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Germany and China strengthening economic relations?   



China’s economy continues to grow  
 

German companies benefit from the positive economic development 
 

► Infrastructure  
- By 2012 the world’s fastest train (German manufactured), from Guangzhou to Wuhan, will extend  
  to Beijing, allowing passengers to zip from one end of China to the other in under 8 hours.  
- The recently launched Beijing-Shanghai railway is the world's longest high-speed line ever  
  constructed in a single phase.  
- Other new rail lines:    Shanghai to Hangzhou   (27mins)  

                 Hong Kong to Shenzhen (10mins)  
►  Automotive  

- BMW and JV partner Brilliance will invest EUR 1 billion to expand production capacity at their    
  Shenyang plant to 200,000 units over the medium term. China is BMW’s 3rd largest market.      

      - VW will launch new electric cars in China under its new “Kaili” brand in conjunction with   
        FAW Group. VW sold 714,200 cars in China from January to May 2011, compared to 248,000 in  
        Germany and 194,600 in the US. 

 
► Green China  

- China will invest USD 62 billion in the construction of four hydroelectric dams. 
- Siemens received a EUR 250 million order for components used for transmitting hydro power  
  from the North to the coastal industrial region of Guangdong. 
 

► Chemicals, Machinery, Healthcare, Finance, Real Estate, Consumer Goods… 
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 ► Staying flexible, being able to react to changes  
 
► Optimised sourcing 
 
► Creative cooperation arrangements  
 
► Reducing IPR infringements by applying the black box approach   
 
► Regional coverage by a healthy mixture of own office, home office,   
     engagement of distributors or traders etc. 
 
► Sales: customer training, technical service hotline, strong after-sales    
     service 
 
 

What are the profit drivers? 

Actions that lead to business success in China 
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A rapidly changing environment 

► Sales: In the past Western companies succeeded in selling to China what they wanted to sell. Now Western 
companies increasingly are only be able to sell what the Chinese customer wants to buy.  
 

► Purchase: Cost increases, e.g. wages, prompt suppliers to postpone or even cancel existing orders. 
 

► Chinese companies have caught up with the world: Government encourages more high-value industries through 
tax incentives (HNTE/ATSE status). As a result, China today accounts for 90% of the worldwide increase in 
trademark registrations.  
 

► Chinese manufacturers advantages over foreign counterparts: Have more cost advantage, are closer to the 
market, and receive local government support.  
 

► Trend: The China headquarters becomes  more independent from the head office in its decision making. 
Naturally this development produces friction between the head office and the China operations headquarters   

        Power/policy struggle. 
 
► Constant regulatory changes by Government:  
 New Social Insurance Law – from July 2011, foreign workers in China are obligated to contribute to the 

national social security system, which means an additional monthly cost of up to RMB 1,177 for the 
employee and RMB 3,958 for the employer. Implementation measures still have yet to be confirmed.    

 New Representative Office (RO) Regulations – offices have to deal with increased administrative    
      burden and harsher penalties as Beijing ends the misuse of ROs to conduct operational activities. 
 Security Scheme: suppliers of products linked to “critical infrastructure” would have to disclose confidential 

product information. Foreign companies feel this infringes IP rights, and is the Government’s attempt at 
developing homegrown brands  “indigenous innovation”.        

 
 

The Constantly Changing Market Environment 
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The ease of doing business in China 

Source: Doing Business 2011, World Bank Report 

Global Rank of selected 
economies: 

Rank Country 
  1  Singapore 
  2  Hong Kong 
  4  United Kingdom 
  5  USA 
 18  Japan 
 22  Germany 
 79  China  
134  India  

► China is globally ranked 79 out of 183    
     economies. 

   Measured aspects are e.g.: 
      - Dealing with licenses 
      - Employing staff 
      - Enforcing contracts 
      - Paying taxes 

 
► The situation in China: 

       Dealing with licenses 
       37 procedures and 336 days for setting up  
       a new warehouse (used example) 
       China ranked 181/183 worldwide 

           
          Paying taxes 

       7 different payments p.a. and 398 hours p.a.   
          for the preparing, filing and paying of taxes for    
          a medium-size business China ranked   
          114/183 worldwide 

The World Bank Report “Doing Business 2011” compares regulations in 183 economies and ranks the 
countries after their “Ease of Doing Business” 
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Major risk areas in China operations 

Key areas to watch out for 
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General 

  ► Theft of Plant and Equipment  ► Kickback Commission / Bribery   

  ► Credit controls and Collection   ► False Signature    ► Intellectual Property 
 

Financial 

 Cash Transactions 

Inventory  Fixed Assets 

 Sales Terms  Credit Control 
Account Receivable 

Accounts Payable 



 
*  Corruption in Hong Kong is low due to strict anti-corruption legislation and an independent  
   enforcement agency named ICAC (Independent Commission Against Corruption) which  
   was set up in established in 1974 by then Governor Murray MacLehose when Hong 
   Kong was under British rule. 

Rank Country Index 
1 Denmark 9.3 
1 New Zealand 9.3 
13 Hong Kong *  8.4 
15 Germany 7.9 
…. …. …. 
78 China 3.5 
87 India 3.3 

Source: http://www.transparency.org 

Corruption Perception Index 2010 

Index 10 = low or no corruption, Index 1 = high corruption level 
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Corruption in China 

Business Sector Risk Areas – Examples of Corruption 

Purchase: Pre-qualification, Tender and Negotiations 
► Price fixing  
► Loser’s fee    
► Manipulation of pre-qualification   
► Corruptly negotiated contract  
► Specification of overly sophisticated design   
► Inflation of resources and time requirements 
► Companies spend a lot of time on negotiation but fail to check on    
     approval, implementation and compliance  
 

Sales and Project Execution 
► False invoicing: pricing, discount, supply of inferior materials or less   
     equipment 
► Excessive repair work, overstating man-days use 
► False extension of time requirements    
► Delaying issue of payment certificates, withholding payment 
► Refusal to issue inspection certificate  
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Corporate risk prevention 

Alarm signals 

 General Issues 
►Non-compliance of corporate governance rules 
►Sudden change of company standard processes and approval procedures 
►Sudden change of key performance indicators; e.g. sales, sales discount, accounts    
    receivables, accounts payables, customer claims, goods return 
►Delay in company-wide accounting software implementation 
►Lack of follow-up actions on Internal Audit Review 

 
   HR Issues 

►Lack of employee screening during recruitment 
►Family relationships of staff within the company / supplier / customer 
►Sudden lifestyle changes  

 
    Segregation of Duty and Policy Issues  

►Lack of “4-Eye Principle” for payments;  
         e.g.  General Manager versus CFO, Cashier versus Accountant  

►Lack of control in usage of “Chops”  
►Non-compliance of Gift and Entertainment Policy 
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Corporate risk prevention 

► Authority & Responsibility Delegation: 
    establish fixed processes and approval procedures for purchase, sales and   
    payments – and name position/person 
 
► Divide and conquer  
      Split activities between China and Hong Kong. A major US retail chain  
     moved key functions of their QC activities back to Hong Kong 
 
► Rotate staff especially in sales, purchase, QC 

 
► “Meet the people” i.e. other than the GM – very often somebody in the 
company knows about fraud, non-compliance etc. and is willing to tell 
 
► Carrefour maintains an “Ethics Hotline” 
 
► Benchmark pricing structure with third parties 

Proven Tools 
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Corporate risk prevention 

►  Management’s Philosophy & Operating style, clear organisational structure 
 

►  Corporate Governance Policy and System – typically most serious frauds are  
 committed by GMs who are not subject to internal reviews or regular counterchecks 
 

►  Staff coaching and development  integrity, ethical values, competence 
 

►  Include clauses in employment handbook, employment contracts  
 

►  Transparency: monitoring, communication policy 
 

►  Controlling 
 

►  Control systems e.g. Internal Audit, External Audit 
 

►  Outsource non-core activities 
 

►  Risk Assessment (see examples) 

Proven Tools 
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Corporate risk prevention 

Description of risk Cause/ Loss 
potential 

Likelihood  
(1=low; 3=high) 

Counter 
measure 

Person in 
charge 

GENERAL 
Compliance with government laws 
(validity of certificates & licenses) 

Compliance with corporate policies 

Contract risks (suppliers, customers, 
commercial agents, tenancy 
agreement) 

Damage to premises or buildings, 
Break-in and larceny  

Use and safe keeping of company 
chops 

FINANCE & ACCOUNTING  
Compliance with accounting & 
reporting rules 

Taxation: corporate, VAT, personnel tax 
& Social Security 

Conducting compliance and risk management analysis 
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Corporate risk prevention 

Conducting compliance and risk management analysis Conducting compliance and risk management analysis 

Description of risk Cause/ Loss 
potential 

Likelihood  
(1=low; 3=high) 

Counter 
measure 

Person in 
charge 

PERSONNEL 
Employee screening, family 
relationship with supplier & customer, 
lifestyle changes 

SALES 
Know your customer 

Price policy 

Discounts 

PURCHASE 
Know your supplier 

Pricing 

Discounts  

Returns 
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► Between Head Office in Europe / USA and China / Hong Kong subsidiary 

► Between Head Office in China and branch offices in China 

 WFOE Shanghai 

 HK Ltd. 
Company 

 HO Europe 
HO USA 

 WFOE Shanghai 

 Branch Office 
Ningbo 

 Branch Office 
Shenyang 

 Branch Office 
Hangzhou 

How an ERP System can bridge distances… 

…and language barriers: The system needs to be bilingual  (English & Chinese) 
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With an online ERP System, dedicated staff can access, manage and control the China or 
Hong Kong subsidiary – Anytime, anywhere.                                 

Key staff at China &  
Hong Kong subsidiary 

 Management / CFO ◄ 

 Sales Manager ◄ 

 Accountant / Controller ◄ 

Head Office in  
Europe/USA 

 ► Management 

 ► Import Manager 

 ► CFO / Controller 

Subsidiaries’ data 
Monitor, Control 

&  Approval (optional) 

 

Manage, Control 

& Access Data 

Online access to the ERP Platform 

Information tools and management tools at your fingertips 
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Trade Department Trade Department Accounting Department * 

Staff – apply Manager – approve 

* in-house or outsource to service provider 

  STEP 1   STEP 2   STEP 3  STEP 4 

Shenyang Beijing Shanghai Shanghai 

Pay Bookkeeping 

Accounting Department * 

Example: Flow chart online approval 

WFOE in Shanghai with offices in Shenyang and Beijing 
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► All important company data on   
     licenses, key persons and      
     officially registered data stored  
     in one place 
 
► Management of corporate  
     governance processes with   
     document handling procedures  
     and varying access rights 

► Tracking of official   
     documents – certificates   
     and licenses; who is in   
     possession of what.   

► Documents’ records of   
     commencement date and  
     expiry date. Notification of     
     when an official document  
     is about to expire. 

Corporate Governance Features 

China Corporate Card: Corporate Data Management and Transparency 
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► Careful strategic planning of the right investment form 

► Define the different roles of GM, directors, LR etc. as precise as possible 

► Set guidelines:  Which actions are to be taken by whom? What needs whose approval? 

► Check whether the AoA, internal guidelines, employment contracts are harmonised 

► Sign termination related documents 

► Define contract signing limits 

► Store chops in a safe place 

► Keep records of chop use & keep them separate 

► Keep all certificates and licenses valid 

► Check with the authorities what is actually registered 

Recommendations for risk management 

Checklist 
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► Established in 1982 in Hong Kong 

► Professional service provider focused on China and Hong Kong 

► More than 80 Chinese and foreign specialists 

► Three China offices strategically located in Hong Kong, Shanghai and   

     Shenzhen 

► High level of local expertise and multicultural experience  

► Proven ability to apply international business understanding to local    

     structures and situations in order to advise clients 

► 29-year history of close coordination with the client leading to 

     long-term relationships 

► Strong support from a large network of partners 

Fiducia Management Consultants 

We have a 29-year track record of serving international clients in China 
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Fiducia Management Consultants 

Integrated Services – Total Solutions in China and Hong Kong – Our 6 Core Services 
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      Pinky Kwan 
 
► Over 30 years of 
     experience in 
     international trading     
     and export  
     commodities business 

 
► Head of Fiducia’s 
     Trade Service 
     department with  
     team members in  
     Hong Kong, Shenzhen     
     & Shanghai 

       Stefan Kracht 
 
► EMBA Degree from 
     Kellogg-HKUST 

 
► Worked as a consultant  
     with Bain & Co. in    
     London and managed  
     a trading company in    
     Shanghai 

 
► Head of Fiducia’s 
     Corporate Consulting 
     department 

       Christina Fung  
 
► Certified CPA (US) with   
     MBA in international      
     business  

 
► More than a decade of 
     experience providing    
     clients with personal and 
     corporate tax services   

 
► Head of Fiducia’s 
     Finance & Accounting 
     department  

Fiducia Management Consultants 

A multinational team with deep relevant China experience 
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Client References 

Over the years, Fiducia has worked with multinational clients from various industries 
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Subscribe to our monthly 
publication on: 

 
www.fiducia-china.com 

China Focus 

Are you interested in our publications on China business and investment? 
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Hong Kong  

 
Tel:     (+852) 2523 2171 
Fax:    (+852) 2810 4494 
Email: info@fiducia-china.com 

Shenzhen 
 
Tel:     (+86) 755 8328 9958 
Fax:    (+86) 755 8328 9959 
Email: info@fiducia-china.com 

Shanghai 
 
Tel:     (+86) 21 6327 9118 
Fax:    (+86) 21 6327 9228  
Email: info@fiducia-china.com 

www.fiducia-china.com 

Our offices 

What is your next move? 
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