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• China is a vast country, though its population
is 1.3billion, each province is in a different
state of development. Therefore disposable
income is different and consequently the
market for products.

• China has 29 provinces, special regions and
municipal cities.

• China has many different minorities, the
largest being Han.

The demographics of the People's Republic of China are identified by a large
population with a relatively small youth division, which is partially a result of the
People's Republic of China's one-child policy. The population policies implemented
in China since 1979 have helped to prevent between 350 and 400 Million more
births.
Today, China's population is over 1.3 billion, the largest of any country in the world.
According to the 2010 census, 91.51% of the population was of the Han
nationality, and 8.49% were minorities. China's population growth rate is only
0.47%, ranking 156th in the world. China conducted its sixth national population
census on November 1, 2010.
Historical population of China
Census

Pop.

%±

1953

582,603,417

—

1964

694,581,759

19.2%

1982

1,008,175,288

45.1%

1990

1,133,682,501

12.4%

2000

1,265,830,000

11.7%

2010

1,339,724,852

5.8%

Source: Census of China

China’s total population trends and growth rate from year 1991 - 2009

Urban population stated (over 1 million people at least), as of 2005:

Population Projection
US Census Bureau, 2010 est.

United Nations, 2010 est.

2020

1,384,545,000

2020

1,387,792,000

2030

1,391,491,000

2030

1,393,076,000

2040

1,358,519,000

2040

1,360,906,000

2050

1,303,723,000

2050

1,295,604,000

2060

1,211,538,000

2070

1,125,903,000

2080

1,048,132,000

2090

984,547,000

2100

941,042,000

China is ranked 79 out of 183 economies. Singapore is the top
ranked economy in the Ease of Doing Business 2011.
Ease of Doing Business – Global Rank
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Legal forms of business entities available to foreign
investors doing business in China:

• Representative office (RO)
• Wholly foreign-owned entity (WFOE), a subsidiary
of the foreign investor

• Joint venture enterprise (JVE)—contractual joint
venture (CJV) or equity joint venture (EJV)

• A “holding company”— i.e. an investment
company with foreign ownership (also can be
called a “venture capital investment company”)

China’s legal system consists of seven categories:
•
•
•
•
•
•
•

Constitutional and related law
Civil and Commercial law
Administrative law
Economic law
Social law
Criminal law
Litigation and Non-Litigation procedural law

Since 1979, the building of China’s legal system has developed rapidly on all
fronts. By the end of 2004, more than 460 laws and law-related decisions had
been made by the National People’s Congress and its Standing Committee;
over 1,000 administrative regulations had been made by the State Council;
and more than 10,000 local regulations had been made by local people’s
congresses, covering political, economic and social fields. A relatively
complete basic legal system is now in place.

Supreme People’s Court

Maritime Court

Military Court
of the PLA

Original jurisdiction over cases that have been assigned to it by law, or
over cases that it decides it should try. It has jurisdiction over appeals or
protests from the higher people’s court and special people’s courts

Higher People’s Court

Jurisdiction in the first instance in cases assigned by law, or transferred from
lower courts; major criminal cases which impact the entire province. Courts
also hear cases of appeals or protests against

Intermediate People’s Court

First instance jurisdiction in some cases, including those transferred to it from
basic people’s court; major cases dealing with foreign parties;
counterrevolutionary cases, criminal cases subject to sentence of life
imprisonment or death; cases where foreigners committed crimes. Also hears
appeals and protests.

Basic People’s Courts

Local level courts adjudicate criminal and civil cases of first instance. Excluded
from jurisdiction are criminal cases carrying penalty of death or life
imprisonment, as well as certain foreign civil cases. The courts can request
that more important cases be transferred to a higher court.

Railway
Transportation
Court
Forest Affairs
Court

• China has four levels of courts: (i) basic courts at the county
level, (ii) intermediate courts at the level of prefectures, (iii)
higher courts in each province, and (iv) the national Supreme
People’s Court.2 Most civil matters with international
elements may be brought directly to an intermediate or a
provincial higher court.

• Only Chinese attorneys are legally authorized to appear in
court on behalf of foreign parties.

• On average, the litigation process takes about six months
from filing a lawsuit to receiving a court judgment

• The People’s Republic of China (PRC) Civil Procedure Law
(CPL) establishes two types of asset preservation procedures
in debt collection cases: pre-litigation asset preservation and
during-litigation asset preservation

• Unlike court hearings, arbitration proceedings are usually
private and confidential, and final decisions are not publicly
accessible.

• While litigants have no ability to choose judges, disputing
parties in an arbitration case can appoint their own
arbitrators. This is particularly useful in disputes for which
technical expertise is needed or those involving specialized
areas of law.

• Courts often have long waiting lists for hearing dates.
Arbitration proceedings, on the other hand, are usually held
at the convenience of all parties concerned.

• Arbitration is very useful in countries that have emerging
economies, where judicial systems may not be on a par with
those of nations with developed economies.

• Ambiguities Within the Law
•

The Computer Software Protection Regulations and the Copyright
Law

• Difficulties with Administration of the Laws
•

Lack of Resources, lack of judicial expertise, and the
unpredictability of trial outcomes

•

Decentralization of the government; central government lacks the
resources and control to effectively monitor nationwide activities
and to impose national enforcement policies

•

Poor telecommunications, inadequate infrastructure, sheer size of
the country

•

Local Protectionism

•

Relevant government organs do not share information

•

•

Arbitration


Arbitration is by far the most common forum for resolving commercial disputes in China.
Under Article 128 of the PRC Contract Law,11 disputing parties may choose an arbitration
tribunal in or outside of China if a contract at issue involves a “foreign element” and clearly
states that arbitration is the agreed-upon dispute resolution method.



Unlike court judgments, international arbitration awards are generally more readily
enforceable across borders.



China International Economic and Trade Arbitration Commission (CIETAC), the leading
arbitration body in China for international disputes, has been used increasing by foreign
companies because of its commitment in efficiency and impartiality.



In a CIETAC arbitration proceeding, disputing parties may agree on the procedure to be
followed, and each side can appoint its own arbitrator.



CIETAC hearings are generally very short, lasting only one to three days.



CIETAC arbitration fees are relatively lower than those of other major international
arbitration centers.

Mediation through External Professional Consultant

•

NDRC - National Development and Reform Commission

•

CSRC - China Securities Regulatory Commission

•

MOFCOM - Ministry of Commerce

•

SAFE - State Administration of Foreign Exchange

•

SAIC - State Administration for Industry and Commerce (also known as
AIC)

•

SASAC - State Asset Supervision and Administration Commission

•

SAT - State Administration of Taxation

•

A State-Owned Enterprise is a legal entity that is created by
the government to undertake commercial activities on behalf of an owner
government and in order to partake in commercial activities on the
government's behalf. A state-owned enterprise (SOE) can be either wholly or
partially owned by a government and is typically earmarked to participate in
commercial activities
Their legal status varies from being a part of government into stock companies with
a state as a regular stockholder. There is no standard definition of a governmentowned corporation or state-owned enterprise, although the two terms can be used
interchangeably. The defining characteristics are that they have a distinct legal
form and they are established to operate in commercial affairs. While they may
also have public policy objectives, government-owned corporation should be
differentiated from other forms of government agencies or state entities established
to pursue purely non-financial objectives that have no need or goal of satisfying the
shareholders with return on their investment through price increase or dividends.

Terms & Conditions
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

SALES TERMS
PAYMENT TERMS
SAMPLE TERMS
PRICE/QUOTATION
Patent Indemnity
Return Shipping Cost
Responsibility
Handling Returned Items
Goods Return Procedure
Pre-shipment Quality Assurance
Check
Payment Dispute & Chargeback
Default in Payment
Payment & Account Balance
Price Validity
Billing Address versus Shipping
Address
Processing Orders
Payment Methods
Account Cancellation
Order Cancellation

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Changing an Existing Order
Order Lead Time
Tracking Order Status
Import Requirement
Customs Duties
Returns Due to Delivery Refusal
Re-delivery & Delivery Failure
Lost & Damage during Shipment
Insurance
Shipping Weight Limits
Shipping Cost Calculation
Shipping Weight Calculation
Shipment Tracking
Total Delivery Time
Shipping Transit Time
Force Majeure
Storage
Retention of Title

•

Pre-transaction assessment

•

Qualitative analysis

•

Know your partner

•

Check for contingent or hidden liabilities

•

There are usually more than one set of books

•

Financial information does not take into account accuracy of future
projections

•

Non-financial information is just as important, such as competency
of management

•

Investors should perform business due diligence addressing all
areas of risk as well as financial (audit)

Risks - Financial
•

Bad Debts
•

•

Triangular debts

Fraud
•
•
•
•

Forged financial bills & vouchers of credit – often by using false contracts, etc.
Illegal fund raising;
Credit card;
Letter of credit

•

Embezzlement / Theft of Assets

•

Currency Fluctuations
•

Joint ventures, wholly-own enterprises, import & export companies

•

Inflation

•

FX Controls/Restrictions
•

Joint ventures, wholly own enterprises, import & export companies

•

FORMULATE THE STANDARD CREDIT & COLLECTION POLICY

•

UNDERSTAND THE LEGAL SYSTEM IN THE LOCATION

•

DETERMINE COLLECTION GOAL AND DSO

•

INDENTIFY CREDIT ALERTS

•

BUILD AND MANAGE THE PROFESSIONAL COLLECTION TEAM

•

BY USING A GOOD DIARY / COLLECTION SYSTEM

•

BY APPLYING SHIPMENT HOLD POLICY

•

SECURE COMMITMENT

•

REMIND PAYMENT

•

IF BREAK PROMISE CALL IMMEDIATELY

•

ESCALATE THE PRESSURE IF NECESSARY

•

CREDIT COMMITTEE

•

DEVELOP DEPLOYMENT

•

•

Exploitation of a third party collection

•

Application of the legal system

OUTSOURCING

• How does the court serve litigation documents
when the litigant does not have a domicile in
China
•

In accordance with Article 247 of the Civil Procedure law, regarding
a litigant who does not dwell within the territory of the People's
Republic of China, the people's court usually serves the litigation
documents through diplomatic channels. If they can not be served
through diplomatic channels, the court will use public notice as a
way of serving the documents. After six months from the date of
notice, the documents will be deemed to have been served.

• Credit Application Form
• Signed Sales Contract & Agreement
• Purchase Order
• Deposit slip if any
• Proof of Delivery
• Order confirmation
• Bill of lading
• Letter of Credit

• Letter of Intent
• Come and go Dealings Email
• Dunning Letters

• Letter of Credit
•

•

•

If a buyer has good credit, sales are typically made on open account.
For export sales, however, open account is not considered the most
secure payment method. Accordingly, companies should always
consider alternative payment methods that can provide them with
more protection and security, such as letters of credit (LCs) and
documentary collection (DC).
LCs are one of the most secure instruments available to international
traders. An LC is a promise by a bank that payment will be made as
long as the instrument’s terms and conditions have been met. A
greater degree of protection is offered by an LC issued by a reputable
Chinese bank, such as the Bank of China or China Construction
Bank, and confirmed by a U.S. bank.
It is important to note that an LC can be either revocable or
irrevocable. A revocable LC can be unilaterally changed by either
party, and therefore presents higher risks for an exporter.

• Third party Guarantee

• Bank Guarantee
•

Leased Bank Guarantee
• A bank guarantee that is leased to a third party for a specific fee. The
issuing bank will conduct due diligence on the creditworthiness of the
customer looking to secure a bank guarantee, then lease a guarantee to that
customer for a set amount of money and over a set period of time, typically
less than two years.

•

Demand Bank Guarantee
• A type of protection that one party in a transaction can impose on another
party in the event that the second party does not perform according to
predefined specifications in the contract or agreement. In the event that the
second party does not perform as promised, the first party will receive a
predefined amount of compensation by the guarantor, which the second
party will be required to repay.

• Bank Guarantee

Terms Pertaining to Bank Guarantee

• Advance payment guarantee
•

To secure any claims by the buyer on the seller for reimbursement of the
buyer's advance payment on the contract price before delivery of the goods
(or advance payment of the full contract price) – in the event that the seller
has failed to meet his or her contractual delivery obligations in full.

• Performance bond
•

Bond that calls for specific monetary payment to a beneficiary if the
purchaser or maker fails to do something or acts in violation of a contract. It
may be a Surety Bond purchased from an insurance company, or cash held
in an Escrow account by a bank or a third party.

• Letter of indemnity for missing bill of lading
•

To secure any claims by the shipping line or shipping company on: the
buyer resulting from the goods arriving from overseas being released
without the original bill of lading being presented, e.g. due to postal delays
or even loss. the supplier due to issuance of a replacement bill of lading
(original misplaced or lost).

Major Components of Credit Risk Analysis
Business Categories &
Marketing Trends
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Making your “Best” business decision?
Different Methods for deciding Payment Term
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Typical Actions to Protect Account Receivable

LEADING
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BANKRUPTCY ANALYSIS
40.35%

Lack of gainful employment
Excessive use of credit facilities

11.67%

Loss / Over investment

10.06%

Overspending

10.00%

Gambling

5.18%

Personal guarantee liabilities

4.62%

Decline in business
Others

1.67%
16.45%

• Customer Visits Essential
•

Hire professional risk management
consultants for customer visits in order to
obtain the latest financial information
especially for some substantial deals

Statistics of Overseas Receivable of Chinese Enterprises
Total Accounts Receivable of
Chinese Enterprises over 5.5 Trillion
30% of the total Capital
Assets of the Enterprises

Over 60% of the Total
Capital Assets of the SME
are Accounts Receivable

Overseas outstanding
Receivable over 100 billion
15 Billion growth each fiscal
year

• Collect the outstanding portion without dispute
• Set up meeting with the related personnel to
•
•
•
•

understanding the dispute issues
Put the key person on the negotiation table
Make the customer feel your cognition to legal
system
Notary involvement
All indoor tele-conversations and outdoor faceto-face conversations with debtors should be
recorded

30 Million in Compensation

• The importance of conducting Risk
Assessment Analysis

• A. Useful tips:
•
•
•

•

Credit Insurance
Accounts Receivable Outsourcing
Hire External Risk Management
Consultants
Make use of Hong Kong as a Gateway

 B. Watch List:
•
•
•
•
•
•
•
•
•
•
•
•

•

•

•
•

business fraud environment in the PRC
Legal Risk
Fast changing business environment and unstable policies
Corruption exists in many government departments and identifiably in the judicial system
Irregularities in business practices including questionable activities by officials
Unstable, difficult to interpret, grey area policies
Preparation for unexpected events
Knowledge is power
Prevention is ultimate solution
Cultural, language, communication barriers
Inability to obtain, analyze and master accurate market information
Ignorance and inability to conduct proper new market intelligence (i.e. rapid changing
market conditions such as policies and key players, etc.)
Lack of transparent information resulting in the inability to conduct intelligence on
business partners, competitors, customers, vendors and suppliers
Inability and failure to conduct accurate pre-transaction intelligence, due diligence and
analysis of key competitors
Failure to adapt risk related preventive measures
Financial Risk
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