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Former China Head of Harris Corporation Pays
$46,000 to Settle SEC’s FCPA Allegations
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On September 13, 2016, Jun Ping Zhang (“Zhang”), former head of Harris
Corporation’s (“Harris”) subsidiary in China, agreed to pay $46,000 to settle allegations by the
U.S. Securities and Exchange Commission (“SEC”) that Zhang knowingly authorized and
facilitated bribes to Chinese government officials at state-owned hospitals and local health
departments and caused Harris’s books and records to inaccurately record these payments as
legitimate business expenses. The SEC alleged that up to $1 million in improper payments
were made during April 2011 and April 2012 and as a result, the China-based subsidiary was
awarded over $9.6 million in contracts by state-owned entities.
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Background and Alleged Misconduct &RERIEARAHITH

Harris, a U.S. company and listed on the New York Stock Exchange, is a global
provider of international communications and information technology services. In April 2011,
Harris acquired an Arizona-based company called CareFx Corporation (“CareFx”), including
CareFx’s China-based subsidiary, Hunan CareFx Information Technology, LLC (“CareFx
China”). Zhang was CareFx China’s Chairman and CEO before the acquisition; he continued to
manage CareFx China under the same titles after the acquisition. CareFx’s and CareFx China’s
books and records were consolidated into Harris’s financial statements.
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According to the SEC’s Cease and Desist Order, part of CareFx China’s business in
China included the sale of its electronic medical records software to China’s state-owned
hospitals and local health departments. The SEC alleged that at least during April 2011 and
April 2012, Zhang knowingly authorized or facilitated improper payments made in various
forms to government officials at these state-owned hospitals and health departments in
exchange for business contracts. The SEC alleged that CareFx China’s sales employees falsified
their expense reports to obtain reimbursements for the improper payments and disguised the
improper payments as “entertainment,” “office expenses,” and “transportation,” which were
then improperly recorded in CareFx China’s books and records as legitimate business expenses
and consulting fees.
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The SEC alleged that Zhang not only knowingly allowed these falsified expense
reports to be submitted for reimbursements and thus hid the true nature of the expenses from
Harris, Zhang also directed CareFx China’s sales employees not to give expensive gifts to avoid
getting caught. The SEC further alleged that Zhang failed to disclose to Harris any information
relating to the improper payments during the pre-acquisition due diligence process.
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Specifically, the SEC alleged that:
IMERZ & B EIETR -

e In April 2011, Zhang authorized a CareFx China sales manager’s request of RMB
30,000 (about $4,600) to buy the director of Zhongnan Hospital of Wuhan
University (“Zhongnan Hospital”) a new laptop computer, cell phone, and camera to
replace the director’s stolen ones. The sales manager noted that other companies
would do so if CareFx China did not do it. Zhang complimented the sales manager
for “doing a great job” in an email and later approved RMB 36,100 (about $5,600) to
cover additional expenses for providing travel and entertainment to Zhongnan
Hospital’s officials. Later the same year, Zhongnan Hospital awarded a $165,000
contract to CareFx China.
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e In October 2011, a CareFx China sales manager purchased meals for several officials
in the Nansha District Health Bureau who were responsible for awarding a
government contract and obtained an oral promise from the bureau’s Deputy
Director that CareFx China would win the bid. Later, $2,300 was requested to gift
three Apple iPhones to secure “strong cooperation and support” from the officials.
In January 2012, the Health Bureau awarded a $93,000 contract to CareFx China.
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e In separate incidents, Zhang authorized payments of thousands of US dollars’ worth
of gifts, gift cards, entertainment, and “bonuses” to government officials at state-
owned hospitals and health departments.
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e In total, CareFx China made approximately $200,000 to $1 million improper
payments to Chinese government officials and was awarded government contracts
worth over $9.6 million.
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The SEC noted that despite Zhang’s intentional cover-up of CareFx China’s practices,
Harris found out about them several months after the acquisition and in April 2012, Harris
relieved Zhang of his duties as CareFX China’s Chairman and CEO and in July 2012,
terminated Zhang’s employment with Harris. The SEC further noted that Harris terminated all
CareFx China employees and ceased business activity in China in June 2015.
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Consequences 5%

According to the SEC’s order, Zhang violated the anti-bribery, books and records,
and internal controls provisions of the FCPA and caused Harris to violate the books and
records provisions. Zhang agreed to pay a civil penalty of $46,000 to settle the SEC’s charges.
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Observations and Lessons Learned WZFEEEIEGI

This settlement reinforces lessons learned from other anti-corruption cases,
including the need to:
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e Develop and implement effective internal controls designed to verify gifts and
entertainment, including repeated low-value transactions.
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e Adopt robust, risk-based control and audit procedures sufficient to ensure that all
company policies are strictly complied with and that management override of
controls are closely monitored and prohibited.
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e Acquire sufficient knowledge of the local and customized practices of subsidiaries to
ensure adequate oversight of the foreign business activities, particularly in
businesses and countries with a history of corruption or related issues.
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e Conduct thorough anti-corruption due diligence on a target company before entering
into an acquisition agreement, and ensure that post-closing diligence identifies and
remediates conduct that was not already addressed prior to closing.
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If you have any questions concerning the material discussed in this document, please contact
any of the following members of our Global Anti-Corruption Practice:
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This information is not intended as legal advice.

mentioned herein.

Readers should seek specific legal advice before acting with regard to the subjects
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In an increasingly regulated world, Covington & Burling LLP provides corporate, litigation, and regulatory expertise to help clients navigate
through their most complex business problems, deals and disputes. Founded in 1919, the firm has more than 800 lawyers in offices in Beijing,
Brussels, London, Los Angeles, New York, San Francisco, Seoul, Shanghai, Silicon Valley, and Washington.
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This communication is intended to bring relevant developments to our clients and other interested colleagues. Please send an email to
unsubscribe@cov.com if you do not wish to receive future emails or electronic alerts.
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