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Avoiding Five Common Pitfalls of International Expansion:
Real Estate Traps Often Missed by Corporations Expanding into Asia

The rationale for doing business in Asia, partidyléndia and China, is
compelling. As with any new endeavor, doing orfesmework is a
prerequisite for success. The legal, financial rrad estate regulations
and practices are different in this region thathinU.S. or Europe; and
these regulations and practices vary by countrg. Ausiness
environment in this dynamic region continues tongeas well.

The principals at AsiaPac International have wonkéti hundreds of
companies, ranging in size from some of the largestune 500™ firms
to small start-up companies, to establish, expawdradeploy operations
in Asia. While it would be wonderful to report thet of our clients have
had completely positive experiences in Asia, mafmyun clients engaged
us only after they discovered that they have falietim to one of the
many “traps” involved in operating, or even exitiag offshore facility.

Five of the more common traps we have seen andezhahiltinational
corporations (“MNCs”) to avoid or minimize include:

Lease deposit problems
Unexpected lease terminations
Large unanticipated lease exit costs
Lost in translation

Lack of alignment of goals

So how do large, sophisticated and established MBESgell as small
start-ups, fail to recognize some or most of ttesdlenges? The reasons

Companies are rushing to Asia for
a number of reasons, including:

Lower-cost raw materials,
components and products
Supply chain improvements
enabled by locating closer to
customers who are increasingly
building plants in these countri€
Labor is relatively inexpensive,
educated and “seemingly”
unlimited, e.g., direct labor in
China runs at roughly 1/10 of
U.S. cost; the world’'s most
populous country produces ovef
2 million college graduates with|
25% in science and engineering
every year

Access to growing consumer
markets in the world’s most
populous countries

Low cost of capital and a myriadl
of tax incentives
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vary, but may include 1) inexperience operatindhimita country; 2) lack o

knowledgeable in-house staff due to corporate d@avrgs and outsourcing; 3) using U.S.-based adsigoe.,
lawyers, brokers, consultants, etc.) without theppr local expertise; 4) using local advisors wboept (“business
as usual” at the MNC's expense) and do not exptatheir US clients the differences and, more inguutty, the
implications between U.S. and local business reigula and practices; 5) use of local brokers wheire most of
their income from landlords, versus a firm thateiges its commission income only from tenants, adrue tenant
rep firm; and 6) the ongoing battle between headgus&based and local field personnel who havedifit

personal and business perspectives and agendas.

How can a company avoid these trapsPhe first step is to recognize how each of these problems

OCcurs.

Lease deposit problemb most, if not all markets of Asia, the tenantaguired to pay a much higher security
deposit than in the U.S.—usually an upfront depagital to anywhere from 6 to 12 months of rent. MN&s run
into a number of problems with these depositsyuigiclg giving the landlord the right to unilateralhcrease the
lease deposit as well as not recognizing the tatiera of the deposit, and thus misrepresentingléipesit on the
balance sheet as a deposit vs. a prepaid and aaletiexpense. The loss of the deposit (and thieatan that the
deposit is, in fact, a prepaid expense) often acbacause of the “restoration clause” trap. Thig tould also have
embarrassing financial reporting and potential &aels Oxley implications, depending on the costlirach

Large unanticipated lease exit castske many U.S. leases that contain a “restoratalise, many companies doing
business in Asia have clauses that read similaiijortunately, business practices and laws arenapplied very
differently between the U.S. and Asia. In most neéskn Asia the client is required to sign a lethsg says the tenant
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will pay for the complete restoration of their spaghen they
terminate their lease. The lease will allow thedlard to remove
all of the tenant improvements using his own carttnaand charge
the client for the full cost. While most MNC's terta quickly offer
to donate their improvements to the landlord, #rellord always
declines this offer since the cost of restoratigpresents a “secret”

profit center for the landlord.

Unexpected lease terminationMany leases contain a provision
that allows thdandlord to terminate a lease on totally subjective

Differences in local regulations and
business practices are often overlooked
by American businessman and lawyers.
As a result, MNCs:

Lose flexibility at lease renewal
Experience higher renewal rents
Incur unexpected large exit costs

grounds, e.g., the landlord’s loss of faith in theant’s business or the tenant’s level of trustinoess. A landlord
can use this type of clause to terminate a leasanfp number of reasons, from a personal one, #Ecanomic one,
e.g. if another tenant wants the space and isngitib pay a premium.

Lost in translation Many companies mistakenly believe that their Iddss are complete and/or that they fully
understand the nature of their overseas leasesa@its for MNCs often indicate that corporate perel do not
receive the complete lease from their overseasdosal own personnel. This problem is exacerbadedlse many
leases are governed by the local language veraimhthe English language translations MNCs recatigegoo
frequently incomplete, missing many of the key teiand conditions—such as stating the actual usableertable
square footage leased—the address of the leaseel apdthe address of the landlord for notificapornposes, and
the actual lease deposit, which is also known gasMeney in Japan. This problem is further compkchbecause
many issues covered under a lease are not incindedses in Asia, rather they are dictated bylltzoas or
business practices that are different than tho#leeit).S. and often not tenant-friendly.

Lack of alignment of goal§his problem has two major sources of conflict. M8MNCs will quickly recognize
that headquarters and field personnel do not allways the same agenda. Consequently, the objectithe
company (from a corporate real estate executiveéslfjuarters perspective) are not always achievédids
personnel often drive and oversee the local reateesearch and negotiation process. The secoddften
unrecognized, challenge comes from the natureeofehant-landlord-broker relationship. Nearly atkerage
firms in Asia receive the majority of their reveriwerepresenting the landlord. As a result, mogkérs fail to be
tenant advocates and address issues like the cerd@gonmed above.

How can MNCs address today’s challenges as they alslish, expand or redeploy operations in Asia and &tin
America? The solution involves selecting the right busingagner, planning ahead to gain flexibility (and

negotiating power), and, of course, through leaseturing and negotiating the best possible teffodearn more
about how AsiaPac International can help compaaiesgjuickly and successfully with their internatbactivities,

please visit our website atwww.AsiaPaclintl.coror call us at 408.232.9700.
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Selecting the right business partner

Choose a knowledgeable and
experienced broker with personnel
in the relevant markets

Work only with a true tenant-rep
broker, i.e., a broker whose
allegiance is totally to the tenant
and does not receive commissions
from landlords

Keep costs down and in control
with a broker who can provide a
single point of control and contact
for the corporate real estate
executive

Ensure success with a provider thg

offers a complete turnkey solution,
encompassing the critical areas
from site selection, negotiation,
project management for interior
design and relocation logistics
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