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1.INTRODUCTION

China is one of the fastest growing economies watte of the largest area and
population in the world. When China’'s economy sthtb develop dramatically and the
consuming capacity of Chinese consumers incredsegign companies began to seek
opportunities to cooperate with China. Chineserentes also started to be interested
in importing foreign advanced technology. There eyeé a lot of joint venture

companies, agents or distributors of foreign conmgsaim China. Especially, Finland

which is a developed country with high technology,China’s economic development
and international cultural exchange, makes Chinasiepreneurs more and more

interested.

How to be an importer has always been one of thst popular topics in China. The
Author of this thesis would like to describe oneehow a Chinese company applied to

be a distributor of a Finnish forest company.

In China and especially in South West of China, ymede forest is on the top of the
world. For example in Guangxi Province, foressyone of the mainstay industries.
During China’s five thousand year history, it h&dsays harvested trees by man power.
In recent years, China’s economic boom has meaait libth domestic and foreign
companies have had an increased demand of wotkass,recruitment difficulties have
started to appear. Meanwhile, the demand for timhbereased rapidly. The wood
industry is also suffering from the increasing hagists and pressure to increase prices.
However, in China forest harvesting machines wexeenused, except by some foreign

companies.

China Qingdao Tongrun Weiye Trading Limited Compdhgreafter be shorted as
Qingdao Tongrun) started to notice the demand &wvdsting machines in China and
was interested to apply to be an agency or digoibof Finland AFM-Forest Ltd
Company (hereafter be shorted as AFM-Forest).
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1.1 Background

Mr. Liu Dianzeng,the director of the Qingdao Tongrun visited Finland2009. That
was the first time he saw a real wood harvestemimac That kind of machine was not
common in China and he realized that he needed audlachine, because his wood
factory should harvest thousands of trees every yeathe labor costs rose rapidly and
there were less and less hard working people dlajlé was always a tough problem
to organize enough workers for harvesting the teeebsthe labor costs was quite close
to the cost of a harvester head machine. That'sréhson he thought the harvester
machine would have a market potential in China. ¢disipany would like to import a
forest head machine and he applied to be a distriltor agent of the Finnish harvester

Machine Company in China.

As he didn't speak English, the Author took paralhbusiness negotiations. Through
this business, the Author got a strong intereshiernational trade, so she decided to
study this topic. This thesis has been written Wit permission of the Director of

Qingdao Tongrun.

1.2 Research Aim

The purpose of this thesis is to describe the m&tim process between a Finnish and
Chinese company for a dealership in China and coenpad discuss the negotiated

agreement with the ICC model contract.

The author would like to try to find out whethem@dao Tongrun can have a successful

business as a distributor of AFM-Forest in China?



1.3 Thesis Structure

There are six parts constituted this thesis:

1. Introduction : it has described the background and motivatiesearch aim, research
method, scope limitation of the thesis and thdsigtire to provide a general picture.
2. China forest situation is very important for the forest machine busindssan
indicate the direction of the business development.

3. Theoretical framework provides the theory foundation for analysis thkofwing
forest business process, including export chanmgkrnational negotiation, and
international trade contract.

4. Company analysis sectioraccording to the theoretical framework to desctite
process of the corporation of the two companies.

5. The harvest head businessbackground of the business and the corporation
situation.

6. Discussion about the whole process that how Qingdao Tongmpulied to be a

distributor of AFM-Forest. And provide suggestiam the further research.

1.4 Scope and Limitations of this Thesis

The Author limited the scope on the initial stageite harvest head machine business of
Qingdao Tongrun and AFM-Forest. Described how tgotiate and sign a dealer

agreement. The running of the business is not ithestr

1.5 Research Methods

There are two kinds of research methods that haah lagplied in this thesis. The
primary method is mainly interview (face to facgephone and email). The Author has
interviewed many times Mr. Liu Dianzeng (Directdr@ngdao Tongrun, the Marketing

manager of Finland AFM-Forest and three times whh Marketing director of China



Ponsse. The purpose is to find out the situatioth@fforest machine business in China

and in each company.

The secondary methods are mainly from collecting amalyzing data from electronic
sources (internet source) and bibliographic (newsmaand library books, etc) to find
out China forest situation and to provide the th&oal support for choosing export

channel, negotiation and contract.

2. CHINA FOREST SITUATION

Is it smart to buy a huge and expensive forestdstev machine? What if there is no
more forest to be cut in China? Yes, it is trud tha overall forest area in the world is
decreasing and people shouldn’t cut too much w&ed.there may be good solutions
that can solve the conflict between the environsiemtd the economic demands for
example in China people plant man-made forestsnibadls to be cut after certain years

according to the economic requirement of the forest

2.1 China forest recourse

The China forest cover was about 5 percent of tblead forest cover in the year 2005.
The forest has been growing for years. For exanpline year 2003 the forest cover in

China was about 18.21%but in the year 2009 it had grown to 20.61%.
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Figure 1: Forest cover in 2005.

(Source: mongabay, 2007)

2.1.1 China’s man-made forests

China’s man-made forest is the biggest in the wadldina's forest coverage reached
20.36 percent and the forested area reached 1% miiectares by the end of year
2008.

The China State Forestry Administration (SFA) ammad on 2% Feb 2009, by the
Director Jia Zhibang at a news conference in BgijiftMan-made forest saw a net
increase to 8.43 million hectares from 2004 to 20®&over an area of 62 million
hectares, more than in any other country in thddyaiccording to a survey released at

the conferencé€. (China economic review, 2009)

2.1.2 Forest distribution map of China

The following map is forest cover of China accogdio FRA 2000. In this map, there

were quite large forests in the North East and ISpatts of China.
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1. China

2. Democratic
People’s Republic
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3. Japan

4. Republic of Korea

5. Qingdaoc, Shandong
prowvince

R y 4 h
Forest cover according to FE.A 2000 Map of the World’s Forests 2000
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Figure 2: Forest cover according to FRA 2000 MathefWorld’'s Forests 2000
(Food and Agriculture Organization, 2000)

The following table shows the regional distributi@inforest resources about year 2000.
It shows that most of the plantation forests beémhtp people collective or the State.
Most of the forests were located in the Southerg. (8outh Collective Forest Region

and Sichuan, Yunnan, etc) and north eastern (Hgjikomg, Inner Mongolia, Jilin).

Table 1: Regional distribution of forest resources {million m® and million ha)

: } | All forests | Natural forests | Plantation forestsi
Forest regions No. of provinces
|Are-.] | Volume | Area | Volume | Area | Volume
[South Callective Forest Reginn™ [ 10| 3340 1779 31.43] 1396 5440 52 05
[Tibet [ 1] 2es[ 1242 381 1382 oonz| 00001
[Dther 10 provinces with little farest™ [ I Er 365 364] 243  1872] 13.99
[State Forest Region™ [ 9[4233] Es14] s312[ mIF3[ Z6ES| 33 96
[Heilangjiang, inner Mangolia, Sitin [ 3] zaes| 3152 3203] 3302[  11.06| 1807
[Sichuan, Yunnan [ 21704 zrov| 974 2805  1085| 1043
[Other provinces [ 4] aa3 75| 7.35] 7 76| 497 582

Source: SFEA (2000a)
* Anhui, Fujian, Guangdong, Guangxi, Guizhou, Hainan, Hubei, Hunan, Jiangxi and Zhejiang.
** Beijing, Hebei, Henan, Jiangsu, Liaoning, Mingxia, Shandong, Shanghai, Shanxi and Tianjin.

* Inner Mongolia, Jilin, Heilongjiang in Mortheast China; Yunnan and Sichuan in Southwest;, Sha'anxi, Gansu, Qinghai and Xinjiang in
Morthwest.

Figure 3: Regional Distribution of forest resource

(Food and Agriculture Organization, 2000)

The available forest for harvesting was mainly frptantation forests. Planted forests
are generally defined according to the extent aidw intervention in the forest's
establishment and/or management, which depends)ame extent, on the purpose of
growing the forest. (Food and Agriculture Organat 2000)
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Of course, it is not easy to exactly know how mtarests were allowed to be harvested
in China. If the total plantation forests was 1&®.9million m’ (calculated from the
above table), then, plantation forests of Shand@myince was about 1% of all China
plantation forests. Compared with the southernstsieShandong province indeed does
not possess a lot of forest for large-scale fanastesting. Meanwhile, the warm, sunny
and humid climate of the southern China could assees to grow rapidly. For these
reasons, in the Southern, the demand of harveshineashould be much more than

Northern.

2.1.3 The policy of harvesting forest trees in Chin  a

All the forest provisions in China were accordirmythe Forest Law of the Peoples

Republic of China which was amended in the yeaB199

According to the forest harvesting part from Foreawv of the Peoples Republic of
China, “The State strictly controls the annual rateorest harvesting in accordance
with the principle that the rate of consumptionlasver than the rate of growth”,
“Anyone who intends to harvest timber must apply #harvesting permit and the
harvesting must be carried out pursuant to the ipians of the permit’, the
organizations and individuals who were planninghtrvest forests, the harvesting
permits shall be issued, “upon examination andfieation”. (The Central People’s

Government of the People’s Republic of China, 2005)

The limitation on harvesting trees is on the puepds protect the forests and
environmental balance in China. Big companies ltlaae money to purchase a harvest
machine usually have their own plantation or thayehgood financial foundations. If
they have the requested documents, because theyigampanies, they are more

trustful, better replanting forests plan, could payugh deposits and no big legal
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problems and so on, there shouldn’t be difficulgéb the cutting license. In conclusion,
there are many limitations for harvesting the ftges China, but actually, harvesting is

still done quite freely.

2.1.4 Get a harvesting license in China

In the Article 32 of the forest law of People’s Repic of China, ‘anyone who intends
to harvest timber must apply for a harvesting pémanid the harvesting must be carried

out pursuant to the provisions of the pefmit

The processes of applying the license in differarda of China were different,
according to the different economic level, concreteironment condition, and local
government plan, and so on. Let’s take Qingdaon&reg province for example.When

the diameter at the breast height is over 5cm yamph cutting license is obligatory.

2.1.5 Conclusion

China forest cover is on the top five in the wottds still growing year by year as same
as the China’s man-made forest which coveragesis ah the top of the world. The
forest resources mainly existed in the South andhNBast of China. Timber forest is
the main resource of the wood industry. Accordimghie Chinese forest law, getting a
harvesting license is necessary, although sombeoptocesses are required. In China,

wood harvesting is still done quite freely.

2.2 Demand of harvest machine

2.2.1 China needs the harvest machine

As a result of the development of the Chinese $p@ed economy, the demand of



forest harvesting machines has become increasaiglypus. The following reasons are

based on Director of Qingdao Tongrun’s practicalsoning to show why China need

harvest machines.

*

The salary costs are growing rapidly. They havebten in five years. The
salary has grown from 1000 RMB/Month in the year020to 2000
RMB/Month in the year 2010 (1IRMB=0.109EURO year @01Although it
was still much lower than in developed countriég, trend shows that the cost
of the machines will be lower than the costs oblah the near future.
Recruitment is difficult. Many kinds of companiege ehiring employees in
China. For example, some foreign companies like BNkhd ADIDAS. Their
factories were moved to China for cheaper laboraméile, many Chinese
companies have been established since the year Bé08use of the financial
crisis, the Chinese Government started to expanshedtc demand and
encouraged people to set up their own businessksveying taxes.

Motivation. Another truth is that nowadays mosttioé young people are the
only child in their families (one child policy cad out in the year 1982).
Quite many of them are not as hard working as therogeneration. They
prefer working in a warm and comfortable room thanthe cold and wet
forest.

Because of the harvest law in China, the harvesies in North became
seasonal work, which means they could only havekvirom October to April
(North of China). Thus, workers have to find otj@ys during the rest of the

year.

Take Qingdao Tongrun’s year 2009 and 2010 hangestist for a comparison.

Without Machine With Machine
Period 10.2008-----4.2009 10.2010---4.2011
Forest Area(Mu*) 10 000 10 000
Trees/ Mu 50 50
Total Trees 500 000 500 000
Available Wood per Tree +0.1%Tree +0.1 nYTree
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Available Wood in totatf®) 50 000 50 000

Cost(RMB)/m® 50 35 (Labor: 20 + Fuel: 15)

Total Cost( RMB) 2 500 000 1 750 000

The machine depreciation, repairing 80 000

Total saved expense by machine 2 500 000-1 75@0am0= 670 000

Expense of Whole machine(RMB) 700 000( head mag¢hi®®0 000(almost max. price of
Excavator)
=1 600 000

* 1Mu=666.67 m’
Table 1: The cost comparison of Qingdao Tongruyesr 2009 and 2010

The purpose of this comparison is to assist tocetei clearly why a machine is a better
choice than using labor. According to the Chinesedt law, the harvesting period in
year is from October to April in North of China wkeQingdao Tongrun located
(Northern). The harvest period is about half a.y&€hey needed to harvest about 10 000
Mu forest per year. The number of trees is abo0t B0, because of 50 trees per Mu.
The available wood (useful parts) per tree was flfol nf. Therefore, the total
available wood was about 50 000.rm the year 2009 without a machine, the cost of
labor was about 50 RMB for harvesting fwwood. Thus, the total cost was about 2 500
000 (RMB). But with a machine in the year 2010, ldtgor was about 20 RMB (mainly
for carrying the harvested wood to the truck) aBdRMB for fuel. The cost per hwas
about 35 RMB. Therefore, the total cost was abor®@ 000 RMB. If the machine can
be used for twenty years, then the depreciatiotn@fmachine would be 80 000 RMB.
Therefore, the machine can save costs about 67@RMB (Total cost of 2009 {2 500
OOORMB} minus total cost of 2010 {1 750 000 RMB}dtake off the depreciation of
the machines 80 000). It is close to half pricevad parts of the machines (800 000
RMB). The excavator was the best and most expemsxtefor this head machine. But
if somebody bought a second hand machine, thevatisinuch cheaper. Or even, the

depreciation could be longer than twenty years.

It is true that the calculation is conservative.d0firse, it is not so easy to calculate the

exact result. But in general, it can be found tat for northern China (whose harvest



period is about 7 months), it would take about 2rgeto recover the cost. But in
southern China, where trees can be harvested allgm®und, the cost is recovered in
about one year. Even if the calculation is not \exgct, it couldn’t take a long period to

recover the costs.

2.2.2 Whether there is any wood harvest machine in China

The Author has searched from internet and callexl @eneral Administration of
Customs of P.R.C.According to them there isn’'t aace HS code for these products.
The Author had also interviewed the Managing Dwectf China Ponsse in May 2010.
He told that there were only some of the Ponssehmas working in China for the
Finnish paper company Stora Enso. Stora Enso Coyripmthbought the machines from
Ponsse. And Ponsse was in charge of the harvedtiaging and service of the
machines. And he said they have sold three machinesme Chinese companies. But
the machines were working in Russia and never editand worked in China. They had
never sold any machine directly to the Chinese etaykt. He told that there was not
any other brand of harvest machine yet in the Ganenarket. That's why if
AFM-Forest could sale their harvest head machin@ibgdao Tongrun. It would be the

first one sell to China and Chinese. It will havgtdrical meaning.

2.2.3 What kind of harvest machine is needed in Chi na

The purchasing power in China is not as strongvdsuropean countries. Compared to
purchasing a whole harvesting machine, it wouldrueh cheaper and useful to buy a
harvest head and use it with an excavator as a faskine. When people need to
harvest trees, put the harvest head on. If they needig a hole, exchange to an
excavator head. In northern China, there are laastave limited the harvesting period.
From October to May one is allowed to harvest trafter getting the Government

permission. From a convenience aspect, definitely,an intelligent idea to purchase a
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harvest head instead of a whole harvest machine.

The Author had a survey from 15 planted forestSlandong province in five cities
(including Qingdao, Yantai, Rizhao, Weihai, linyiyaying that the average tree
situations are:

Diameter of a cross-section of a tree is from £20 0 £50 CM. (z20 CM to 30CM is
conmon. 50CM is unusual). The perimeter of trebraast height is from +60 CM to
+80CM. The main tree species is Poplar. The digtdmetween trees is about 3 M

(Width) *4 M (Length).

Therefore, the smallest harvest machine is suit@blthe Shandong Province and other
places in China. For example, in all AFM-Forest maes, the smallest Harvest Head is
45L: “The AFM 45 L is suitable for both softwooddahardwood operations. The AFM

45 L is suitable for small and mid-size forest maek and light excavator bases.”

AFM 45 L Technical Specifications

Felling and culting Delimbxing

felling diarmmeater, rmax S50 cm delimbing knives 3
crosscutting diameter, max a0 crm fixed delimbing knives 1

cross cutter type chain saw miovabkle delimbing knives o

Ssawey output 45 Ky delimbing diarmeter 4-35 cm
chain speead A0 s proprotional delimbing pressure adjustmeant
chain pitch A04an

sawe bar lendth, max G crm

sawe chain tensioning automatic

chain oil tank volume (=]

Feeading Hydr aulic system

feeding svsterm: 4 motors and 2 rollers valve tvpe L=
feeding force 18-22 ki max pressura 320 bar
feeding speaed 0-5.5 misec

DHnensions Recommended base machine

max it knives opening 420 mm weaight g8-14 tons
max rollers apening S00 mim engine output B0 ko
max back knives opening - rmir ail fow 120 Ifmin
rra weidth 1100 o bvpe forest machine or
lenght S90 mm excavatar
height of the frame 200 rmirm

weight, incl rotataor TEO kg

Figure 4: AFM 45L Technical Specifications
(AFM-Forest Company, 2011)

It is true that the smaller machine is cheaper. Mlag felling diameter of AFM 45L is

50 cm and in China most of the forest trees are te=@n this. It was uncommon to see
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trees thicker than 50 cm in the planted forests¢lwhy the machines likes AFM 45L

should be most suitable for a large area of China.

3. THEORETICAL FRAMWORK

3.1 Choice of export channel

3.1.1 Direct export

Direct exporting occurs when a manufacturer or edgpcells directly to an importer or
buyer located in a foreign market area. A manufactaan export directly to a buyer
domiciled in a foreign market in many different sayGerald Albaum, Edwin Duerr

and Jesper Strandskov, 2005, p.295)

3.1.1.1 Foreign-based distributors and agents/repre  sentatives

This method of exporting is distinguished from timethod of indirect export using
similar type (in terms of operation characterigtiostermediaries than when direct
export is being conducted, the distributor or agentforeign based. The terms
‘distributor’ and ‘agent’ are often used synonymgushis is unfortunate because there

are distinct differences between them. (Gerald &tba2005, p.303)

A distributor is described as a Company that pwsebaroducts from a supplier firm,
takes the title, and assumes the trading risk.iffgelin its own name offers the
opportunity to reap grater profits than does actisgn agent. (Michael R. Czinkota and

llkka A. Ronkainen, 2001, p287)

Advantages of a distributor
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* Manufacturer can supervise the market by the regdrte distributors.

* Manufacturer can reduce the receivables and dexthascapital cycling risk.

* Manufacturer can maximally decrease non-performasggts.

* It can cut down the manufacturer’s marketing expens

Disadvantage with distributor

* It could slower the marketing occupation rate.

* Because of the distributor is the owner of the potsl if they did not make a
good deal with each other, the company’s prinaipés/ not be carried out well.

» After the distributors have sold in certain scaleey might have higher
requirements.

(Tianwan Lawyer Company’s official website, 2008)

The agent is described asThe Principal and the agent sign an agency agnetermiee
principal authorize agent can trade or deal witltane services or issues with third
parties on the behalf of principal in a certaingaifsuch as contracts or others, etc.) in a

certain region.

Let's analyze the characters of agent system
e Sales agents are independent corporate bodies.
* Only have sales agents right, they do not havewrership of the commodity.
» Sales agents by the will of Principals act withie timits of authorities.
* The principal should bear the legal responsibdityheir agent’s actions.
» The income of sales agents is the Commission buteqrice differentials.

(Tianwan Lawyer Company’s official website, 2008)

From the theory definition there are three diffeenbetween agency and distributor:

1. The distributor system is buyer-seller relatitops But the agency is an agent
relationship.

2. The distributors operate marketing sale in thein name, but the agency in the name
of the principal. And they sign sales contract.
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3. The income of distributors is the price differxenAgency gets the commission.

(Tianwan Lawyer Company’s official website, 2008)

But it could be seen that the distributor systergased for the manufactures. From the
manufacturer’s angle, distributor mains that they ¢ransfer the products risk from
themselves to the distributors. Distributors pusehthe products from them. But in the
agent system, the manufacturers need to hire pewgie a place, purchase the office
equipment and set up an office in a far placetligjrs costs more. Secondly, it is hard
to manage an organization from a far distance. Mae they do not know well the

local markets and culture. Of course, a manufacpnefers distributorship.

Root (1994, pp.85-92) has suggested that seleetifggeign distributor or agent is a
four-phase process, as follows: Drawing up a profiList 1); Locating prospects;

Evaluating prospects; Choosing the distributorgerda.

There are some elements in the profile of potedigttibutor or agent:

* Overall experience in the market
» Market area(s) covered
* Products handled
* Size of company
» Experience with exporter’s product line
» Sales organization and quality of sales force
* Willingness and ability to carry inventories
» Capability to provide after-sales service (if nedde
» Experience with, and knowledge of, promotion teghes
* Reputation with customers
* Financial strength and credit rating
* Relations with local government:
* Language known
* Willingness to cooperate with exporter
List 1: Elements in profile of potential distributor agent

(Gerald Albaum, 2005, p.304)

Relatively recent research indicates that commitraed financial strength are the two
most important criteria in the foreign distributiselection process. (Gerald Albaum,
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2005, p.304)

3.2 International trade Negotiation

“In business you do not get what you deserve, yeiundpat you negotiated. ---Chester L.
Karras” Negotiation is a process by which two orrenparties reach agreement on

matters of common interest. (Claude Cellich andh@sh C. Jain, 2004, p.1)

3.2.1 Prepare to Negotiation

There is a Chinese idiom: “To know the enemy andvkryourself, you can fight a
hundred battles with no danger of defeat.” Befareeng into any negotiation, people
need to know about the opponent, the market stinatind themselves as much as

possible before face to face meetings.

1) Analyze one’s Position
Goals

Negotiators should clearly define their goals. Ti@iquires stating all of the goals they
wish to achieve in the negotiation, prioritizingetgoals, identifying potential multi-goal
packages, and evaluating the possible trade-offengnthem.(Claude Cellich and

Subhash C. Jain, 2004, p.55)

2) Determine the other party’s Position
To determine the other party’s position is as inguur as the first part. It needs to

research all kinds of the ways, to know as muclp@ssible, such as from resident

buying office, other buyers or some government miggions and so on.

Usually, a negotiator attempts to obtain the follmpinformation about the other party:
Current resources (including financial stabilitijterests and needs, Goals, Reputation
and negotiation style, Alternatives, Authority tegotiate, Strategy and tactics

(Claude Cellich and Subhash C. Jain, 2004, p.57)
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3.2.2 Set the Stage for Negotiation

In the skillful negotiator’s eyes, the other sideple are not the enemy, but the people
who hope the business arrives at a positive outcdlagotiators should always prepare

to change according to the changes of the peopl¢hencircumstances.

Build Rapport
In China, all the business people know how impdrtha rapport is. Of course, not all

the countries treat rapport as important as Chinanegotiators know that establishing

an open, warm atmosphere will help immeasurablywget to tough issues.

3.2.3 Developing a Negotiation Strategy

Skillful negotiators know that in a successful ngggmn, “win-win”, no one lose, is the
best result. A negotiator should prepare strateggesrding to the company’s goals, the
other party’s goals and position, competitor’s aiiton and other related information.

(According to Claude Cellich and Subhash C. Jd042p.67)

1) Negotiation Tactics
Negotiating individuals should be aware of theijeglives before selecting tactics for
negotiations. Negotiator need to understand thiediaf their own power, and recognize

the limits of the other party’s power.

Here comes some of the more commonly used neguwtitdctics:

The Take It or Leave It Tactic is used when there is a deadlock or no time
Limited Authority Tactic: authorized to pay up to X euro

But You Can Do a Little Better Tactic: do a little bitter to finalize the deal.

But | Can’t Make up My Mind Tactic

Facts and Data Tacticis overwhelming can also help to get the outcomes.

What If Tactic uses questions likeWhat if | paid in 10 days instead of 30 days?”
Time-pressure Tacticsare also commonly used.

NogakawbdpE
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A person entering negotiations should concentratéaotics and only use compromise
at the end. Being prepared to negotiate and takueginitiative are important for

leverage during negotiation. (Richard Clodfelt&93, p.280)

2) Negotiation Checklist

Before entering negotiation, make a list of ar@aguide the negotiations. Some of the
more important ones include: Price, Discounts, 3pantation terms, Allowances,
Return privileges, Exclusives, Off-prices, Speafion buying, private brands,

Promotions, Delivery. (Richard Clodfelter, 199380)

With this list, it seems a guide to lead peopler¢alize the objective during the
negotiation. When preparing the negotiation, figdout how much is the minimum and
maximum amount that can be accepted and given ugnd the negotiation, trying

one’s best to reach the set objective.

3.2.4 Outcomes of Negotiations

Negotiator should understand the situation. Sufgkesggotiations are not just some
concessions, who win more benefits, how good tletice are, but a “Win-Win”

situation and long-term business relationship.

The outcomes of negotiations will result by signegontract on paper. it should be
equal and mutually beneficial to both sides andukhgorovide the rights and
obligations of both parties. “Understanding, acaapé, respect, trust, and a lasting
business relationship will be the outcome of susftgésnegotiations.” (Richard

Clodfelter, 1993)



3.3 ICC Model Distributorship Contract (Sole

Importer-Distributor)

In the following section the structure of the ICCodi&l Distributorship Contract is
described. The structure is:

Article 1: Territory and Product

Article 2: Good faith and fair dealing

Article 3: Distributor’s functions

Article 4: Undertaking not to compete

Article 5: Sales organization

Article 6: Advertising and Fairs

Article 7: Conditions of supply Prices

Article 8: Sales Targets-Guaranteed Minimum Target

Article 9: Sub distributors or agents

Article 10: Supplier to be kept informed

Article 11: Resale prices

Article 12: Sales outside the Territory

Article 13: Supplier’s trademarks and symbols

Article 14: Stock of Products and spare parts- Adtdes service

Article 15: Sole distributorship

Article 16: Direct sales

Article 17: Distributor to be kept informed

Article 18: Term of the Contract

Article 19: Earlier termination

Article 20: Indemnity in case of termination
Article 21: Return of documents and products irtlsto

Article 22: Arbitration —Applicable law

Article 23: Automatic inclusion under the preseanhiract
Article 24: Previous agreements- Modifications- INyH Assignment

Article 25: Authentic text
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ANNEX I: Products and territory (Article 1.1)

ANNEX II: Commission on direct sales

Annex llI: Products and suppliers represented by the distribut
Annex IV: Names of existing customers (Article 5.2)

Annex V: Advertising, fairs and exhibitions (Article 6)

Annex VI: Conditions of Sale-Discounts (Article 7)

Annex VII: Guaranteed Minimum Target (Article 8.3.)

Annex VIII: Stock of Products and spare parts (&etil4.1.)
Annex IX: After-sales service, repairs and warraffticle 14.2.)
Annex X: Change of control, ownership and/or Mamaget in the
distributor [COMPANY] (Article 19.5.)

Annex XI: Indemnity in case of termination (Artick®B)

All'in all, The ICC Model Distributorship Contrat®ole Importer-Distributor) provides
the comprehensive information and introduction &phpeople to understand and
improve their distributorship contracts in the migtional trade (the detail of the
contract model can be found out from the Appendid)e Author will apply this
contract model to compare with the contract sigbetiveen China Qingdao Tongrun
Ltd. Co and Finland AFM-Forest Ltd. to find out thgreed parts and the terms which

expect to be modified.

3.4 Conclusion

Choosing a suitable export channel is very importtfie company's business strategy.
The agent merely markets the supplier’s produ@ayihg the sales contract to be
concluded directly between the Supplier and thed@uers. The agents get a percentage
commission as the income. The distributors purchfas@roducts and then re-sell in his

territory. The income is from the price differendgegotiation is very important in all



the business life. Preparing beforehand, analyeivg and the other party’s position
should be done in advance. The Next step shoulseti;ng up the stage by building
rapport, asking questions, listening and watchdeyeloping negotiation strategy and
try to realize the negotiation list. The successfuicome should be to sign a win-win
contract building up trust and a lasting businesktionship. The ICC Model

Distributorship Contract (Sole Importer-Distributoprovides an innovative and

comprehensive introduction to international traddistributorship.

4. THE HARVEST HEAD MACHINE BUSINESS

4.1 The Target Customers

Due to the big expense of the harvest machine, mgror small forest owners is not
very cost effective. Therefore, the best approachlavbe to work for bigger companies
who own large forests. In addition, some machimesilggy companies are also potential

customers as they are harvesting forests for tusitomers.

4.2 Competitor

As it has been mentioned previously, Ponsse hathistmoment some machines
working in China. AFM-Forest and Ponsse have beampetitors for long time around
the world. Almost in all the AFM-Forest target cties there have also been Ponsse’s

branches.

Ponsse was established by forest machine entrepré&meari Vidgrén in 1970. Ponsse
has its headquarter in Vierema, Finland. The coryipashares were quoted on the

NASDAQ OMX Nordic List. The group operates in apgroately 40 countries and has

26



about 15 subsidiaries around the world. {Ponsse fiamy (2011)Ponsse Group

Ponsse has a lot of products, for example, hamgsterwarders machines, dual
machines (harvester and forwarder together), htewvbgads, cranes and loaders and so
on. The net sale for year 2007 was 310 million @88 million in year 2008 and 146
million euro in year 2009. Ponsse is one of thegésy forest machine companies in

Finland. {Ponsse Company (2018ynual report}

In 2007, Ponsse established a subsidiary in Clorassist global paper, packaging and
forest Products Company like Stora Enso in creaih@rvesting and transporting wood

with an annual delivery capacity of three milliawbc meters of eucalyptus.

After many years competing with Ponsse, the Marmpglirector of AFM-Forest
Marketing Director had much confidence and expeeeand he felt that he knew his
competitors well. He knew what his advantages vesict what Ponsse’s disadvantages
were. For example, AFM-Forest is good at head nmashiTheir head machines are
designed for many kinds of excavators, tractor sindlar base machines. But Ponsse’s
head machines were designed for their own base ineschOf course, they could also
sell the head machines to some excavators, butkey not as good as with their own
base machines. Thus, Ponsse would like to sellevhatvester machines and not only

the head machines. To sale the whole harvestére imain purpose.

Another thing is that Ponsse is a big company coetpdao AFM-Forest, but the
disadvantages of big companies cannot be ignoreld that it takes a long time to make

decisions when quick changes are needed.
The Marketing Director believes that there shouldr@ big problems because of the
competition. If Ponsse have some market strate@iEd)-Forest could have reversely

countermeasures.
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4.3 Company descriptions

4.3.1 China Qingdao Tongrun Trading Ltd. Co.

1) Description
Mr. Liu Dianzeng owns the Qingdao Tongrun, the @htu You Wood Factory and Fu

You Li Company in Qingdao, Shandong Province, China

The Wood factory was established in year 2005. fabtory covers the area of 15,500
m’, the workshop area is 60@°. It would be a good place to install machinerg an
train persons. Turnover is about 300,000 RMB-500,RMB per year and there are 26
permanent workers. In the busy time, the need asiaP00 to 300 persons. In the year
2010, there is still a need to harvest at leasi@Direes and almost every year the same
amount must be harvested. The main businesses a@\est trees, to produce board,

to provide wood materials to some factories aneémtélated wood business.

Fu You Li Company was established in 1998. It maimholesales and resells kitchen

furniture and appliances. It is also a distribidbmany kitchen products brands.

Qingdao is the second biggest ports in China aadséventh biggest in the world and
locates in Shandong province. Shandong is the gedensely populated province and
the biggest agriculture province in China. It metret most of the Chinese are fed by
Shandong. Qingdao is the most developed and riotigstin Shandong province.

Qingdao is between Shanghai and Beijing, which md&s good connections both to
the South and to the North of China. Overall, i bavery important strategic position.
Qingdao is also close to Korea and Japan. The tratteeen Qingdao, South Korea and

Japan is very frequent.

2) SWOT Analysis
In the following sections Qingdao Tongrun is anabyzusing SWOT method. By

analyzing internal and external factors useful eglior corporate strategies may be
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found.
A) Strengths
+ Owns large plantation. As time goes, they can becspecialists.
+ Located near to the biggest wood market in Chiraad=Zor advertising.
+ Sufficient experience in wood business and machines
+ High quality workers in the company
B) Weaknesses and Solution
+ Small or medium sized company. The financial fotiwtiais not very strong.
+ No export and import right. The company may haveefgister as a Trading
Limited Co.
C) Opportunities
+ New products. It means less competitors, subgiitatand imitations.
¢ China is a country with rapidly growing economy.
+ Chinese labor force cost gets higher.
¢ Policy. China’s government encourages businesséh, measures such as
lower taxes.
+ Higher technology, higher competitive ability.
+ Big market openings to extend the company’s braarden
D) Threats
¢+ Entry of potential new competitors. After AFM headachine enters, the
Chinese market may start to understand its advastagd other companies
may follow.
¢ Substitutes may start to appear.
+ Technological imports or changes.
¢+ People do not accept the products.

+ Foreign currency exchange rate.

SWOT Conclusion
The strategy of trying to cooperate with a forestckiine Company might be a correct

decision and there are also a lot of good oppdrasibut the process might be difficult.
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It would be wise to clarify the internal and ext@rrsituation, make full use of the
product's advantages and all the positive condstidih could be even better if the
companies could try to turn the weakness into aidwgs, such as the spare parts are far
from China in Finland, if they can try to find apglier who can produce as good as
AFM-Forest, the cost will be much lower and custesngill be more satisfied. Trying

to capture the opportunities and overcoming thicdifies, it is not hard to believe that

Chinese market will bring surprise.

4.3.2 AFM-Forest

AFM-Forest was established in the year 1993 anodcited in Jyvaskyla, Finland. It is
a company manufacturing single-grip harvester, ggsor, combi and energy wood
heads for demanding forest operations. AFM hamgdtieads have been developed in
co-operation with both customers and base machemeufacturers and are installed on
excavators, wheeled and tracked harvesters, haevgrttucks, agriculture and other
machines. They can be found working worldwide frductic forests to tropical
plantations. According to the “Kauppalehti (2011ffie turnover of AFM-Forest was
2.264 Million in 2009. The main products are hatgesieads, combi heads, energy
wood heads and felling heads. The company is goatstalling their head machines to

many kinds of base machines.

Customer service is the most important for AFM-Bbr&hey could provide installation
support and recommendations how to choose baseimeadtow to modify the base
machine according to the head machines and theydwwlp to install the machines.
They could deliver the spare parts by local distiobs. AFM-Forests would also
provide training for their customers. They havehhggiality workers that can serve their

customers. {AFM-Forest Company (201AFM Services

Their networks are already extended into 25 coesitiMost of them are AFM-Forest’s

3C



distributors. In China, the company does not hadestibutor yet was very interested
in entering China. Therefore, Qingdao Tongrun woblkel the 28 distributor of
AFM-Forest. {AFM-Forest Company (2011AFM Sales Netwogk

4.4 How to cooperate

4.4.1 Approaches to cooperation

Qingdao Tongrun preferred to be an agency of AFvesbin China. But AFM-Forest
did not have an agency system but distributorshipserefore, their possible

cooperation was going to be a distributorship reteship.

4.4.2 Investment

On the process of registering a trading LMD Conddiao Tongrun will spend 5000
RMB for registration cost and 500 000RMB for thgistered capital. For the demands
of their own plantation forest and marketing adgernent, Qingdao Tongrun will

invest in an excavator machine and a head macfiime.excavator will cost 900 000

RMB. And the head machine will cost about 700 O00ER
High quality workers are extremely important foc@ampany’s development. Qingdao
Tongrun would like to hire two machine operatorgjotexperienced marketing

managers and one translator for co-operating wiihlA-orest.

The factory area covers 15,500and the workshop area is 60, the machine can be

showed and kept in the factory.
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4.4.3 Running the business

4.4.3.1 Advertisement

After the first head machine arrived, Qingdao Tamgwould like to advertise through
many channels. Near Qingdao, there was one ofigest wood trade market (Lin i

Wood Trade Market) in China. Various wood prodwame all around the country. The
wood price of this market can be better than threegd wood price in China. Therefore,
it could be one of the best places for advertishegmachine. The news would fly to all

around China immediately.

The way to advertise would be to set up one shapffme, or some salesmen to hand
out advertisement materials and to show the videoshe trade market. And if
somebody was interested about the machine, thelg aasit the plantation to check

how the machine works.

Meanwhile, the product advertisements and inforomatvould be put on the website,

newspapers, magazines etc.

4.4.3.2 Sales

Qingdao Tongrun planned to harvest its own plamatorest during the cutting period.
After that, they could lease the machine to the games in southern China. They
expected to have more development in southern, asisietting up a subsidiary or a sub

distributor, as forest resources are sufficient taeels grow fast.

If customers plan to purchase a machine, they ghpay the ordering money which is
some percentages of the full price. Qingdao Tongrlirsend the money to Finland and
AFM-Forest will start to produce the machine. Whkea machine is ready and before

the delivery, the rest of the money will be paicheTmachine will be delivered to
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Qingdao port by the contract. But if customersiarsouth of China far from Qingdao,
the machine can be delivered to the nearest pdhetocustomers. But the customers are
charged for the customs declaration. Qingdao Tangvii send people to check the
machine and to help in installation and trainingg Bvarehouse facilities are not

necessary.

4.4.3.3 Delivery

According to the contract, AFM-Forest will be inacge of the delivery to the Qingdao
port. So Qingdao Tongrun will only pay attentiontbe customs declaration in Qingdao

port.

According to calculation from website “Time and Batthe distance from Helsinki Port
to Jinan China port is about 7050 kilometers byJiiran is the capital city of Shandong
province. It is about 400 kilometers to Qingdaarirdinan. According to the shipment
contract, place of receipt is Helsinki and the platdelivery is Qingdao. The shipment

period is about 40-50 days.

The customs declaration documents are much simp&import tax is thirty
percentages. The following documents are mainlglegdor the customs declaration:
e Certificate of Quarantine
Commercial invoice
»  Certificate of origin
*  Packing list
*  Production contract

*  Bill of Lading

The wood package has to be tested by the Finnethit Production Inspection Centre



(KTTK). AFM has the certificate to show that “thagkaging material used is free of all

kind of insect damages”.
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Figure 5: The plywood box and the stamp on the box
(From an email of AFM-Forest, 2011)

The box of the head machine is about 1000 KG. Tdlerive is about 2.30 CBM.

Standard delivery of AFM harvester heads includes following: harvesting head,
Motomit measuring systems, EME and Suregrip joisticCable kits, Pressure filters

Rotators and links, Hose coils, Swivels. (AFM-Foi@smpany, 2011)

4.4.3.4 After sale services

Qingdao Tongrun will be responsible for the relaslboip between the customers and
manufacturer. They will help customers arrange dpare parts from manufacturers,
provide the service in the warranty procedure, pi®vadvice for the installation

instructions and training for the customers. AMFd3 head machines have a warranty

of 6 months or 1500 hours according to the AFM-Bbvearranty policy.

According to customer needs, there are followingirspparts for the machine:
installation kits, boom links, nose cones, boomadtiments, saw bars, saw chains and
chain tools, rubber rollers, rotators and swivédigdraulic motors and pumps, hose

protectors, loading grapples, ANAB saw chain shairggmachine, and so on.
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5. COMPANY ANALYTICAL SECTION

5.1 Company export channel

5.1.1 Choice of distributorship

According to the marketing director of AFM-Forest.NKlaus Grenberg they did not
have agency system but only a distributorship sysiherefore, they can provide only

a distributorship contract for Qingdao Tongrun.

5.1.2 Compare with List 1, analysis Qingdao Tongrun

The supplier could use the list of “elements infigoof potential distributor or agent”
to judge whether one company is suitable to besgildutor. But companies should
beforehand evaluate themselves and find out th&wesaes and try to improve them as

much as possible.

In the following, Qingdao Tongrun will be describaccording to this list.

» Overall experience in the market

» Market area(s) covered

* Products handled

* Size of company

» Experience with exporter’s product line

e Sales organization and quality of sales force

* Willingness and ability to carry inventories

» Capability to provide after-sales service (if neide
» Experience with, and knowledge of, promotion teghes
* Reputation with customers

* Financial strength and credit rating

* Relations with local government:

* Language known

* Willingness to cooperate with exporter



List 1: Elements in profile of potential distributor agent

(Gerald Albaum, 2005, p.304)

1. Overall experience in the market China Fu You was established in 2005. They
have good relationships with local companies, eusts and government. Knowing
the wood business well is one of their primaryrggtas.

2. Market area(s) covered The wood business, including purchasing, harmgstind
marketing, spread all over Shandong province.

3. Products handled The business includes purchasing wood from fasmer
harvesting trees, producing board and providing dvowterials to some factories
and also other related wood businesses.

4. Size of company The factory of China Fu You covers the area gbQ@8m’, the
workshop area takes 60@. It is a good place for showing and installing hiaes
as well as training persons. The turnover has ladxut 300,000 RMB-500,000
RMB per year.

5. Experience with exporter’s product line They have never used the machine
before and there has not yet been any kind ofrtfashine in the Chinese market.
They started to know and to study the machine incM2009, when Mr. Liu visited
Finland and saw how the machine works in the forest

6. Sales organization and quality of sales forceQingdao Tongrun has registered a
new trading limited company with 500,000 RMB registunds with import and
export rights. Sales force contains five peoplé b@ve many years marketing and
sales experience as well as sufficient knowledgeiatechnical machines.

7. Willingness and ability to carry inventories (if needed) & financial strength and
credit rating: They have enough funds to purchase sufficientd heeachine,
excavator and spare parts for customers’ afterssahace. As a small company, they
can only buy one head machine and one excavator.

8. Capability to provide after-sales service (if needd: In the contract the supplier
has committed to assist Qingdao Tongrun in progdifficient after-sales service.
They have trained some technical workers and ptadaiaing person.
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9. Experience with, and knowledge of, promotion techmjues Due to twelve years
of business experience in Qingdao, they know veell Whe local market and its
characteristics. Additional five years wood factoexperience made them to
understand the wood business locally and in thelevbountry. Mr. Liu has passion
for machines and his partner who is one of thaestréxcavator drivers in Qingdao
has plenty of experience from machines. They wéte &0 modify the excavator
machine into stand-by ready before AFM-Forest exgezn arrived.

10.Reputation with customers Qingdao Tongrun did not have customers of the
harvest head machine before. Until now they hadbousrs only in wood products,
in which they had good local reputation.

11.Relations with local government There had no problem with the local
Government; actually they have had a quite goodticgiship with the local
Government, especially with the local forestry dapant and customs.

12.Language known There are some workers who can speak EnglisheTdre even
two workers who have lived in foreign countries mgears.

13. Willingness to cooperate with exporter Qingdao Tongrun started to communicate
with AFM-Forest from April 2010 and signed contractAugust 2010 by writing
many emails and calling almost every week. Qingdamgrun had visited
AFM-Forest two times for communication and negatiatpurposes. Later, at the
end of 2010, Qingdao Tongrun invited the marketidigector of Finland
AFM-Forest to visit China and to check the factand to install the head machine.
The willingness to cooperate with each other cdaddseen major factor during the

process.

All in all, they have sufficient experience, aranfar with the local market, have
ability to provide services, have good relationskiih local people and have a
willingness to cooperate with the supplier, but daese it is a small company, the

financial situation is not very strong, but enough.
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5.2 Negotiations

4.2.1. Negotiation preparations

1) Analyze one’s position
Goals

Qingdao Tongrun has had set up the following gbefsre the negotiations:
¢+ Purchase onkeead machine for their plantation: Since they haeecontract to
cut 50 000 trees.
+ Lower price: Low distributorship price
+ Apply to be theexclusive distributor of head machines in Chinacd&iese of

they know forest business situation and the futieneelopment in China.

2) Determine the other party’s position
It was also very important to investigate the otbenty’s business situation. Because of

Qingdao Tongrun and its director were in Chinaffam Finland they requested friends
in Finland to make a visit to AFM-Forest to cheakwhthe company looks like: it does
look like a decent company and try to find out ditleer party’s attitude. It was however
not yet real business negotiations.
Goals

+ To enter Chinese market and to get as big marlketsds possible

¢ To choose the better entry model for the first step
Strengths

+ Wide geographic coverage and strong global digiobicapability.

+ Quite good reputation and high technology.

¢ Cheaper price. Only a head machine is much chébpera whole machine.

+ The after-sale services are one of the most impbp@rts for the company.

+ Long-term work experience in this business area.

+ Advantages of the harvest head machine itself:

® Multi-choice of base machines. Excavator, tractootbers as long as

can satisfy the technical requirements. For exantpévester Head
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45L should be installed on at least a 13 ton basehine.
® Easier transportation compared with the whole tsieremachine.
Take AFM Harvester Head 45L for example, it onled® 1 m3 box
and its weight is about 760kg. However, The smaé darvester
machine likes PONSSE Beaver, the length is 7070 mndth
2640-2840 mm, transport height is 3570 mm and #teweight is
about 14 900 kg. Thus, the cost should be muchpeneahen the
weight is about 20 times less than the weight baevester machine.
(Ponsse, AFM-Forest, 2011)
® Different types of the AFM harvester heads. AFM EAJ@hich is
suitable for hard trees, such as eucalyptus.
® The price is much cheaper than the price of whalgdster machine.
Weaknesses
+ Small and medium sized business: funds not asgtenn big company, such
as Ponesse
+ Higher overall unit costs
¢ Long production time, it takes long time to prodece unit
+ Far from the target market, long delivery time &igh delivery costs

+ No experience from Chinese market and strong catope®onsse

5.2.2. Negotiations

1) Beforehand
At the beginning, Qingdao Tongrun contacted AFMdsbrand sent a detailed business

plan to purchase a head machine with distribut@mepnd become exclusive distributor
in China. Qingdao Tongrun called AMF-Forest’s mairkg director and asked more
details from AFM about what kind of machine is able for Qingdao Tongrun’s
business: how big are the trees in China, how &mel llooks like, how the forest
condition was, and the speed of the harvest magcland so on. AFM-Forest got

interested about China business and provided stiggeso Qingdao Tongrun.



2) Negotiation meeting preparation
Qingdao Tongrun needed the machine in a hurry lsecthere were only a few months

left before the harvesting period started. Thusy tthid not have time to apply for a visa
and meet face-to-face. They had to contact by plamtesent the Author to have a

simple negotiation.

The Author called the Marketing Director many tintegore a meeting to find out what
kinds of questions he wanted to know from Qingdangfun. He was interested in the
Chinnese market, the China forest situation and twwerve customers. Some of the

questions were:

How does Qingdao Tongrun serve the customers, iediyeafter sales?
Do they have enough high qualified workers to pievihe services?
Who are the customers? How many are they?

Where are the ultimate customers?

How to sale? Where is the market?

How many machines is the expected presale amouyepe?

* & &6 6 o o

Before the negotiation, the Author had preparednégotiation checklist which should
be discussed during the negotiation. It looked ikkwing:

Price, First machine discount, Transportation terilowances: distributor price,
exclusive: all the AFM-Forest products and in wh@&aina, Delivery, Promotion,
Services: what kinds of services were AFM-Foredtiies, Know how to organize the
purchase of the first head machine, the time sdkeemfithe production of the first head

machine, and so on.

3) Negotiation meeting
The Marketing Director invited the Author to visiEM-Forest Company in Finland.

At beginning, he showed around production factofyne offices and product

manufacture place are connected. All the spare pawdchine installations and machine
examinations were showed. He also showed all theesparts of the machine which
Qingdao Tongrun was interested and the package woxdvhich had been fire treated

had been explained.
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Later, they sat down around table and started gotrege. The Marketing Director

firstly introduced their business and productiomeTAuthor answered the questions
which AFM-Forest had sent beforehand and talkedathges and hopes. AFM-Forest
provided information about product customs decianst Due to the fact that head
machine is a new product in China, there was n@#rtain name for the machine and

Chinese customs might check it strictly.

Finally they discussed about contracts (includimpdpct purchase contract and

distributorship contract).

5.2.3 Negotiation outcomes

The negotiation was very comfortable, successfdl smooth with no difficulties. The
parties signed purchase contract and distributprsbntract soon after the negotiation.
Both parties conducted business according to tmraxct and overall they built up

rapport and trust during the whole process.

5. 3 Distributor contract

The Author will state some terms of the distributontract which was signed between
Qingdao Tongrun and AFM-Forest according to thenfof the ICC Model Distributor
contract. This part contained company confideniméibrmation. Please contact the

Author if you want to get more information: kelepid1@hotmail.com

5.3.1 Company Contract
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5.3.2 Analysis of the signed distributor contract

5.3.3 Conclusion

All'in all, in the signed contract, there were lgagnd important terms. There were not
big differences or totally depart from the ICC Mbdastributor Contract. But there
were still some terms that could bring Qingdao Tangmore benefits were not
contained or mentioned. After comparison, Qingdaagfun could know better about

the signed contract and supposed to modify in &xt negotiation.

6. DISCUSSION

6.1 Conclusion

So far, the process of a Chinese company to be@magency or a distributor of
Finnish Companies is from applying and choosing xpodg (import) channel,
negotiating, signing a contract, finally to startining the international business, and so

on.

Chinese Companies as importers can do it in atyagkways. Choosing the most
suitable way is important. An agent or a distrilbus a good choice for those who
expect to have long-term cooperation with foreigmpanies. Of course, both forms
have their own advantages and disadvantages. Angotal the companies’ ability and

the cooperation willingness of foreign companieddoide is necessary.

Negotiation is one of the essential processesebtisiness life and also a very crucial

step of international cooperation. Prior knowledgel the minimum and maximum
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goals of each other are indispensable assignmanthd negotiation process, the

appropriate using of various strategies and methadsassist to achieve the goals.

The outcome of negotiations will finally reflect ahe contracts. Before signing the
contract, if there are problems not satisfied, peao@ed to continue negotiate and to
modify, until both parties are satisfied with thesults. After the contract has been
signed, both parties should try their best to feltbe contracts. If problems occur, both
parties should communicate with each other andrdotgpto what actually happened to
modify and compromise. The ICC Model DistributogshiContract (Sole
Importer-Distributor) provides full and completetroductions for distributorship of
international trade. It can bring substantial hdégpssigning a distributor contract. After
compared, there were still some terms that Qingda@run supposed to be contained

in the contracts.

The forest cover in China was about 20.61% in thary2009. The man-made forest
reached 195 million hectares by the end of yeaB2@ich was on the top of the world.
And the figures are growing yearly. Therefore, ¢hehould be a demand of the harvest
machine. According to the “Table 1: The cost congumar of Qingdao Tongrun in the
year 2009 and 2010”, the cost recovering periodulsimt be very long. For the
enterprises that have stable and rich forest ressuit is quite cost effective. The
competition is not too high. In a word, developsppace is relatively large in Chinese
marketing for the harvesting head machine. Accagrdma survey, the forest condition
was suitable for the harvest machine work. Howelgrstudied the forest resources
status of China and Shandong, it shows that thesterare not very sufficient for
large-scale harvesting business in Shandong Previhandicated that the focus of the
harvest head machine business should turn to théhS®d China. Because, where are

the forests, where are the target customers.



6.2 Suggestions

In this thesis the Author has just mentioned thémary stage of the whole
distributorship business. Due to the limitatiortlod conditions and opportunities, there
is some extending interesting topics from this ax@anot be studied here. If somebody
interested about Chinese available harvesting for@suld like to suggest studying the
distribution of the available forests in Chinaalso can provide great suggestions and
references for China harvesting machine businesgiharvesting machine marketing
development process in other countries be seartlastibut not the least, it should also
help much, if somebody is interested to study custts purchasing behavior in the

harvesting machine business and products life @fdharvest head machine.

Picture 1: The imported head machine of Qingdagmamwas working in Qingdao China
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Appendix:

ICC Model Distributorship Contract (Sole Importer-D istributor)

The contract signed between ‘the Supplier’ and Binstributor’. It is agreed as follows:
Article 1: Territory and Product

The Supplier grants and the Distributor accepett@usive right to market and sell.
Article 2: Good faith and fair dealing

The parties will act in accordance with good faittd fair dealing.

Article 3: Distributor’s functions

The Distributor sells for its own account and sipatitect the Supplier’s interests.
Article 4: Undertaking not to compete

Without written the Distributor shall not represent, manufacturatket or sell .

Article 5: Sales organization

The Distributor shall set up and maintain an adefjogganization for sales.

Article 6: Advertising and Fairs

The parties shall discuss in advance the advegtigiogram and participating fairs. The
costs shall be shared between the parties or eathljear the expenses it has incurred.
Article 7: Conditions of supply Prices

The Supplier shall supply ordered, and providechpay is adequately warranted. The
price payable by the Distributor shall be thosef@eth in the Supplier’s price-list.

Article 8: Sales Targets-Guaranteed Minimum Target

The parties agree annually on the sales targetslaitattain the targets agreed upon.
Article 9: Sub distributors or agents

The Distributor may appoint sub distributors orrageinform and response.

Article 10: Supplier to be kept informed

The Distributor shall keep the Supplier informed ahall answer reasonable request.
Article 11: Resale prices

The Distributor is free to fix the resale pricestod Products.

Article 12: Sales outside the Territory
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The Distributor agrees not to advertise, estaldistiistribute outside the Territory.
Article 13: Supplier’s trademarks and symbols

The Distributor not to register the Supplier’s &athrks, names or any other symbols,
shall notify reputation infringement and shall ce&s sell when the contract expired.
Article 14: Stock of Products and spare parts- Aftesales service

The Distributor agrees to maintain a stock andegyte provide after-sales service.
Article 15: Sole distributorship

The Supplier shall not grant any other person fwesent or market the Products.
Article 16: Direct sales

The Supplier shall be entitled to deal with thecsglecustomers listed. The Distributor
shall be entitled to the commission.

Article 17: Distributor to be kept informed

The Supplier shall provide the information. Thetrlitor shall return all documents.
Article 18: Term of the Contract

The period of this contract enters into force. Tduatract renewed for periods.

Article 19: Earlier termination

Each party may terminate this contract with immedetfect. Any failure by a party is
entitled to expect under the contract. The viotatwb the provisions under % of contract
is to be considered a prima facie evidence of atantial breach of the contract.

Article 20: Indemnity in case of termination

In case of termination by the supplier for reasother than a substantial breach by the

Distributor, the latter shall be entitled to anenthity according to Annex XI.
Article 21: Return of documents and products in stok

Upon expiry, the Distributor shall return all pronomal material and samples. The
Supplier will buy back all Products sold by the Sligr in original price.

Article 22: Arbitration —Applicable law

The Rules of Conciliation and Arbitration of thedmational Chamber of Commerce
Article 23: Automatic inclusion under the present ontract

If the parties have not made a choice, altern&igbhall be considered applicable.
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Article 24: Previous agreements- Modifications- Nuity- Assignment
This contract replaces any other preceding agreebstween the parties on the subject.
Article 25: Authentic text

The English text of this contract is the only autietext. Signature, place and date.

ANNEX I: Products and territory (Article 1.1)

ANNEX II: Commission on direct sales

Annex Ill: Products and suppliers represented by the distril§atticle 4.3.)
Annex IV: Names of existing customers (Article 5.2)

Annex V: Advertising, fairs and exhibitions (Article 6)

Annex VI. Conditions of Sale-Discounts (Article 7)

Annex VII: Guaranteed Minimum Target (Article 8.3.)

Annex VIII: Stock of Products and spare parts (Article 14.1.)

Annex IX: After-sales service, repairs and warraffiyticle 14.2.)

Annex X: Change of control, ownership and/or Managementtha distributor
[COMPANY] (Article 19.5.)

Annex Xl: Indemnity in case of termination (Article 20B)
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