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In December 2016 and January 2017, KPMG China conducted a survey of over 200 senior
business executives about their concerns regarding business in Hong Kong, and their
expectations of the 2017-2018 Hong Kong Budget. We greatly appreciate their participation
in the survey.
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Ayesha M. Lau . . )
Head of Tax, Hong Kong e 54 percent of respondents believe that the top priority for the upcoming Hong Kong

KPMG China Budget is to strengthen Hong Kong'’s position as an international business centre.

Our key survey findings are highlighted below:

In terms of measures/new tax incentives targeting the middle class, 54 percent of
respondents suggest that the existing Salaries Tax bands and/or rates for individuals
should be adjusted. 34 percent support tax deductions for medical insurance expenses.

Over 90 percent of respondents believe that Hong Kong's tax system is currently
competitive. However, respondents are divided regarding the tax system's future
competiveness — 49 percent expect that Hong Kong's tax system is likely to remain
competitive, whereas 45 percent hold an opposing view.
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Alice Leung
Partner, Tax Other KPMG proposals include the following:
KPMG China

e To improve the standard of living for the general public, the government could waive
the Stamp Duty for Hong Kong permanent residents purchasing their first residential
property with consideration at or below HKD 5 million for their own use.

In the face of an ageing population, the government can provide subsidies to middle-
aged people for health checks. Also, tax incentives such as enhanced deductions can
be offered for companies employing older employees, thereby preserving this valuable
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Stanley Ho Tax can also play a role in supporting technological advancements and innovations {
Principal, Tax in Hong Kong. To encourage investment in business start-ups, we propose that the
KPMG China government introduce a super deduction for R&D expenses, and provide incentives

(e.g. an accelerated depreciation allowance on capital expenditure incurred on buildings
and structures) to businesses operating in the Hong Kong/Shenzhen Innovation &
Technology Park.
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In terms of public finance, Hong Kong should study how the principle of a balanced
budget should be applied. Tax policy is an effective tool for the government to use

in support of social and economic goals. We suggest that the government adopt
competitiveness as the new value proposition for Hong Kong's tax system and set up a
Michael Olesnicky Tax Policy Unit with full-time specialist resources for the research, recommendation and

Egﬁgléfﬁxson Tax monitoring of tax policies.
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What do you think is the top priority for the
upcoming Hong Kong Budget?

Other
1%

Focus on youth support
(e.g. education, employment
opportunities, housing)

30%

Strengthen Hong
Kong's position as
an international
business centre

54%

Address increasing
public expenditure

8%

Promote R&D activities
in Hong Kong

1%

In your opinion, which of the following would
be most effective in enhancing Hong Kong’s
attractiveness to investors?

Other
0,
1% Establish an
SME zone which
provides office
space at lower
rents

Introduce a regional
headquarters
incentive (e.g. lower
tax rate for qualifying

income)
46% 26%
Introduce
a two-tier/

progressive
tax rate for
corporates

1%

Introduce a super
deduction for R&D and
brand development costs

20%

The HKSAR Government plans to implement
some of the OECD’s Base Erosion and

Profit Shifting (BEPS) initiatives to tackle
international tax avoidance, including the
introduction of transfer pricing legislation.
Which of the following should be the HKSAR
Government's top priorities when dealing with
public concerns about this proposal?

Establishing clear Other
interpretation and 0%
practice notes to

minimise tax disputes Maintaining a
19% simple system
to minimise
o the taxpayers’
Establishing a additional
clear penalty/ compliance
anti-avoidance costs
provision to 0,
minimise disruption 56%
to business
10%

Establishing safeguards
to prevent potential
leakage of confidential
business information

15%

In your opinion, which of the following has the
most negative impact on business carried out
in Hong Kong?

Other
3%

External economic/
political environment

High operating

0,
31% costs
48%
Lack of R&D
incentives
11%
Lack of suitable talent

1%

In your opinion, which of the following
measures/new tax incentives should be
considered by the HKSAR Government to
target the middle class in Hong Kong?

Other
0,
Allow a tax deduction it
for medical insurance Adjust the
premium paid existing
34% Salaries Tax
bands and/or
tax rates for
individuals
54%
Introduce a
newly-wed
allowance
3%

Introduce a working
mother allowance

6%

Hong Kong has historically had a competitive
tax system, but other jurisdictions in Asia
(and elsewhere) have been reducing their
tax rates over the last few years. Do you
think Hong Kong'’s tax system remains
competitively attractive today compared to
other jurisdictions?

Don’t know No
3% 3%

Yes, but
unlikely to
remain so

45%

Yes, and likely
to remain so

49%
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Proposed new measures for 201/-2016 BUCget

Increase competitiveness

* Implement tax incentives for
regional headquarters and extend
tax exemption to onshore funds

Improve standard of living

* Waive the Stamp Duty payment for
Hong Kong permanent residents
purchasing their first residential
property for their own use (with
consideration <HKD 5 million)

Provide subsidies to the middle-
aged for health checks

Provide tax deductions for voluntary
health insurance expenses

e Adjust Salaries Tax rate bands and
allowances with indexation

Detals of KPMG proposals

Proposed relief measures Details

Waive Stamp Duty for Hong Kong
permanent residents buying first

residential property for their own use

Waive the applicable Stamp Duty for property
transactions at or below HKD 5 million

R&D

* Provide a super deduction for
R&D spending

* Accelerated depreciation
allowances on buildings and
structures in the Hong Kong/
Shenzhen Innovation &
Technology Park

* Expand the scope of deductible
IP-related capital expenditure

Support ageing population
* Allow a super deduction for

businesses employing older
workers (i.e. aged 65 or above)

* Provide tax deductions for
voluntary MPF contributions
made for oneself and a
non-working spouse

Purpose

To help the younger generation buy their
first residential property

Super deduction for businesses
employing older workers

Allow a 150% deduction on qualifying
remuneration expenditure (capped at HKD workers

180,000 per year per aged worker) for workers

aged over 65

To encourage businesses to employ older

Medical insurance premiums deduction

household per year)

Allow a tax deduction for medical insurance
premiums paid (capped at HKD 20,000 per

health needs

To encourage residents to plan for their

Subsidies on health checks for the

middle-aged

between 40 and 65

Provide financial subsidies (up to HKD 1,000)
for health check expenditure for residents aged

healthcare costs

To encourage residents to identify
health issues earlier and alleviate public

Super deduction for R&D expenditure

from 150% to 400%)

Provide a super deduction for R&D spending
(overseas countries offer deductions ranging

Hong Kong

To provide an incentive for innovation
and technology development activities in

Accelerated depreciation allowances on
capital expenditure incurred on buildings
and structures in the Hong Kong/

Shenzhen Innovation & Technology Park

(“the Park”)

Provide accelerated depreciation allowances
(shorten to four years) for capital expenditure
incurred for buildings and structures in the Park  areas

To encourage more innovation and
technology development in designated

Tax incentive for funds and regional
headquarters in Hong Kong

Extend tax exemption to onshore funds and halve
the Profits Tax rate for certain income derived

from the qualifying regional headquarters in location

Hong Kong

To enhance Hong Kong's attractiveness
as a fund and regional headquarters
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For enquiries relating to this publication or other tax matters, please contact any of the following KPMG tax
professionals:
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Khoon Ming Ho Ayesha M. Lau
Head of Tax, Asia Pacific Head of Tax, Hong Kong
Head of Tax, KPMG China +852 2826 7165
+86 10 8508 7082 ayesha.lau@kpmg.com

khoonming.ho@kpmg.com

Corporate Tax
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Chris Abbiss Darren Bowdern Stanley Ho Charles Kinsley Jocelyn Lam Alice Leung
Head of Real Estate Tax, Head of Financial Services Principal Principal Principal Partner
KPMG China Tax, KPMG China +852 2826 7296 +852 2826 8070 +852 2685 7605 +852 21438711
+852 2826 7226 +852 2826 7166 stanley.ho@kpmg.com charles.kinsley@kpmg.com jocelyn.lam@kpmg.com alice.leung@kpmg.com
chris.abbiss@kpmg.com darren.bowdern@kpmg.com
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Curtis Ng John Timpany Matthew Fenwick Sandy Fung Ivor Morris Natalie To Michael Olesnicky
Partner Partner Director Director Director Director Special Advisor
+8522143 8709 +852 2143 8790 +852 2143 8761 +852 2143 8821 +852 2847 5092 +852 2143 8509 +852 2913 2980
curtis.ng@kpmg.com  john.timpany@kpmg.com  matthew.fenwick@kpmg.com  sandy.fung@kpmg.com  ivor.morris@kpmg.com natalie.to@kpmg.com michael.olesnicky@kpmg.com
China Tax US Corporate Tax
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Karmen Yeung Daniel Hui Adam Zhong Travis Lee Steve Man Wade Wagatsuma
Partner Principal Principal Director Director Head of US Corporate Tax,
+852 2143 8753 +852 2685 7815 +852 2685 7559 +852 2143 8524 +852 2978 8976 KPMG China
karmen.yeung@kpmg.com daniel.hui@kpmg.com adam.zhong@kpmg.com travis.lee@kpmg.com steve.man@kpmg.com +852 2685 7806

wade.wagatsuma@kpmg.com
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Becky Wong

Global Mobility Services
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Barbara Forrest Murray Sarelius David Siew Erica Chan Kate Lai Eégezc;g;g 8271
Principal Principal Principal Director Director becky.wong@kpmg.com
+852 2978 8941 +852 3927 5671 +852 2143 8785 +852 3927 5572 +852 2978 8942 ! !
barbara.forrest@kpmg.com murray.sarelius@kpmg.com  david.siew@kpmg.com erica.chan@kpmg.com kate.lai@kpmg.com
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John Kondos Lu Chen Irene Lee Yvette Chan Benjamin Pong Malcolm Prebble ES:,?G"EL’?“'";“T“' | Lead
Seconded Partner Principal Director Principal Principal Principal Asia Paci;ir::alngiﬁ"g);aTa:a er,
+852 2685 7457 +852 2143 8777 +852 2685 7372 +852 2847 5108 +852 2143 8525 +852 2685 7472 +852 2685 7791
john.kondos@kpmg.com  lu.l.chen@kpmg.com irene.lee@kpmg.com yvette.chan@kpmg.com  benjamin.pong@kpmg.com malcolm.j.prebble@kpmg.com

lachlan.wolfers@kpmg.com
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we
endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will
continue to be accurate in the future. No one should act upon such information without appropriate professional advice after a thorough examination of the
particular situation.

© 2017 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative ("KPMG International”), a Swiss entity. All rights reserved. Printed in Hong Kong. The KPMG name and logo are registered trademarks or
trademarks of KPMG International.

Publication number: HK-TAX17-0002
Publication date: February 2017



