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How to Prevent Bad Debt

. IR RIIRE
Reason for bad debt

EIEEEIRES, KESMEITERIIIERINIIKER. BERBRIHER, BLREIRRK
AU EI ki), REIEREIIAKIRK.

In business operation, receivables which cannot be collected timely occur frequently. With
time lapses, the chance of collection on some receivables becomes very little which finally
leads to bad debt.

RIWKRTT AR IS RIRIRERSZ , BIEERRT:

Various reasons which may cause failure in collecting receivables include but not limited to:

1. LS B SERAFEANG S AN,

the buyer encounters fund shortage or gets involved in financial crisis;

2. HELEHEFRERSFERE RSB EBMN,
the buyer rejects to pay due to quality issue in relation to the product or service;

3. ALSEEME=SRESEUTRFMREERE

the term of payment cannot be met due to reasons caused by the buyer or a third party;

4. WLH B EHESEESEEBEL~ REiRSZHKIEK,
the buyer’s project is suspended or cancelled which makes the product/service useless;

5. WLTHNIFFIERLENTS, SEUSFEiEaER (FIanThEEY)
the buyer goes into abnormal operation which leads to financial suspension or paralysis (e.g.
criminal case is involved);
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6. WL BRI,
the buyer refuses to pay in bad faith.

. SOARSLE RUSIER AL IR - T AL P HI R AY5EEE

How to prevent the change of receivables into bad debt — enterprise internal control
system improvement

1. $HEERRI I =N AT BRERAN SR E M SRR

The sales department shall timely trace and monitor the status of receivables

EIRHER IFHEARBREEANWI SRS, —REX T, HEARPAHEESE
IREK, T HIWLA ARG RRERE LS —NEER. mE, ERSERT,
HEARRN SR BIREAEIKEREZRX. Eit, HEARBINIFERN BRI
L,

The sales department and sales guys are usually at the front line and directly deal with the
buyer. Usually, the sales guys know well of the term of payment and they are aware of any
delay in payment. Furthermore, in most cases, the work performance and income of the

sales guys are related to the collection of the sales amount directly. Therefore, they have
good reason to resolve the collection of receivables.

BR, RERNOME, BFUTREZNFE, SEMKKATEEEAREEBRAYTEEM
P

However, according to our observation, the following reasons may probably lower the
chance to resolve the receivables collection at the level of sales guys:

(1) HEARETHPERXRNFTE, EERNEIUERIENEIKR, SEEELRE
BB VE SN D]

due to the need to maintain the client relationship, sales guys may delay to take
effective measure to collect receivables which may miss the best timing to collect;

(2) HEARKBERE LIRNBISHIIREERER, AREEERARERDWERNE (6
R, SEEEEK;
the sales guys fail to timely report to the financial department or management

resulting that the management cannot take necessary action (such as litigation)
which may miss the good timing to collect;

(3) HEARER (FINHEER) SEERRAT,
the change of sales guys (such as leaving) which results in the less efficiency in
tracing and monitoring the receivables.

2. W5SEBI N EHA R A TR
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Regular monitoring and reporting by the financial department

WA ER I mARBMATEREE, Eit, AUEEVSHRINEEREN IR S
RR,

The financial department is responsible for monitoring the receivables. Therefore, it is
necessary to set receivables monitoring system at the financial level.

WRHESRNENITIER, HEARNMISTEMSE JRUERRIKHER. WS ER
BEFOREER.
The sales department shall supply sales amount payment schedule to the financial

department in advance, according to the sales contract. The financial department shall
regularly monitor and report to the management.

ARENBEEEEEEIT R, FATENI FHEXATEREE 6 B BN KRR S TE FiH
NZEEERF.

To timely collect the receivables through legal channel, we suggest any receivables with 6
months delay shall be alerted and go into legal proceedings.

3. BEREIEEIT AGK
To collect receivables through legal channel

BYAHSRET ARETD EFREFR. —RIER TREEGEIAIES AREGNBE
IhtREDALIE,

To collect receivables through legal channel is usually the ultimate way, which shall involve
in-house legal expert or outside lawyers to handle.

. EEEEEI R LTSRN

Several issues in collecting receivables through legal channel

RERFASMPHERD EHGTHIREFR, BXHAAEREHIRGIIENINETERRFE
s

Although litigation/arbitration is the ultimate way to collect receivables, this does not mean
all receivables can be collected successfully through litigation/arbitration.

FEIR, WRIESARTRITRERATREINAHUDRILE, SHEBILHELLXE, &E
IFIAERRK, NELEFRAMTIAIRTBEEE AR,

In particular, if the legal professionals are not able to get involved in handling the dispute
timely, which results in the failure to obtain important evidences, or lack of element for
litigation/arbitration, then the chance of success may become very little.

NEEBE, EWN=SEELITIAHE:
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From the legal perspective, the following aspects shall be noted:

1. IFIRE. RAIRRNENESEEIEFIARNSEER, BE, KA 2 &, —ARMAN
YitEz B, 2017 €10 B 1 BZ/E, WARKEERS 3 &, RURERAGER
FRETE], EEGRERARIFIARTRY;

Statutory period for litigation/arbitration. All receivables collection shall run the risk of
lapse of statutory period for litigation/arbitration. Usually the statutory period for
litigation/arbitration is two years, starting from the due date the receivable should have
been paid. Since October 1, 2017, the statutory period has extended to 3 years. The

enterprise shall note this statutory period otherwise there is no chance to resolve through
legal channel;

2. R, EXREEHWFEFITEIRARTRIRD. (EERRATESTAENLABER
A NRENTERICR., —RIERT, LS EERR EEFEFAKEDE, W
EEHFREEE, WL —SERE (20 EMS SRS ) SR FHRBYIRSIHE R,

Dunning letter. Dunning letter can be used to interrupt and restart the statutory period for
litigation/arbitration. However, dunning letter shall be prepared and sent in written form
and receipt of the letter shall be kept properly. Usually the receipt of such letter by
signing/chopping company stamp by the other party can be good practice. However, if it
is estimated the other party will not cooperate, then the letter shall be sent through first-
class courier (such as EMS or Shunfeng). The logistic record showing the receipt of the
letter shall be kept;

3. IHERE., —RIBER T, ZSARSEITERENNEET. Hl0, RIEVSEINGE, 8
id 6 NARIRWIKRH I TIE [, BRI HHNERLIERER. W EERAT AR TIHE
REFIREFNUETE, LABEARRASFAS{PEIEFPESMEMNL, KIERTFHIER,

Preservation of evidence. In all cases the legal professionals are encouraged to get
involved as early as possible. For instance, any receivables which have been late in
payment for 6 months shall go into the legal proceedings immediately. This is because
at this time point, there is still much room to make evidence preservation and make
remedy if necessary, and enable to have a good position in the coming
litigation/arbitration for a good result;

4. IEEFREPEE. REMBKTR R STIERE, NAZDRENSHTHIATIEE
MR, —BEBTSIUER S AREREISI G (HIRIRSS AT UEIFI) B
EFJREHIIH—EMSEMRIIER, NN ENFASNEER, HTURE (F120
REESITTRATIRE) . LAMEERERLUSHBIRIITRIRTD.

To find a good timing for litigation/arbitration. In case of delay in receivables payment,
the operation and financial status of the buyer shall be closely monitored. As long as
there is any proof the buyer has ability to pay (such as arrival of cash into the buyer’s
bank account), or on the other side, the financial status of the buyer may become worse,
litigation/arbitration proceedings shall start immediately. Property preservation (such as
freezing of the buyer’s bank accounts) shall be done to enable a successful enforcement
after the case wins.
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FXEEREFHBREREXPEZESEINSHNES, FIEFFREEMEERERK
Bil. MENPIXEEHUMRE, BIAER:

This article is published solely for the interest of friends and clients and should not be relied

upon as the legal advice of any kind from us. If you have any questions about this article,
please contact us via:

-

PReEde, FUTEIKA
Erex Chen, Managing Partner
Tel: +86 21 68556511

Email: erexchen@mylinklaw.com
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