” said Richard Burton, Regional Managing Director of Coface Greater China. “The
survey results reflect the fact that overdue payments remain a key concern among companies in
China, even though their sales or profits may have been improved by the stimulus package.”

Increased days overdue and weight

The survey reveals that companies in China face overdue payments with more average days
overdue and greater weight in total domestic sales than in 2008. The number of respondents
experiencing payments overdue for over 60 days has increased by 55 percent. Meanwhile, 55
percent more respondents reported that payments of more than 2 percent of their domestic
sales were overdue for 6-12 months, while about 24 percent reported such payments being
overdue for more than 12 months — twice as many as in 2008.
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“These results could signal a higher probability of defaults or even bad debts among companies
in China if the market situation remains uncertain,” said Burton.

Some 59.1 percent of respondents consider the main reason for default payments is that buyers
face financial difficulties; 50.8 percent of these respondents regard fierce competition as the root
cause of the difficulties. Coface explains this may have arisen as companies respond to a sharp
drop in foreign trade demand by shifting attention to the domestic market. As a result, keen
domestic competition intensifies, leading to pricing pressure and lower profit margins.

Longer credit terms offered to buyers

Despite the financial crisis, 34.6 percent of respondents have increased the weight of credit
sales; the figure is only slightly down from 36.5 percent in 2008. Among respondents offering
credit sales, 56 percent more companies offered longer credit terms — of at least 90 days — in
2009 than in the previous year.

‘Risks of overdue or default payments will be high if companies do not conduct credit
evaluations on buyers before offering longer credit terms,” warned Burton. “In fact, companies in
China are encountering a trading dilemma. Whilst facing increased overdue payments and
defaults, they are forced to continue to offer more credit sales and longer credit terms, to secure
their existing market share and enhance existing customer relationships. This exposes them to
increased credit risk. The situation demonstrates why companies in China do not have sufficient
confidence regarding improving payment performances.”

Indeed, more survey respondents have adopted credit agency reports and credit insurance,
showing the old adage “prevention is better than cure” applies to mitigating credit risks.

“Looking forward, the ongoing stimulus package and a strong economic growth will boost
development of companies in China, particularly in sectors such as household electrical
appliances, oil, and chemicals,” said Burton. However, some sectors with backward production
capacity (e.g. coal, ferro-alloy, iron and steel, building materials) will be consolidated. Some low
value-added products (e.g. light industrial products, textiles, shoes and toys) are still dependent
on weak industrialized export markets, and should be closely monitored as their credit risks
remain high with more default payments expected.

This is the seventh annual survey by Coface on corporate credit risk management in China. It
was conducted from October to December 2009, with responses from 966 companies of all
sizes, ages and industries in mainland China. The survey aimed to provide a broad
understanding of the status of payment experiences, payment trends and credit risk
management practices in companies based in mainland China.

The survey supports Coface’s commitment to developing the credit risk management market in
China. Since 2003, Coface has been the technical partner and re-insurer of Ping An Property &
Casualty Insurance for its domestic credit insurance business.
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About Coface

Coface's mission is to facilitate global business-to-business trade by offering its 130,000
customers four business lines to fully or partly outsource trade relationship management and to
finance and protect their receivables: credit insurance, factoring, ratings and business
information and receivables management. Thanks to the worldwide local service delivered by
6,600 staff in 67 countries, over 45% of the world's 500 largest corporate groups are already
customers of Coface.

Coface is a subsidiary of Natixis, whose share capital (Tier 1) was 12.7 billion euros end
December 2009.

For further information, please contact:

Coface Hong Kong Branch

Leo Chak / Joanne Lee

Tel: +852 2585 9188

E-mail: Leo CHAK@coface.com /
Joanne Lee@coface.com

Please go to

http://www.coface.com.hk/CofacePortal/HK/en EN/pages/home/wwa/news an
d events/credit risk hk

to register for the 2010 Credit Risk Conference — Hong Kong (18 May)
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Coface est un des leaders de la gestion du Poste clients des entreprises: assurance-crédit, affacturage,
notation et information d'entreprise, gestion de créances. Un service de proximité pour 130 000 clients,
dans 67 pays, grace a 7000 collaborateurs.

Coface is a leader of B2B Trade Receivables management: receivables protection, receivables finance,
ratings and business information, receivables management. A local service in 67 countries for 130,000
customers supported by 7,000 staff.

Confidentialité/Internet disclaimer

Ce message ainsi que les fichiers attachés sont exclusivement adressés aux destinataires désignés et
peuvent contenir des informations a caractere confidentiel. Si vous n'étes pas le destinataire désigne,
merci de prendre contact avec l'expéditeur et de détruire ce message, sans en faire un quelconque usage
ni en prendre aucune copie.

Les messages électroniques sur Internet peuvent étre interceptés, modifiés, altérés, détruits, ou contenir
des virus. L'expéditeur ne pourra étre tenu responsable des erreurs ou omissions qui résulteraient de la
transmission par voie électronique.

This message and the attachments are exclusively addressed to their designated addresses. If you are
not the intended recipient, please contact the sender and delete the message without making any use or
copying it.

E-Mail transmissions could be intercepted, corrupted, lost, destroyed or contain viruses. The sender
therefore does not accept liability for any errors or omissions in the contents of this message which arise
as a result of e-mail transmission.
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Coface honors to the Unsolicited Electronic Messages Ordinance. If you do not like to
receive our promotion in the future, please email to coface@coface.com.hk and mark
"Unsubscribe" on the subject line. Thank You




