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Factors in Choosing a U.S. Firm
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F. Factors in Choosing a U.S. Firm

Generally, a client will look at three primary factors when selecting a U.S.
law firm and a U.S. accounting firm. The most important element is the law
firm’s expertise in the key areas needed by the Chinese client. The second
element is the cost, and the third and less important element as the world’s
technology improves is the location of the law firm and or accounting firm.
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Approximately half do hot have an estate planning department
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2. Costs of U.S. Legal Services

There are three components to the cost of using a large law firm. The first is
the hourly cost. The second cost is the number of people needed within a large
law firm to perform the work, and the third is the cost of translation.
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a. Hourly Cost — First Tier of the Total Cost

Most Chinese attorneys will look to a large U.S. law firm to be able to find

the expertise necessary to service their clients. If there is someone in the large
law firm that can speak Mandarin, typically they are located in the New York,
San Francisco, or Los Angeles offices of the large law firms. Further, these are
generally the offices that have the international attorneys working in them.
Unfortunately, the partner and hourly rates charged in these offices is quite high.
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The partners at large law firms in the New York, San Francisco, and Los
Angeles offices typically have very high hourly rates. Partner rates are closer to
$850 an hour and staff rates are between $250 to $300 an hour. Further, almost

none of the partners and staff in the U.S. speak Mandarin. Therefore, there
generally is another $200 an hour in translation costs.
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ii. Our Hourly Costs

For a new client, we offer a one hour free initial consultation. After the one hour
initial consultation, our international tax planning rate for a partner is $535. The staff
rate is $150 an hour. For accounting services, the rates are $335 an hour for a partner
and $150 for staff. Most of our engagements are for a flat fee based on the work
agreed to be performed. Should the scope of the flat fee engagement materially change,
then we discuss such changes with the client before proceeding with any additional
work.
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b. Inefficiency Between Number of Attorneys With a Large Law Firm
Second Tier of the Total Cost

With a large law firm, the specialization in the U.S. is so great that many
different partners are needed to meet a Chinese business client’s needs. First,
there is the international tax partner. However, almost always when a Chinese
business forms a U.S. entity to conduct business, there is now an estate planning
issue and the estate planning partner must be consulted. Further, a third attorney
needs to be consulted to determine how China’s tax law applies to the U.S.
structure. Fourth, a U.S. accounting firm must be employed to complete the U.S.
tax returns. Finally, if the Chinese business evolves to where a holding company
will be utilized, fifth attorney must be employed and if an offshore trust is added,
this may result in a sixth attorney involved in the process. The amount of legal
fees as well as repetition of information between all of the different attorneys end
up being quite costly.
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With our firm, we decided to limit our international market primarily to one
market, China. Further, within one attorney we have the international, estate,
knowledge of Chinese taxation, holding company law, offshore trust law, as well as
preparation of the U.S. tax returns. By limiting our international market to Chinese
closely held businesses, we are able to greatly reduce the inefficiency when other
firms need to employ multiple advisors.

For example, making the selection and formation of the type of business that
the closely held Chinese business should use may involve three attorney: (1) the
international tax attorney; (2) the estate planning attorney; (3) the attorney that
knows the integration of Chinese tax law. In addition to the three attorneys, a U.S.
international tax accountant will be needed. If the formation of a holding company
is also going to be part of the structure, then an attorney that knows the holding
company law will also be need to be involved, making five advisor being involved
in the transaction. With our company, both of these transaction take one advisor.
The objective of our firm is to provide a one stop shopping for closely held owners
of Chinese businesses.

Law Firm of Mark Merric © 2014-2015 All Rights Reserved



HAERBHR S LB NS 1HE5h

International Expertise Accounting Firms

> NEarEESIHIR-EK T EE AR SE EFRE
Most Accountants — U.S. Tax Returns for U.S. Persons

> R A% H R

Do Not have the expertise for International Tax

> WREHHHSA > BN RIS
Big 4 Accounting Firm Next 10 Largest Firms

> DR IX PSS B

Occasionally a regional firm

KB (5% B ST TR A B B 55 e e, ALt b B % ) 2 SE I 1
WHEIRAR, — AR SE5S Ireitbs i aT 10 KE PRtk 2 ih355 B fg
B . I L5 i b i [ BB 55 A KN R AR i, BRI AE 500
SRICE 1000 KIuzlal. FATIEKNHIR S E BRI /NS B pritEE 335
FKIt.

A, A E R DR — N T B R B AT A B 1 [ BB 551 St
DXPESE ST, EIIRAERS . Fi5h, Xz ok, FIWIX SRS %
b AT 15 D B T AR 55 A0 2 AR AE

Most U.S. accountants do not have any expertise with international tax issues.
This results in a very small market from which the Chinese client to select a U.S.
accountant. Typically, this market will be to employe either a Big 4 accounting
firm or one of the next 10 largest international accounting firms. Naturally, the cost
to employ a international tax partner from one of these firms tends to be high — from
$500 to $1,000 an hour. As mentioned before, our partner cost to prepare U.S. tax
returns is $335 an hour.

Occasionally, a Chinese client may find a regional firm within a city that has a
strong international tax background. Unfortunately, these regional firms are few
and far between. Further, it is very hard for a Chinese business person to determine
whether they actually have the expertise needed.
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c. Translation — Mandarin — the Third Tier of the Total Cost

As previously mentioned, usually less than 1% of the attorneys working for
large U.S. law firms are Chinese. Further, these one percent Chinese attornesy are
usually involved in commercial litigation, patents, antitrust litigation or taking the
business to China. These Chinese attorneys are not involved in bringing Chinese
closely held businesses to the U.S. Therefore, there is the additional cost to
translate any conversations between the Chinese client, the Chinese attorney, and
the U.S. law firm. Typically, this will add at least another $200 per hour.

For oral conversations, we do not charge for the translation time. Further, for
many of our legal documents, they are already translated. Conversely, as to major
changes to legal documents as well as new legal documents, we similarly charge
for translation at the rate of $150 an hour.
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3 Location

At one seminar in China, a Chinese attorney asked, “If my client is doing business
in Cleveland, Ohio, why not use an attorney in Cleveland Ohio?, I mentioned that it
would be hard to find the expertise needed by the client in cities other than New
York, San Francisco, and Los Angeles. Then we discussed the high costs of using
attorneys in these cities and whether even these large law firms provided the services
needed. As a third reason to why a Chinese closely held business should consider
using our firm in Denver Colorado is that the internet and video conferencing has
greatly reduced the needs for face to face meeting. With “Go to Meeting,” my
computer screen will appear on the client’s screen in China. I am able to diagram
proposed business structures on my screen, and the client can see these diagrams in
China just like they were in my office. The same is true with video conferencing.

The next major point is that we come to China three to four times a year. Most of
the time we are available to meet with our Chinese clients during one of these trips.
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