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ore than ever, companies in the automotive

industry are operating in a complex and fast-

changing global environment. They are faced
with a sea of new technologies such as new energy vehicles
(NEV) and autonomous vehicles, as well as digital data.
They are constantly trying to adapt to the challenges of
doing business in new markets, comply with multifaceted
and changing regulations, and obtain licences for new
prototypes and technologies under development. At the
same time, companies are trying to avoid costly sanctions
and enforcement actions, and striving to protect market
confidence and public trust by maintaining a reputation for
integrity. Managing the risks of bribery and corruption has

never been more challenging.
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1.1 Introduction to anti-bribery and corruption

‘Corruption’ refers to various types of wrongful acts that intentionally
cause some unfair advantage, and it can take on many forms.
Generally, corruption refers to “the wrongful use of influence to
procure a benefit for the actor or another person, contrary to the duty
or the rights of others,” while ‘bribery’ may be defined as “the offering,
giving, receiving or soliciting of corrupt payments ... to influence an
official act or business decision”’

Bribery patterns can be classified into two categories: i) “‘Official
bribery’ refers to the corruption of a public official to influence an
official act of government,” while ii) “"Commercial bribery’ refers to
the corruption of a private individual to gain a commercial or business
advantage!?

Aggressive global and local enforcement of anti-bribery and
corruption (ABC) laws has increased the frequency of cases, the
severity of the sanctions, and the efforts required by local and
international companies operating in China to stay compliant with
the US Foreign Corrupt Practices Act (FCPA), UK Bribery Act 2010,
Organisation for Economic Co-operation and Development (OECD)
Anti-bribery Convention, and both the Criminal Law and Anti-Unfair
Competition Law of the People’s Republic of China.

1.2 Inherent bribery and corruption risks in the
auto industry

The risks of bribery and corruption are present in any organisation.
Given the specific characteristics of the auto industry, these risks can
be classified into three groups:

» Government interactions: Auto companies often need to deal
with a large number of international suppliers and third-party
representatives, many of which are located in high corruption risk
countries, and/or countries with heavy government control.

1. ‘Fraud Examiners Manual: 2016 International Edition’, Association of Certified Fraud Examiners (ACFE), 2016
2. ‘Fraud Examiners Manual: 2016 International Edition’, Association of Certified Fraud Examiners (ACFE), 2016
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Additionally, the government, state-owned entities, and military and
police forces are key customers for auto companies, as purchasers
of some of the most significant fleet sales. Auto sales to state-related
customers are very competitive, and are susceptible to bribery
violations. The intense competition raises specific bribery risks
related to inappropriate gifts, favours, kickbacks, inflated invoicing,
and payment of travel and entertainment expenses for government
officials. Whenever third-party agents or representatives are used,
the risk of such violations increases as the capacity to supervise their
actions decreases.

» Government regulations: The government controls customs
institutions which are required for international operations.
Customs clearance can be critical to auto component deliveries
and sales contracts. Licences and permits are also controlled
by government, provincial or municipal agencies. In addition to
regular business operation licences, auto companies are also
subject to heavy regulation and licence requirements related to
safety and environmental issues.

Stringent emission and safety norms are playing an increasingly
important role globally. Recently, governments have been focusing
on tighter emission norms to regulate air pollutants from vehicles,
and on promoting green vehicles. Governments have been
conscious of vehicle safety performance standards for a longer
time, as they have required companies to obtain safety approvals
and operating licences.

As auto companies need to ensure customs clearance, and

obtain the different safety and environmental approvals from
governments and state agencies, they are vulnerable to bribery
demands. Again, when third-party agents are used, the bribery risk
increases significantly.

» Joint ventures: Auto companies are often engaged in joint
ventures (JVs) with local and international companies. JVs with
state-owned entities are particularly common, as well as private
ventures in which existing and former government officials have
ownership stakes. Entering into long-term business relationships
with state-owned companies and other companies where
government officials may hold ownership stakes exposes auto
companies to bribery risks.

The corporate structure of the agreed JV, internal policies, and the
regulation of internal and external interactions has become very
important to ensure the compliance of anti-bribery and corruption
requirements.
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The auto industry has always faced significant corruption risks
because of the breadth of its operations. Even in countries where auto
companies do not manufacture vehicles, companies face significant
bribery and corruption risks linked to their relationships with
government-related customers and regulators.

1.3 Developing trends in the auto industry
challenge ABC compliance

The Ministry of Industry and Information Technology, the National
Development and Reform Commission, and the Ministry of Science and
Technology of the People’s Republic of China jointly issued the Medium
to Long-Term Development Plan for the Automotive Industry in April
2017 The plan is regarded as a guideline for the development of the
automotive industry. The key concept of the plan is to improve the image
of Chinese automotive brands and grow these brands, while developing
automotive enterprises which can be internationally competitive.

Automotive products and the way they are produced has changed a

lot, and will continue to change in the future. NEVs, auto lightweight
technology and intelligent networking automobiles are some of the new
trends in the automotive industry. In addition, new commercial factors
such as personalisation, customer experience and social media are also
developing in the industry. The automotive industry and internet are
therefore closely connected.

Meanwhile, competition in the global automotive industry has changed
considerably. China and other developing countries plan to use cost and
market advantages to gain international market share and capital.

In the last few years, the Chinese Government has developed measures
to support NEVs, such as subsidies, favourable tax policies, government
purchases, technological research and development, and re-charging
subsidies, at both the national and local levels. However, recent subsidy
scandals and the nationwide investigation conducted by China authorities
in 2016 revealed that several manufacturers had committed fraud to
obtain the subsidies, resulting in the authorities focusing on the NEV
industry.

One of the most common forms of fraud by manufacturers is overstating
their NEV sales volumes to obtain higher subsidies. Previous subsidy
policies were based on the sales reported by manufacturers, typically
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verified by government entities through the number of vehicle operation
licences issued. Certain companies obtained numerous licences

directly by bribing local vehicle registration authorities, without actually
manufacturing those vehicles, or by producing very poor quality vehicles
using low-cost technology. Some other fraud schemes include the use

of smaller batteries for production vehicles than those used in the test
vehicles during the type-approval process followed by government
agencies (as some subsidies are connected to the battery size).

On 29 December 2016, the Chinese Government announced its decision
to restructure the NEV subsidy policies as of 1 January 2017, introducing
adjustments such as: i) the phase-down of fiscal incentives, ii) tightened
technical requirements, and iii) anti-fraud and enforcement measures.

However, instead of removing the bribery and corruption risks, these
advancements and outlook trends create a challenge for companies

to manage their ABC compliance programmes. This is mainly due to
four principal risk factors: i) more contact with government-related
agencies, as the number of permits, licences and technology tests
needed is growing; ii) more government enforcement measures; iii) more
regulation issues, not only focused on rising safety and environmental
concerns, but also on personal data privacy and social media; and iv)
greater exposure to and compliance requirements for international
agencies and international regulations due to the internationalisation of
Chinese auto companies.

In this context, companies’ ABC compliance programmes in the auto
industry face a real hurdle. A first step should be to run an audit and risk
assessment — although this might be time-consuming and may require
a lot of resources, it will expose a number of major risks. However, the
challenge is to design and implement a global compliance programme,
and keep it updated and effective to protect your company against
bribery and corruption.

1.4 How is your company dealing with bribery
p‘:‘!oi and corruption risks?

Industry best practice behaviours for dealing with bribery and
corruption risks for companies in the auto industry may include the
following:

» Raise awareness of the ABC concerns to all levels of employees; in
particular, senior management needs to commit to ABC practices
and lead by example
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» Perform a complete and tailored bribery and corruption risk
assessment — considering the specifics of your company, such
as location, business partners, target markets, supply chain and
distributors

» Use strict selection procedures for key suppliers, employees
and business partners. The selection procedures should include
background checks and integrity due diligence of suppliers,
business partners and agents. It is also important to perform
constant monitoring to ensure their compliance with ABC laws

» Create, review and maintain updated existing communication
and training programmes to make your employees aware of the
corporate ABC policies and culture

» Perform operational data analysis on an ongoing basis, using data
analytics to detect high-risk transactions, based on previously
defined bribery and corruption scorecards

» Supervise high-risk expenses such as corporate entertainment and
other related expenses, paying special attention to the amount,
context, timing and recipient of the gift or travel and entertainment
expense

» Ensure contracts with agents and suppliers include clauses that
guarantee the observance of the ABC law and give your company
the audit right to review its compliance.

@Q 1.5 How can KPMG help?

KPMG China understands the risks that bribery and corruption present
to global and local organisations. We offer a suite of services related
to helping organisations prevent, detect and respond to bribery and
corruption concerns.

We have developed a proactive ABC methodology that can be tailored
to any organisation. We have also conducted hundreds of cross-border
bribery and corruption investigations, including several within the
auto industry in China, allowing us to gain deep knowledge of global
anti-bribery and corruption laws and regulations, familiarity with local
customs and business practices, and a deep understanding of the auto
industry in China.
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KPMG’s advanced data analytics tools and market-leading
methodologies can help limit exposure to bribery and corruption
before there is any problem. We know how and where to look -
and how to help you migrate from reactive information overload to
proactive, sustainable intelligence.

We help companies by providing prevention measures which

include risk assessments, the evaluation of programme controls

and governance structures, third-party screening and acquisition

due diligence, and training programmes in a variety of formats. Our
detection measures include ongoing review of third-party business
partners, compliance reviews, anti-bribery and corruption, information
technology (IT) governance systems advice, and the design and
implementation of employee and business partner reporting systems.
Our response measures include conducting inquiries to vet the
authenticity of allegations, conducting cross-border investigations
related to allegations of violations, and developing remediation
strategies to strengthen ABC programmes and controls.
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1ERAKREME

HBE4RES : 518001

Tel BB3F : +86 (755) 2547 1000
Fax £ & : +86 (755) 8266 8930

Hong Kong SAR and Macau SAR FH#E1Fa1TEIX AR MFR1THEX

No.3 Danling Street

Beijing 100080, China
PEIERAEEIS
REEFAEBECRCIE
HREIZRES : 100080

Tel EBiE : +86 (10) 5875 2555
Fax f£E : +86 (10) 5875 2558

Foshan f#LL

8th Floor, One AlA Financial Center
1 East Denghu Road

Foshan 528200, China

REFHLIT RIS
EHERAL—ESR

BB B 4RES : 528200

Tel BBi& : +86 (757) 8163 0163
Fax f&H& : +86 (757) 8163 0168

Hangzhou #i/M
12th Floor, Building A

Ping An Finance Centre, 280 Minxin Road

Hangzhou, 310016, China
FREHNEROEE2805

TR OANELE
HRELZRES - 310016

Tel BB3E : +86 (571) 2803 8000
Fax f£HE : +86 (571) 2803 8111

Shanghai &

50th Floor, Plaza 66

1266 Nanjing West Road
Shanghai 200040, China

FE LB EARK1266S
1EFEI37508%

HBEL4RES : 200040

Tel EBiE : +86 (21) 2212 2888
Fax f€& : +86 (21) 6288 1889

Tianjin X2

Unit 06, 40th Floor, Office Tower

Tianjin World Financial Center

2 Dagu North Road

Tianjin 300020, China

FREXZEAGILR2S
RBRFIKERL A

BB EFHA0F068 T

HREL4mAS : 300020

Tel BB3E : +86 (22) 2329 6238

Fax f£H : +86 (22) 2329 6233

No. 1, Section 3 Hongxing Road
Chengdu, 610021, China

HE RO ERIEZLS
EfrERP OIS AT
HREL4RAS : 610021

Tel B83E : +86 (28) 8673 3888
Fax fXH : +86 (28) 8673 3838

Fuzhou @M
Unit 1203A, 12th Floor

Sino International Plaza, 137 Wusi Road

Fuzhou 350003, China
FEFMNAEMEKIITS

SR 1H1281203A8 5T

BB EL4mAS: 350003

Tel BBiE : +86 (591) 8833 1000
Fax f5E : +86 (591) 8833 1188

Nanjing @@=

46th Floor, Zhujiang No.1 Plaza
1 Zhujiang Road

Nanjing 210008, China
FEREREKIRLS

BI1S KEA6HE

HRELZRAS : 210008

Tel BBi& : +86 (25) 8691 2888
Fax f£& : +86 (25) 8691 2828

Shenyang JFH

19th Floor, Tower A, Fortune Plaza
61 Beizhan Road

Shenyang 110013, China
FRELRAICIEER61S

W EFOAELIE

HBE4mES : 110013

Tel BiE : +86 (24) 3128 3888
Fax f¥& : +86 (24) 3128 3899

Xiamen [E|7]

12th Floor, International Plaza
8 Lujiang Road

Xiamen 361001, China
hEETETESS
EPRBITAE 128

HBE4RES : 361001

Tel BBiE : +86 (592) 2150 888
Fax f£& : +86 (592) 2150 999

Hong Kong &#

8th Floor, Prince's Building
10 Chater Road

Central, Hong Kong
ERPIFEITEIS
KFKRESE

23rd Floor, Hysan Place
500 Hennessy Road
Causeway Bay, Hong Kong
EBHETLHEIFES00S
HIE 17238

Tel BBiE : +852 2522 6022
Fax fE : +852 2845 2588

kpmg.com/cn

Macau ;&|7]

24th Floor, B&C, Bank of China Building

Avenida Doutor Mario Soares
Macau
BAITALEF ST K
FPERITARE24EBCE

Tel EBi& : +853 2878 1092
Fax f£& : +853 2878 1096



