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Message from the Editor #R& RIS

Welcome to the 15" issue of

Hong Kong Edge!

In this edition, we talk to Dr David Wong Yau-kar, Chairman of the
Mandatory Provident Fund Schemes Authority (MPFA). Dr Wong shares

the achievements of the MPF System to date, the challenges it faces,
and how it can be refined to improve its efficiency and popularity.

Our KPMG China partners continue to share their insights to keep you
informed on current issues. \We feature an opinion piece from Ayesha
Lau (Managing Partner, Hong Kong) on the Guangdong-Hong Kong-
Macau Bay Area, which looks at greater integration between Hong
Kong and mainland China, as well as the positioning of Hong Kong and
its strengths as an international financial, trading and transportation
hub. Other featured article topics include climate-related financial
disclosures, company loyalty programmes, internal audit and transfer
pricing.

A range of new thought leadership is available on topics covering
banking, internal audit and more. Our flagship report, Hong Kong
Banking Survey 2017, reviews the sector's performance, and
provides an analysis of key performance metrics for the top 10 locally
incorporated banks in Hong Kong in 2016.

We hope you find this issue informative. \We welcome any feedback or
topic ideas for future issues.
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Interview with Dr David Wong Yau-kar

r David Wong Yau-kar was appointed as Chairman of the Mandatory Provident

Fund Schemes Authority (MPFA) in April 2015 and recently extended his term for

another two years until 2019. In this issue of Hong Kong Edge, he shares the MPF's
achievements to date, the challenges it faces, and how the MPF System can be refined to

improve its efficiency and popularity.

Launched in December 2000, Hong Kong’s MPF System was designed based on the second
pillar of the World Bank’s multi-pillar old age protection model, which recommends the
establishment of a mandatory, privately managed and fully funded contribution scheme.

Since its inception, the MPF has remained a mainstay in
Hong Kong's retirement protection regime, with a number of
notable achievements.

"Before we had the MPF, only about a third of the Hong

Kong workforce had some sort of retirement protection.
Now, the proportion is about 85 percent. This improvement
tells you how much it has been able to achieve in terms of
providing the majority of the workforce with basic retirement
protection,” Dr\Wong said.

While he thinks the mandatory MPF contribution rate is

low (both employers and employees are required to make
contributions calculated at 5 percent of an employee’s
monthly income, subject to minimum and maximum income
levels), it highlights the pace at which the size of the MPF
System has grown.

As at March 2017 the total net asset value of all MPF
schemes stood at HKD 701.2 billion. In comparison, Hong
Kong's total fiscal reserves were estimated to be about HKD
936 billion, according to the government’s 2017-18 Budget.

Hurdles to overcome

In spite of the MPF's many achievements, Dr\Wong
acknowledges that public perception of the system has not
always been positive. However, there are ongoing efforts
to win over the trust of some sections of the city such as
reducing the management fees of the constituent funds.

When the MPFA introduced a systematic approach to
calculate fund management fees and expenses in 2007,

the average fund expense ratio (FER) of MPF funds was
approximately 2.1 percent. In March 2017, the same indicator
read 1.56 percent.

While the reduction has been significant, DrWong said there
is room for further declines as a result of the introduction of
the Default Investment Strategy (DIS) in April 2017,

As its name suggests, MPF contributions will be invested
automatically according to the DIS if an employee had never
given his or her trustee investment instructions before. A key
characteristic of the DIS lies in its fee caps on management
fees (0.75 percent maximum) and recurrent out-of-pocket
expenses (0.2 percent maximum).

Leading the MPFA staff and their families in the Walk for Millions, January 2017
mEETRE T NERB2INES1T/E8, 2017418
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Interview with Dr David Wong Yau-kar

“Compared to the average FER we're seeing ™
in the market now, the DIS fees are a lot

lower," he explained. “We hope the DIS will
inject more competition and bring down the
management cost of MPF providers. Hopefully,
it'll become a benchmark for the MPF market.”

However, Dr\Wong is less sanguine when it
comes to better investment returns —an area
he concedes is largely out of the hands of the
MPFA.

The occurrence of several volatile global events
over the past few years, coupled with a low
interest rate environment in most developed
economies has made it difficult for funds to

M

Giving the opening address at the OECD/IOPS 'GlobalForum on Private

) X Pensions, November 2016

generate higher investment returns. ERE S E S BRI R EPR R A B RS DR 2 EKeRE I BRET
EEEE 20165118

The 2015-16 financial year, for example, was
poor in terms of performance, with an internal
rate of return of negative 8.2 percent. The annualised internal
rate of return of the MPF System since its inception was 3.5
percent, without taking into account the average inflation rate
of 1.8 percent over the same period of time.

“The interest rate is one of the main components of return on
capital. So if rates are low, investment returns will naturally be
low,” DrWong said. “This is a concern because a prolonged
period of low returns will have a negative impact on how

well MPF scheme members are able to accumulate their
retirement fund.”

“But the problem is that even if interest rates were to
normalise, which we've been talking about for years, the
normalisation process is likely to be slow.”

Legacy issues

While issues surrounding interest rates tend to be cyclical,
the same cannot be said of a controversial mechanism that
allows employers to offset severance payments (SP) and long
service payments (LSP) against MPF contributions.

The offsetting mechanism has long been the subject of
heated discussion between different sectors of Hong Kong.
Labour unionists have clamoured for its abolishment, while
many employers have warned of the financial burden they
would have to bear if it was to be removed.

In the 2017 Policy Address at the start of the year, the
government proposed progressively ending the offsetting
mechanism. It suggests subsidising a portion of the
money employers spend on SP and LSP for 10 years in a
grandfathering arrangement that will see the subsidy level
gradually decrease after the second year of abolishment.

“This is a very complex topic. Even within the MPFA
Management Board, we have yet to come to a consensus,”
DrWong explained.

In his opinion, in order to truly solve the issue, he believes
Hong Kong first needs to address the relationship between
the MPF, SP and LSP before establishing clearly defined roles
for each of them.

“We need to remember that the offsetting mechanism was
not introduced by the MPF. Instead, the mechanism was
already in place decades ago,” he added.

The origin of the mechanism traces back to 1974 when SP
was introduced in Hong Kong. If an employer had set up a
provident fund for employees, it was allowed to use their
portion of the provident fund contributions to offset any
severance payments.

When LSP was introduced in the 1980s, the same
mechanism was inserted. The situation repeated itself when
the MPF legislation was enacted in 1995.

“If you look at the various initiatives we have in Hong

Kong (MPF, SP LSP and the offsetting mechanism), they
have two major functions. One is to provide short-term
financial protection against retrenchment, and the other is
long-term financial protection against retirement,” Dr\Wong
commented.

“We need to be asking ourselves whether they are fulfilling
their purposes, if they are working well together, and, if
not, whether we should perhaps consider some form of
consolidation.”

DrWong believes that once the relationship between the
various initiatives has been clearly defined, the city will have a
better grasp of the situation.

Educating the public

Regardless of the final outcome of the offsetting mechanism,
DrWong said there are positives to be drawn from the turn of
events.

© 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”),
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“There are a lot of different opinions, with many proposing
solutions of their own,” he said. “It's hard to comment on
which solution is the best; but having discussions can only
be a good thing because it means people are becoming more
aware of public policies and also the MPF"

One area he thinks Hong Kong needs to work on is educating
the public — not just about the MPF, but wealth management
in general.

“The MPF is one component of wealth management and, at
the end of the day, what we're trying to do is to get the public
to think more about their savings and how they can save up
for different stages of their lives,” he added.

He believes the solution is to start instilling budgeting,
spending and saving concepts at an earlier age. In his eyes,
the Hong Kong population tends to be too risk-averse with
their investment choices, which is a sign of their unfamiliarity
with the topic. Some even find basic terms such as ‘equities’,
‘fixed income” and ‘mixed assets funds’ foreign, Dr\Wong
added.

Educational efforts, though, need to go beyond conventional
textbooks and schooling. It should also include encouraging
constructive discussions among various aspects of society,
as shown by the DIS example.

The MPFA earlier estimated that more than 1 million MPF
accounts had no investment mandates and would therefore
fall within the initiative.

However, when DIS was launched on 1 April 2017 following
months of marketing and advertising, the number of
accounts with no investment mandate had fallen to 590,000.

“Optically, from a number’s perspective, it might look as

if DIS is not popular. But the way | see it, the results are
encouraging because it has prompted many people to review
their MPF investment options and actively manage their
accounts,” he explained. “More work needs to be done, but
there's definitely progress.”

Going digital

DrWong reveals that one of the MPFAs next strategic
focuses is to develop eMPF —an electronic system to
facilitate the standardisation and automation of all scheme
administration.

As things stand, each approved trustee operates its own
unique administration system that is highly independent
from others. This decentralised system is extremely
paperintensive, which can bring about a lot of operational
inefficiencies.

For example, when companies help employees submit their
monthly MPF filing and reporting, the bulk of the work is
often done through manual input and paper documentation.

A back-of-the-envelope calculation done by the MPFA found
that there are 100,000 transactions executed within the MPF
ecosystem every day, which involves some form of manual
intervention or paperwork.

“There are bound to be a lot of administrative costs involved
when we've got such a paperintensive system,” Dr\WWong
noted. “The concept of eMPF is to have a centralised
platform that will bring everything together, which will
hopefully reduce our dependence on manual input and paper
documentation.”

If eMPF is able to transform from concept to reality, this
could be a landmark development that would lower the
operating costs of MPF providers and help both employers
and employees manage their accounts more efficiently and
effectively.

Although eMPF is still mostly in a conceptualisation stage,
DrWong is encouraged that the government has put its
support behind it and included it in the 2017 Policy Address.
In addition, the government has set up an eMPF working
group, which includes representatives of both MPFA and the
industry to explore viable solutions.

“This would be a great achievement since it centralises the
MPF information and investment preferences of almost the
entire Hong Kong workforce,” DrWong added. “We're talking
about a database of 9 million MPF accounts encompassing
4.1 million people.”

Interview by Squawk Box
#Z Squawk BoxEi B %:h
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Greater Bay Area

Ayesha Lau

[jUangadong-Hong Kong-Macal
01y and
ance, and e

gay Area: [ne nistor
Straledic signitic

Ayesha Lau
Hong Kong Managing Partner
KPMG China

.DOS oning of 4ong KUHQ]

Ayesha Lau is the Hong Kong Managing Partner of KPMG China. She has extensive experience advising multinational
clients on tax matters. Ayesha is a regular speaker and writer on tax matters and is the co-author of Hong Kong Taxation: Law
and Practice (Chinese University Press), a leading textbook on Hong Kong taxation. Ayesha is currently the Chairman of the
International Fiscal Association Hong Kong Branch and a member of the Joint Liaison Committee on Taxation. Ayesha has
been appointed by the Hong Kong SAR Government as a member of various advisory bodies. She is currently the Chairman
of the Joint Committee on Student Finance and a Non-Executive Director of the Mandatory Provident Fund Schemes
Authority. She is also a member of the Council of the University of Hong Kong, the Public Service Commission, the Legal
Aid Services Council, the Financial Infrastructure Sub-Committee of the Exchange Fund Advisory Committee and the Policy
Research Committee of the Financial Services Development Council. Ayesha was appointed as a Justice of the Peace on

1 July 2013 and an Accounting Advisor of the Ministry of Finance of the People’'s Republic of China in May 2016.

he Guangdong-Hong Kong-Macau

Bay Area (“the Greater Bay Area”)

has become a hot topic since Premier
Li Kegiang announced during his annual
government work report in March that the
government will draw up a plan to develop a city
cluster in the region. What is the Greater Bay
Area? \What role should Hong Kong play and what
are the potential opportunities for Hong Kong in
the development of the Greater Bay Area?

This column will discuss the Greater Bay Area
from various perspectives, with the first article

focusing on the history and strategic significance
of the Greater Bay Area, and the positioning of
Hong Kong. Future articles will explore Hong
Kong's role and potential opportunities in the
development of the Greater Bay Area.

The Greater Bay Area refers to the city clusters
encompassing Hong Kong, Macau and nine
other cities in the Pearl River Delta, namely
Guangzhou, Shenzhen, Dongguan, Foshan,
Zhaoqging, Huizhou, Zhuhai, Zhongshan and
Jiangmen.

A national strategy

The Greater Bay Area is not a new concept; discussions can
be traced back to the Urban Cluster Plan of the Pearl River
Delta Economic Zone in 1995. In 2009, the development

of the Greater Bay Area was identified as a key focus for
establishing cross-border regional coordination in the Planning
Study on the Coordinated Development of the Greater
Pearl River Delta Township completed by the governments
of Guangdong Province, Hong Kong and Macau. In 2010,
the above cross-border regional coordination was further
elaborated on in the Key Action Plan for the Bay Area of the
Pearl River Estuary.

In addition, the Greater Bay Area became a national
development strategy after being mentioned for the first
time in the vision and action statement of the ‘Belt and Road’
initiative, and was further included in the 13th Five-Year Plan.

Statistics from the World Bank show that around 60 percent
of the world’s economy is concentrated in the estuary. At
present, there are three world-class bay areas — the San
Francisco Bay Area, New York Bay Area and Tokyo Bay Area.
These mature bay areas share similar characteristics such as
high urbanisation, good intercity connections, efficient people
mobility, excellent harbour and airport clusters, and diversified
industrial sectors with synergy opportunities.

In the National Territory Development Plan published by the
State Council in 2010, the Bohai Rim, Yangtze River Delta
and Pearl River Delta were identified as ‘National Optimised

© 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
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Development Zones', serving as the economic growth
engines for Northern China, Central China and Southern China
respectively. The Greater Bay Area is an important part of
developing the Pearl River Delta.

The Greater Bay Area possesses the basic conditions for
developing into a world-class bay area, with a diversified
industry structure mainly consisting of manufacturing,
innovative technology and services industries. It also has a
population of 66 million people, a total area of 56,000km?
and a total GDP of USD 1.3 trillion. These basic conditions
are comparable to the San Francisco Bay Area, New York Bay
Area and Tokyo Bay Area, and the Greater Bay Area has the
potential to become the world's fourth big bay area.

From the perspective of national strategic development, the
Greater Bay Area will facilitate the implementation of the 13th
Five-Year Plan and ‘Belt and Road’ Initiative, and play a role in
‘boosting the domestic markets’ and ‘linking to the overseas
market'. For the domestic market, the Greater Bay Area will
coordinate the resources, and geographical and functional
advantages of cities in the Pearl River Delta to provide strong
capacity for innovation and generate economic benefits to
promote the development of the mainland’s domestic market.
It will also ensure the sustainable development of the Greater
Pearl River Delta by coordinating economic cooperation

in the Pan-Pearl River Delta to achieve regional economic
transformation.

In terms of the overseas market, the Greater Bay Area is
home to Chinese, English and Portuguese cultures, and is
China's window to the outside world for international trade.
Furthermore, located opposite the South China Sea and
adjacent to Southeast Asia, this area is a key geographical
location for the South China-Southeast route of the Maritime
Silk Road.

Greater Bay Area

Leverage the strengths of Hong Kong

Since China opened its doors to the world, Hong Kong has
been actively involved in the development of the Pearl River
Delta. In the 1980s, both Hong Kong and the Pearl River Delta
achieved remarkable economic success, with Hong Kong
businessmen establishing factories in the Pearl River Delta
and operating their business with a ‘front shop, back factory’
model.

Looking forward, Hong Kong should leverage its strengths
and cooperate with the Pearl River Delta cities to develop
the Greater Bay Area. Hong Kong's strengths lie in its robust
legal system, mature capital market and well-developed
infrastructure, which make Hong Kong a recognised
international financial, trading and maritime centre. With a
simple low tax rate system, multinational companies and a
large talent pool, as well as free capital flows, Hong Kong is
also one of the world's freest economies. By leveraging its
strengths and promoting the development of this area, Hong
Kong can strengthen its role as an international financial,
trading and maritime centre, and create more opportunities
for future economic growth.

Future articles will discuss the role of Hong Kong and the
potential opportunities for Hong Kong in the development of
the Greater Bay Area in respect of the trade, logistics, tourism
and exhibition, finance, professional services, staff training,
and technology innovation industries.

The original version of this article was written in Chinese and
was published in the ‘'Hong Kong Economic Journal".
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hese days, more and more people are

interested in responsible investment and

finance. Although there is no recognised
framework for corporations to identify, quantify
and report climate-related financial risks, things
are changing.

The G20 finance ministers and Central Bank
governors asked the Financial Stability Board
(FSB) to review how the financial sector can
best address climate-related issues. Mark
Carney, Chair of the FSB and Governor of the
Bank of England, announced the formation
of the Task Force on Climate-related Financial
Disclosures (TCFD) in December 2015. In
December 2016, the Task Force issued its
Recommendations report which provides
recommendations on how to disclose
consistent information on climate-related risks
and opportunities, and the potential financial
impacts. The Task Force will provide its final
recommendations to the FSB in June, after
which the FSB is expected to present the
recommendations at the G20 Summit in July
2017

What are climate-related financial risks and
opportunities?

TheTask Force is focusing on transition risks and physical risks.

Transition risks include the financial and reputational impacts of
failing to successfully transition to a low-carbon economy. This
covers the risks associated with:

(a) Policy action that attempts to mitigate climate change or
encourage adaptation to it

(b) Litigation claims against companies for contributing to
climate change, or failing to act on it

(c) New technology developments displacing existing
technologies and infrastructure (e.g. renewable energy
replacing coal plants)

(d) Changes in market dynamics.

Physical risks include the financial impacts of the physical
effects of climate change. These include disruption to a
corporation’s operations and value chain from extreme weather
such as floods, droughts, heat waves and hurricanes. They also
include risks from longerterm shifts in climate patterns, for
example sustained higher temperatures leading to a rise in sea
level.

Core elements of recommendations

The recommendations focus on four thematic areas:
governance, strategy, risk management, and metrics and
targets. For each element, the Task Force has defined an
overarching recommendation, supported by a set of disclosures
that organisations should include in their reporting.

© 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.
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A key element of the Task Force's recommendations is that
organisations should use scenario analysis to assess the
potential business, strategic and financial implications of
climate-related risks and opportunities, and disclose these in
their financial reporting.

Since the majority of organisations will only feel the most
significant effects of climate change in the medium to long
term, and the timing and magnitude of these are difficult to
predict, scenario analysis can help manage the uncertainties
of climate change.

The Task Force encourages companies to select a set of
scenarios. These should include a scenario that assumes
global warming of 2°C, in addition to two or three other
scenarios. Organisations should also disclose how their
strategy and financial plans may be affected in these
scenarios.

At this stage, the Task Force recognises that analysis will be
largely qualitative. However, for organisations with the most
significant risks, the Task Force recommends some level of
quantitative analysis, if possible. It also encourages such
companies to disclose key inputs and assumptions related
to their scenario analysis to allow users to understand the
process and its limitations.

What can companies do to prepare?

The Task Force on Climate-related Financial Disclosures

is a potential game-changer — with the involvement of the

G20, the FSB and some of the biggest names in the global
financial community, it has real credibility. While voluntary,

V F i
e
[ )

Climate

the guidelines that have emerged are likely — with the
authorisation of the FSB — to be accepted as de facto global
best practice. At the very least, they will be used by regulators
and stock exchanges to determine local standards.

This is the start of the process. However, as the impacts of
climate change and the associated financial risks to business
become more and more apparent, the financial sector’s
quest for risk disclosure that is useful in decision-making will
become ever more urgent.

What can companies do to prepare? They can start now with

a full assessment of where climate-related risk lies within the
organisation, with a focus on the transition and physical risks

prioritised by the Task Force.

Corporations should also assess the current state of their
processes and data quality in terms of identifying and
reporting climate-related risks. This will include systems for
reporting carbon emissions and progress against carbon
reduction targets, but will have to go further to translate this
data into financial risks. Assessing the linkage of climate
change to risk management and scenario analyses will be
critical in light of the Task Force's recommendations.

Understanding climate-related risks and building them into
financial reporting will be challenging. Companies should
take this time to get ahead while there is no immediate
requirement to disclose the information publicly. This way,
in a few years’ time when climate risk reporting becomes
mainstream practice, companies will be prepared.

The original version of this article was written in Chinese and
was published in the ‘Hong Kong Economic Journal"
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he influence of millennials, showrooming

and ever-changing technology platforms all

contribute to a low-growth landscape for
retailers. Customer loyalty is a good way to help
companies sustain —and grow — market share.
For most mature brands, over 85 percent of
growth comes from their most loyal customers.

Although most retailers know they have to
focus on customer loyalty, few are actually
taking action. In KPMG's 2016 Global Consumer
Executive Top of Mind Survey,' 90 percent of
respondents said they were worried about
customer loyalty, yet only 24 percent said
building and sustaining customer loyalty was
considered a top 10 priority. This disconnect
leaves room for opportunity —and for many
companies, optimising loyalty programmes can
provide a way forward.

Digital consumers are now increasingly
controlling the narrative about the brands

they consume through social media platforms
and referrals to friends. The old patterns of
consumer behaviour, advertising effectiveness
and the customer value chain no longer hold
true in the current marketplace. Yet, loyalty
programmes still appeal to consumers and can
still drive market share.

Two-thirds of customers in a recent KPMG survey admitted
that they have made a special trip to a store in the last six
months in order to earn a reward in a loyalty programme.
Three-quarters of respondents revealed they would give “rave
reviews" to at least one of the loyalty programmes in which
they participate. In addition, 60 percent said they would shop
at a store with slightly higher prices in order to earn a loyalty
reward.

How can a loyalty programme’s business model be affordable
and sustainable, while still appealing to customers? Firstly,
companies need to find the right point of penetration and

the best programmes that generate the most perceived
value for customers while costing the least. Companies

must have insight into what their customers find valuable —
some customers may make ‘irrational’ purchases to achieve
certain benefits. Customers surveyed said that they would do
“almost anything” to earn more rewards.

In addition to finding the right point of penetration, retailers
should make their currency flexible. As market and consumer
preferences change, the loyalty programme has to change
100, so as to reward customers for new behaviours. To prepare
for these inevitable changes, it is best to design a currency
that can change too.

Retailers also need to provide surprise offers for customers.
In KPMG's study, over 80 percent of loyalty programme
customers said they prefer surprise deals or gifts to
information on sales, special privileges, time-saving
opportunities, or other traditional programme benefits. A
programme that offers frequent surprises will likely see a
spike in sales, and free gifts can be tailored to individual

' 'Seeking customer centricity: The omni business model — 2016 Global Consumer Executive Top
of Mind Survey’, KPMG International, https://home.kpmg.com/cn/en/home/insights/2016/06/
seeking-customer-centricity-the-omni-business-model.html
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customers. Retailers also need to build partnerships. It is
often possible to develop a partnership to make a loyalty
programme more affordable, for example co-branded credit
cards and working with suppliers to reduce costs for products.

Just like their parents and grandparents, millennials like
loyalty programmes. Over 90 percent belong to at least one
loyalty programme. It is important for companies to design
loyalty programmes to match their particular consumers’
preferences, not those of an entire demographic. However,
millennials’ expectations and behaviour do give several
guidelines for developing the next generation of loyalty
programmes.

Millennials like to earn experiences. This well-known
consumption pattern applies to loyalty programmes too. In
fact, millennials are more likely than older generations to

join programmes associated with food delivery, restaurants,
education, health, diet and exercise. Secondly, while
millennials like earning points, they are less likely to purchase
a product or check in at a location just to earn points. They are
more likely to engage in loyalty programmes whose system
for earning points is linked to an experience, such as games or
charitable donations/activities.

Loyalty programme

More advanced customer loyalty strategies are linked to
customers’ passions. For example, a major sports clothing
and accessories company built a fitness platform that
provides daily engagement with customers, and data about
product use. Loyalty programmes that lack an experiential
dimension need to be revamped now, or risk losing a major
demographic. Yet, too many companies have only tinkered
with their traditional programmes that were established years
ago, despite the fact that consumer expectations and the
competitive environment have already changed. Many do
not even have the tools to measure exactly how their loyalty
programmes are currently performing.

The first step for retailers is to get a clear picture of how
customers view their brand and loyalty programme, and

how well that programme is currently working. With that
analysis in hand, strategies to reinvigorate the programme

for their customers and their bottom line may be easy to find.
By driving customer engagement to gain customer loyalty,
companies can seize opportunities to strengthen relationships
with their customers, build their brands amid increasing
competition, and drive market growth.

The original version of this article was written in Chinese and
was published in the ‘'Hong Kong Economic Journal".

© 2017 R B G ENERFT — B EBHEHA, SRR TRE — 2RAERSIFEM ("REEER) R BE IR SFTABE BN B RIEFTE, RS #.



A sb-%TH A

REE st E

&/LJ\EE - /l_1\|;| E
EEThRIEE

x|||

o]

REMR
BB, EBHS
ZERPE

REBG EFHEBA, BEHEEERITETHTENSES TE TR SEERRE. R EX . SE MRREE
WX RBEHRTR EHEETHEEEEER MIRABT B IATERRTEESENEEE R TR IMER S,

:F?ﬁ—ﬁs R IR R R A ERE R KM T
8, *TEFEREKTIEREE, -
HiEm L, MR BHEFENEENRERTS
78R, BEEHENTHISIE R WAER 2 B A&
=, BiB85%IE KRR B H EHEE

BAXRZHZETHABTEHBENERN,
BIRA 2B HEIEFRIRITE) . £ EFRE(2016
FIRIKHE m*m & /B L EMHAE) (2016
Global Consumer Executive Top of Mind
Survey)®,t 90%MZHEHEE EHERT
B2, BRE24%NZHEFEZT EHET S
TRBREFEZ - FAERENMETTHRT

2, HFZRAME, BUEE EHEAERER
I anEE,

Eﬁil_ﬁlﬁﬁﬁfirﬂ HFHEEURUSZE
BHERE, Uk EEN S AREEY
mE2BEHE, BREETA BESEMMENE
FEEEABERANES TS, BEET BH
BNARSIHEE, TR R.

AER, =0 HBERTA T BISET BH T 8RER,
BEEARBEER —KBIERY, WD =NRHERR, G
HHSHEMNER B EGTIFT; M60%HEE S TE
SR, BEEERIESHEEREY.

ERRNAERBERSHAETHERRE, Y ERSIME
11&5%7%5‘6, FEXRIG BTN, BRHERE WS
RSB A EERABEETRAEE, SEBLAT R
FRRIME, FEEEATESER, §&TIFEMNHEE;
AERA, BRATRESHMMEMERIRESESEE.

HR, ZEBRERAEEREZRIZMNERRIRSG A, B
RiZTEBEENRFREREY, EESHs 8 EEz 2
6, BB R MTA. A T RS EATHERNE N, T
ERRFEREEREZRIZMNER IR .

Lo, ZEBEFBEREETLRES, AEH, BiB80%HIEE
BRT, AENMEHER BN E SR RESREMERE
B MAERERERERENER. IR—EEHAHE
EAEEREERE, AlstEERRERRESE MR E
BNERA U HARERNEF MR xR, TEHH U
BIRERGIERHRGR, CETTHAZNENESR, FI10, 12
HEEER R UM RERE S, LB mARES,

! BERER, (BRUBF AR 2HUBHEEN 2016 FRKHE RES EEITHEAE)
(Seeking customer centricity: The omni business model - 2016 Global Consumer Executive
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hen companies focus on their internal

audit (IA) function, they pay a lot

of attention to value. An effective
IA function can not only magnify what the
company already knows, but also present new
findings, offer new perspectives and provide
new ways of gleaning such insights.

KPMG and Forbes recently surveyed more than
400 chief financial officers (CFOs) and audit
committee chairs on a host of issues regarding
the performance, focus, value and future of |A
functions at their organisations.'The findings
call attention to a ‘value gap’ between what
audit committee chairs and CFOs identify as

priorities and what they are receiving from their
|A functions.

Achieving expected results

Although the subject of value is widely discussed in business
arenas, it is often referred to in an abstract way. In many
surveys of this kind, ‘added value’ seems to be a desired
outcome, however, it rarely results in measurable impact. The
challenge, therefore, is to make value real.

To determine how that may be done, particularly as a function
of IA, it is worth examining what |A functions are providing
companies versus what companies find valuable. The biggest
gaps in the findings were related to risk and sustainable profit
generation. A surprisingly low percentage of those polled
currently receive informed perspectives on risk — yet, this
ranked highest as the type of insights they would most like to
start receiving.

For companies, what insights would be of most value?
Insights that help assess risks and risk management
practices, inform perspective on emerging risks, and focus
on sustainable profit generation are most valuable. It is also
quite clear that while companies want measurable impact
from their |A functions — particularly around risk and potential
revenue enhancement — this is not their primary concern.
The most important factor is effectiveness and efficiency.
This means that while there is a call for measurable impact
through a greater focus on risk, it should not come at the cost
of reducing audit effectiveness and efficiency.

If risk is a prominent area of concern, the answer to making
value real may lie in informing the risk assessment, supporting
risk management and providing insights in a way that
optimises the effectiveness and efficiency of how |Aas a
whole is delivered.

T ‘Seeking value through internal audit’, KPMG International, https://nome.kpmg.com/cn/en/
home/insights/2016/04/seeking-value-through-internal-audit.html
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Taking a new approach to risk

In general, ground-level risk assessment as a function of

|Ais agreed to be, at best, adequate. However, when it
comes to more comprehensive detection and response to
emerging risks, only one in ten respondents believes that
this is addressed satisfactorily. IA needs to be more proactive
in identifying risk, not just assessing the controls already in
place.

Nearly half of the companies in the survey track risk through

a compliance function, half as many through their legal
function, and only 9 percent through an enterprise-wide risk
management function. Stakeholder responses indicated

that they care more about how |A was responding to risk,
especially emerging risk, than what function was accountable
for risk tracking.

Stakeholders expect |A to be more proactive in responding
to risk, which presents a significant opportunity for IA to
collaborate with the compliance, legal and risk management
departments. This collaboration highlights an even greater
need for efficiency and effectiveness; and this is where
technology comes into play.

If companies are not fully integrating technological
advancements in every area of business, no strategy is going
to make a measurable impact. How IA is conducted is no
exception. It stands to reason, then, that a solid technology
platform with the propensity for advanced, enterprise-

wide data and analytics (D&A), and a progressive feedback
mechanism would make for a distinctly efficient and effective
IA function.

Internal audit

Deploying D&A technology

The potential for making value real through technology is
enormous, especially if IA were able to integrate a higher
percentage of data analytics procedures into their audit
approach. An integrated approach to using data and analytics
throughout the audit process (for example, analytics-driven
continuous auditing, dynamic audit planning, audit scoping
and planning, and audit execution and reporting) would
provide greater insights and value.

If IA were to operate through an integrated technology
platform, the incorporation of risk assessment, D&A,
knowledge and experience would likely advance the potential
for IA to deliver significant added value. This would particularly
be in terms of monitoring emerging risk, assessing risk
coverage and facilitating data-driven decisions to provide
actionable insights into the strategic drivers of the business
that would optimise both business performance and risk
mitigation.

This platform would provide dynamic, nearreal-time

reporting, expose the root cause of problems and enable
internal auditors to help deliver not only added value, but

also measurable value. Overall, companies can take specific
actions that would elevate the value of the |A function by
providing actionable insights into the risks that matter and
increasing the focus on emerging risks; embracing technology
and the benefits of D&A to increase audit quality; and
leveraging an audit management platform that automates
significant portions of |A service delivery.

The original version of this article was written in Chinese and
was published in the ‘'Hong Kong Economic Journal".
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KPMG in the market

NEw Senior appontments

KPMG Asia Pacific Board elects Honson To
as Asia Pacific Chairman

KPMG China Chairman HonsonTo has been elected Chairman of KPMG Asia Pacific with effect
from 1 October 2017, succeeding Sai Choy Tham.

"It is a great honour to be elected the next KPMG Asia Pacific Chairman,” Honson said. “With
the region playing a central role in global growth, this is a very exciting time to take on the Asia
Pacific chairmanship. | am very much looking forward to working shoulder-to-shoulder with our
clients as they tackle increasingly complex business challenges and helping them deliver real
results.”

In addition to his new role, Honson will also continue his role with Benny Liu as Chairmen of the
China firm.

In congratulating Honson on his election, Sai Choy said, “Honson is well-qualified to represent the region in the global network.
| know that Honson is looking forward to the challenge of serving in this new role, and | am sure that you will join me and the
Asia Pacific Board in giving him your full support and wishing him every success.”

Honson began his career with KPMG in Canada in 1990 where he qualified as a Chartered Accountant and Chartered Business
Valuator. He joined KPMG's Hong Kong office in 1997 before moving to the Shanghai office in 2001. He is currently based in
Beijing, having made the move from Shanghai in 2010.

Honson has extensive experience working with international clients investing in China as well as Chinese clients investing
overseas, providing due diligence, valuation and advice on mergers and acquisitions.

Andrew Weir made Chairman of HKEXx Listing
Committee and awarded an MIBE

Andrew Weir, Hong Kong Regional Senior Partner, has been appointed Chairman of the Listing
Committee of the Stock Exchange of Hong Kong's (SEHK) Main Board and Growth Enterprise
Market (GEM). Andrew was first appointed to the Listing Committee in 2014.

In addition, Andrew was awarded an MBE inThe Queen's Birthday Honours List 2017. Andrew,
who was a former Chairman of the British Chamber of Commerce in Hong Kong, received this
honour for his outstanding contribution to trade and investment links between Hong Kong
and the UK. Andrew has been instrumental in cultivating international corridors, specifically
between China and the UK.

28
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NEW SEniar appontments

We are delighted to announce the following senior appointments:

Ayesha Lau,
Hong Kong Managing Partner

In her new role, Ayesha Lau, formerly
Head of Tax, Hong Kong, has been
appointed as Hong Kong Managing
Partner, where she will work closely with
Andrew Weir (Regional Senior Partner) in
driving and implementing our go-to-market
strategy in the business and broader
community in Hong Kong. As part of this
role, Ayesha will lead our Accounts and
Sector initiatives in Hong Kong, a position
previously held by Stephen Mercer.

Jacky Zou, Senior Partner,
Northern Region

After his tenure as Senior Partner, KPMG
LLP and 24 years with the firm, Jacky Zou
has assumed the role of Senior Partner,
Northern Region, replacing Edwin Fung.

Lewis Lu,
Head of Tax

After joining the firm in 1998, and most
recently holding the role of Head of Tax,
Eastern & Western Region, Lewis takes
up the position of Head of Tax from
Khoonming Ho, who will continue with
his role as ASPAC Head of Tax.

Jeffrey Wong,
Head of Advisory

A 20-year veteran at KPMG China, Jeffrey
has taken on the role of Head of Advisory,
after serving as Head of Deal Advisory.
Jeffrey replaces Babak Nikzad, who has
retired.

Stephen Mercer,
Deputy Head of Audit

Stephen will support David Ko (Head

of Audit) on the transformation of the
Audit function, and help us further drive
operational excellence to take our Audit
practice to the next level.

Ronald Sze, Senior Partner,
Southern Region

Ronald joined the firm in 1992, and his
previous roles include Head of Audit,
Southern Region, as well as Deputy Head
of Markets. He replaces Peter Kung, who
continues his role as Head of Enterprise.

Curtis Ng,
Head of Tax, Hong Kong

Curtis replaces Ayesha as Head of Tax
Hong Kong. He will build on the strong
practice built up by Ayesha and the team,
and aims to drive new delivery models
and technology platforms.

Raymond Ng,
Head of Markets

Raymond replaces Honson To (KPMG
China Chairman), who served as interim
Head of Markets. Since joining the firm
in 2013, Raymond has been Deputy Head
of Markets and Head of Energy & Natural
Resources.

© 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.
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SENOr TELements

Three of our long-serving partners, Babak Nikzad, Nick Debnam and Jacky Muk, retired from the partnership
on 31 March 2017 Each dedicated almost three decades to the firm:

Babak Nikzad, former Head of Advisory

Babak Nikzad worked at KPMG for over 29 years, six of which were spent in London, auditing and advising
clients in the banking and finance sectors. He was also a member of the Executive Committee and the
KPMG Global Advisory Steering Group.

Over the years, Babak has worked with banking and financial clients in the UK, US and Asia Pacific, making
significant contributions across a number of projects including regulatory compliance, transactions and
restructuring, risk management, finance, and internal controls. Under his leadership, the Advisory practice
grew considerably, particularly with the addition and expansion of the Strategy Team.

Jacky Muk, former Senior Partner of KPMG in Chongqing

Jacky Muk started his career with the KPMG Hong Kong office in 1985 and became partner in 1998. He
also worked in our London, Beijing and Shenzhen offices. Since his transfer to the Chengdu office in 2009,
Jacky has helped develop the western China market, including the opening of KPMG’s Chongging office.

Jacky has worked in both audit and restructuring, and has led major liquidation cases.

Nick Debnam, former Head of Consumer Markets

Nick Debnam joined our Hong Kong office in 1990 and became partner in 1997

As chair of KPMG's Consumer Markets line of business for the ASPAC region, Nick was instrumental in
helping build the firm's Consumer Markets business. He was head of the Japan practice some years ago
and has worked with some of the firm’s biggest Japanese accounts throughout his career with the firm.

In recent years, Nick headed up the markets programme in Hong Kong, helping drive KPMG's go-to-market
strategy, including developing the Hong Kong CFO Forum series, a popular event for senior executives.

© 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.



ZAsb-%6ThHH

m/\\&Aiélé/ﬁi

UT=NEEERTBZEMNEB A — FTIHEE (Babak Nikzad) . # /71T (Nick Debnam) F1ZR= k722017
FIA3IHEMARK MAIZIAEEEBEBIZEI0E, HEEHNERELTEESNER,

ZFia% (Babak Nikzad) — #HRFBIEEESBA

FRBELENZERIHEER2F, EREERINFELIFE, tEEARFRTREMENZT AR
HESEARE, L BIEEEERNTEZEGNEEALIKENE S/ MER S,

ZER, FREAEEHEEE. AN AMENZSRIRTNEMEZRERSE ABREGR. XS
B4 B EE MBENNEIERIF S EEE fFH T ERERM. EFARTERNRET, AFTHEARE T
B3 RAL K, 155 R EIREE A E XAV L M R ERMINEHEM®E,

Exk - EEHEERNTERESBA

BRKFTEFEIIBSFIMNERRAEBNEE, IT1098FZARBEH N MENEFEBH. ALRARH
FRT1F. B2009F B RIREMBMMELE LR, BERKEERNHEIERE R RTEAIMETS, BF
RIUBEHEBMELR,

BRKFCEESRSEFFMERBREE, WREAFMETSEREERER,

#7117 (Nick Debnam) — HEREMNTEEABA
BOITEEEL0EMN BERE BIMER, R199TEBABEB A,

EREEEEEEMETARTESBABRRE, BNTAEABFRRILT HEmEREE K, i th B
BEEEERGHNETESGBA, SEREFHEREAENAFTEETRERE/F.

EF, BHTREARREAFERENTHRREER, KR ERNERTIZREE, SFERHER
EESREEASRUINER BREMBEREBEI R,

© 2017 R B G ENERFT — B EBHEHA, SRR TRE — 2RAERSIFEM ("REEER) R BE IR SFTABE BN B RIEFTE, RS #.



Hong Kong Edge - Issue 15
KPMG in the market

[ranster pricingin Hong kong

The international taxation landscape across the world has seen significant changes under the Organisation for Economic
Co-operation and Development’s (OECD) Base Erosion and Profit Shifting (BEPS) Project. The significant reform in the tax arena
under the common set of principles advocated by the BEPS work has brought about more stringent local regulations to ensure
that each country receives a fair piece of the pie.

Transfer pricing (TP) has been an integral part of the BEPS work. Recommendations developed by the OECD under the

BEPS Action Plan encompassing risk and capital, intangible assets, high-risk transactions, as well as the three-tiered TP
documentation, have been adopted and incorporated by more and more countries around the world (with certain variations for
local jurisdictions in some cases).

In line with the new global standard of transparency and consistency, the Hong Kong Government launched the Consultation
Paper on Measures to Counter Base Erosion & Profit Shifting (the ”Consultation Paper”) in October 2016 to assess public views
on the implementation of the OECD BEPS recommmendations in Hong Kong. The Consultation Paper made it clear that Hong
Kong will be adopting a regulatory regime for TP that is consistent with the BEPS framework and which will also mandate the
preparation of TP documentation in the future.

Under the set of TP documentation requirements proposed in the Consultation Paper, a three-tiered documentation approach
will be adopted, which includes country-by-country (CbC) reporting, master file and local file/s. The preparation of master and
local files is required for entities that meet two of the following three criteria — (i) annual revenue exceeding HKD 100 million,
(ii) assets exceeding HKD 100 million, and (iii) a workforce exceeding 100 employees. In cases where the consolidated group
revenue exceeds the equivalent of EUR 750 million, the group will be required to prepare and file a CbC report.

In June 2016, Hong Kong also put in place a legal framework to implement the standard for Automatic Exchange of Financial
Account Information (AEQI). This will enable Hong Kong to exchange CbC reports with other countries with which Hong Kong
has concluded a tax treaty.

Currently, there is a common focus on countering double non-taxation of income by tax authorities around the world. Under the
BEPS recommendations, there is also a significant emphasis on the alignment of substance/value creation with profits/taxes
paid. In addition, Hong Kong has proposed introducing a comprehensive TP regulatory regime that is consistent with the BEPS
framework. It is anticipated that there will be increased scrutiny on the income of Hong Kong companies subject to offshore
claims, especially with the CbC reporting making information such as the revenue, income tax paid and number of employees
in a particular jurisdiction transparent to other tax authorities through the AEQOI of CbC reports.

Due to the existence of offshore claims and the considerably lower corporate income tax rate in Hong Kong, significant profits
are often retained in Hong Kong. Yet, there is a lack of clarity on the principal structure within the broader group, namely
whether the Hong Kong entity that has retained a significant share of the residual profits performs functions and assumes
risks that can be considered entrepreneurial and critically value-adding to the group’s operations globally or regionally, thus
warranting the attribution of a large share of the residual profits, if not the majority. Without supporting documentation and
analysis clearly spelling out such an economic basis, the profits retained in Hong Kong could be subject to challenges in

other jurisdictions. The tax authorities in other countries could argue that the functions performed and value created in their
jurisdiction should be entitled to a larger share of the profits in the global value chain.

With the availability of financial information and the implementation of relevant legislation, as well as the significantly

increased level of transparency in the post-BEPS world, taxpayers should anticipate that TP policies and documentation will be
heavily scrutinised by the relevant tax authorities. The operational structure will also have to be reviewed regularly to ensure
sustainability, and taxpayers should exercise more caution and rigour in managing their TP affairs. It is recommended that they
centralise and drive the documentation process from the group’s headquarters in order to ensure that the information disclosed
along with the economic rationale supporting the TP positions across the master file, local file and CbC report is consistent
across all jurisdictions where the group operates.

For more information, please contact ourTransfer Pricing team:

Karmen Yeung Lu Chen
Partner, Principal,

Head of Transfer Pricing, Hong Kong Transfer Pricing
KPMG China KPMG China

E: karmen.yeung@kpmg.com E: lu.l.chen@kpmg.com

© 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
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HONg Kong sanking ourvey 201/

KPMG has launched its 29th annual flagship Hong Kong Banking Survey, which reviews the sector's performance and provides
an analysis of key performance metrics for the top 10 locally incorporated banks in Hong Kong in 2016.

The latest report finds that the financial performance of Hong Kong's banking sector remained relatively stable in 2016. There
has generally been muted loan growth and margins have been relatively flat, but costs have stayed flat and credit problems
appear under control, which has left the overall profitability of the sector relatively unchanged.

Meanwhile, the report notes that a number of developments, including China’s 13th Five-Year Plan and the ‘Belt and Road’
Initiative, as well as advancements in innovative technologies, offer major opportunities for banks in the city to perform strongly
in the future.

In addition, Hong Kong's connections with China stock markets and its continued development as a wealth management hub
present new avenues for growth.

Key highlights:

¢ Digital innovation, such as artificial intelligence, cognitive computing and robotics, can help banks in Hong
Kong facilitate growth.

e Risk and regulation continues to be a major focus for banks in Hong Kong. In recent years, global and
local authorities have increased their regulatory scrutiny in the industry, introducing various guidelines
and regulations covering areas including anti-money laundering, corporate culture, risk management,
cybersecurity and non-financial regulatory reporting.

As a result of the Financial Action Task Force's next mutual evaluation of Hong Kong in mid-2018, we expect
Hong Kong's regulators to ramp up their supervision of anti-money laundering and know-yourcustomer
matters in the next 12 to 18 months.

e \We are seeing a greater focus on conduct and the fair treatment of customers across all aspects of banking.

While overall profitability of the sector remains relatively stable, the future of Hong Kong's role as an international finance
centre is bright, with a number of opportunities for banks. The banks that are quicker to capitalise on these opportunities and
focus on digital innovation across their entire organisation will be the ones that will have a competitive advantage over time.

If you have any questions or would like a hard copy, please contact the Publications team at
cnfm.publications.hk@kpmg.com.

To read the full publication, please click here or scan the QR code.

Paul McSheaffrey Dickson Lee

Partner, Partner,
Head of Hong Kong Banking Financial Services
KPMG China KPMG China

© 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.
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AN EvavIng Internal Audt
andscape: Beyond
conventional complance

KPMG China and the Institute of Internal Auditors (ll1A) Hong Kong have launched An Evolving Internal Audit Landscape: Beyond
conventional compliance, a report that analyses the latest internal audit developments in Hong Kong.

The future of internal audit in Hong Kong looks both promising and challenging as companies come to grips with the age of
digitalisation. The purpose of the report is to provide market participants with the latest internal audit trends in Hong Kong, and
provide insights on how they can improve their internal audit functions.

In the report, we have identified five key attributes that a leading internal audit function should possess in today’s business
environment:

@ Key Attribute 1: Becoming a trusted business advisor
Key Attribute 2: Embracing big data analytics in audits
Key Attribute 3: Staying ahead of digital threats
Key Attribute 4: Auditing culture and behavioural controls

Key Attribute 5: Assessing the effectiveness of internal audit

Our analysis is based on the findings of a joint survey conducted by KPMG and the IIA Hong Kong in March 2017. The survey
seeks to understand the role internal audit plays in the business operations of Hong Kong listed companies, and capture

the key challenges and opportunities they are facing as a result of Hong Kong Exchanges and Clearing Limited's (HKEx)
increased emphasis on improving corporate governance standards.

For any questions, please contact the Publications team at cnfm.publications.hk @kpmg.com.
To read the full publication, please click here or scan the QR code.

Paul McSheaffrey Alva Lee
Partner, Partner,
KPMG China KPMG China

© 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.
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Maniand Ghina andHong

Kong 201/ Mid-year
PURBVIEW

Hong Kong will continue to see robust IPO activity in the second half of 2017 with momentum to be driven mainly by small and
medium sized listings, according to KPMG's latest analysis.

In the first half of 2017 Hong Kong recorded 69 IPOs, almost double compared to the 38 IPOs recorded over the same period
last year. However, total fundraising increased by only 22 percent to HKD 53 billion from HKD 43.5 billion in 2016 H1, due to the
dominance of small to medium sized IPOs.

Three-quarters of Main Board IPOs raised less than HKD 1 billion, dragging the average IPO deal size down to HKD 1.5 billion
—the lowest first half figure since 2013. In addition, more than half (35) of the IPOs were in the Growth Enterprise Market
(GEM). GEM listings add up to HKD 2.5 billion, or less than 5 percent of total proceeds, according to the KPMG analysis. KPMG
forecasts there will be around 80 Main Board IPOs and 70 GEM IPOs worth a combined HKD 170 billion for the full year.

In a bid to broaden the accessibility of Hong Kong's capital markets and strengthen its listing regime, the Hong Kong Stock
Exchange recently kicked off the public consultation process for establishing a New Board targeting companies from ‘new
economy’ sectors. The consultation also includes proposals to review the GEM, as well as amend the listing rules of both the
GEM and Main Board.

The A-share IPO market, on the other hand, had a strong 2017 H1. Up to 247 companies floated their shares on the Shanghai
and Shenzhen stock exchanges, which already surpassed the number of IPOs for full year 2016. This is also the highest first half
figure in 10 years. Meanwhile, total fundraising stood at RMB 125.4 billion, which is more than four times that in 2016 H1.

KPMG expects A-share IPO activity to continue to be strong in the second half of the year as the regulators continue to focus
on clearing the pipeline. The number of active applications has gone down from 681 at the end of 2016 to 549 as at 15 June.
New A-share listings are expected to hit a 10-year high of around 400, raising approximately RMB 220 billion.

Note: All 2017 H1 figures are based on a combination of data (as at 15 June 2017) and KPMG projections.

For any questions, please contact the Publications team at cnfm.publications.hk @kpmg.com.

To read the full publication, please click here or scan the QR code.

Paul Lau

Partner,

Head of Capital Markets
KPMG China

s

© 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.
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NED Forum

he latest INED Forum attracted over 230 attendees and covered a range of topical issues.

Opening up the event, Andrew Weir (Senior Partner, Hong Kong) gave his reflections on Brexit and political developments

in the UK and Europe in general. He introduced a range of KPMG partners who provided insights into current business

issues on topics ranging from financial reporting to the Greater Bay Area. The speakers for the day included Catherine
Morley (Head of Department of Professional Practice), Paul Lau (Head of Capital Markets), Darren Bowdern (Head of Financial
Services, Tax), MelissaWu (Partner, Audit), Alva Lee (Partner, Advisory), Henry Shek (Head of IT Advisory Risk Consulting) and
Ayesha Lau (Managing Partner, Hong Kong).

Some of the key takeaways included the following:
e Companies should take action now if they have not yet assessed the impact of the new IFRSs.

e InJune 2017 the Stock Exchange of Hong Kong released a consultation paper relating to the repositioning of the Growth
Enterprise Market as well as a concept paper on the establishment of a new board for the listing of ‘'new economy’
companies. These are expected to attract a lot of discussion in the market in the next few months or so.

e The top three tax initiatives to attract investments and promote Hong Kong were proposed to be: 1) offering incentives
to attract businesses to be headquartered in Hong Kong; 2) the need for group loss relief to encourage investments and
entrepreneurship; and 3) super deduction to promote research and development in Hong Kong.

e According to KPMG's Audit Committee Institute — Global Audit Committee Pulse Survey, audit committee members
considered the effectiveness of their risk management programme and legal/regulatory compliance as the top two
challenges for audit committees.

e With reference to KPMG China’s new internal audit publication, An evolving internal audit landscape, the five key attributes
of a top internal audit function are: ‘Becoming a trusted business advisor’, '/Embracing big data analytics in audits’, ‘Staying
ahead of digital threats’, ‘Auditing culture and behavioural controls beyond traditional process-level audits’ and ‘Assessing
the effectiveness of an internal audit function”.

e Companies need to ask themselves when they last did a cyber health check, and understand what information they hold
and where it is stored.

e The 'Belt and Road’ Initiative provides a number of opportunities in many sectors, including infrastructure, and energy
and natural resources. Some key business implications include international cooperation (such as collaboration between
Chinese and foreign companies in third-country markets) and infrastructure investments (e.g. the development of China’s
western provinces).
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Panel 1 (from left to right): Charles Kinsley.SimonTopping, JyotiVazirani, Tom Jenkins.and'John Shelley
IMEETR1 (RREER): HIKE (Charles Kinsley). EEEE# (Simon Topping). E4EWF (Jyoti Vazirani). 5k #2EF (Tom Jenkins)
#0 John Shelley

KPMG Banking Forum 201/

o tie in with the launch of the Hong Kong Banking Survey 2017, KPMG's experts shared their views on some of the
challenges and opportunities for the Hong Kong banking sector, based on Hong Kong banks’ 2016 results.

Dickson Lee (Partner, Financial Services) presented the key findings from the survey, which was followed by two

interactive panel discussions. The first, focusing on how banks are approaching ‘Risk & Regulation’, was moderated
by John Shelley (Senior Advisor) and featured a lively discussion with KPMG partners Tom Jenkins (Financial Services
Regulatory Advisory), Charles Kinsley (Tax), Simon Topping (Regulatory Advisory) and Jyoti Vazirani (Head of Financial Risk
Management).

In the second panel, KPMG partners Paul McSheaffrey (Head of Banking & Capital Markets), Susie Quirk (Head of People
& Change Advisory) and Isabel Zisselsberger (Head of Financial Management, Customer and Operations) joined Stefan
Rust (Founder & CEQ, Exicon) for a discussion on the theme ‘Growth'. Larry Campbell (Director, Head of Financial Services
Strategy, Asia Pacific) acted as moderator. Both panel discussions were followed by questions from the audience.

Some of the key issues covered at the forum include:
1. The current status of the new regulations
2. How Hong Kong can benefit from new tax incentives for aircraft leasing and the new transfer pricing regime

3. How the latest Markets in Financial Instruments Directive (MiFID) rules apply to banks in Hong Kong, and what the SFC
review of Best Execution will conclude

4. The risks of Al, cognitive computing and robotics in the banking industry, and how regulation can support or inhibit the
adoption of these new tools

5. Hong Kong banks' progress in building resilience to cyber attacks and if banks have sufficiently robust and tested
contingency plans.

To read the full publication, please click here or scan the QR code.
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Launch of KPMGS Family or Literacy programme
nChiNg

ccording to the UNESCO Institute for Statistics, 757 million adults and 115 million youths worldwide still lack basic
reading and writing skills.

At KPMG, lifelong learning is one of our focuses. We understand that books can open up new worlds, and instil in
children a lifelong love for learning — but too often, those new worlds and that love of learning are not accessible to
children from low-income families.

llliteracy and low literacy can be linked to many socioeconomic problems in the world. KPMG believes that investing in lifelong
learning is one of the most important catalysts for addressing formidable societal issues. For this reason, Susan Flynn, spouse
of KPMG's former Global Chairman Timothy Flynn, and Beth Veihmeyer, wife of current Global Chairman John Veihmeyer,
decided to create KPMG's Family for Literacy (KFFL) programme. KFFL aims to help combat childhood illiteracy, while at
the same time creating a unique way for KPMG people and the extended KPMG family to participate in the firm’s community
service efforts — by donating books and spending time with beneficiaries.

This initiative ties in with goal number four of the UN'’s 17 Sustainable Development Goals (SDGs) — Ensure inclusive and
quality education for all and promote lifelong learning. SDG 4 is a vital enabler of many of the other SDGs, including promoting
economic growth, and combating child labour and child marriage.

Education and lifelong learning provide a passport out of poverty and into prosperity. With every book we provide, we are
making a significant impact on the lives of the children, and laying a foundation for lifelong learning and opportunity. Everyone,
everywhere deserves the educational opportunity to become literate and to achieve their full potential; an aim which is also in
our enlightened self-interest as global citizens.

QY Howyoucanhep

Our Hong Kong beneficiary is Society for
Community Organization (SoCQ). If you would like
to improve a child’s life through reading, please
consider donating a book voucher for HKD 200.

You can donate to the KPMG Foundation by
cheque or by purchasing vouchers from these
three bookstores — The Commercial Press,
Joint Publishing or Popular Book Store. Please

make out cheques to ‘KPMG Foundation Limited'.
Vouchers and cheques can be sent to:

KPMG Foundation Limited

21/F Hysan Place

500 Hennessy Road

Causeway Bay

Hong Kong

(Attn: CSR Department — KFFL Book Donation)

© 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.
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FAIR HiRG FLEDGE
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Signing:the ‘Fair Hiring Pledge'; Jackie ee (Senior Manager, €SRY), is on the far right
RE=(QFEEAE); Jackie Lee (XM EEIZHSREIE), 5 M

nclusionand DIVersity Awareness Weex -
DIeaking SIereatypes

t KPMG China, we recognise the importance of difference, respect and equality as part of our ongoing commitment
to inclusion and diversity. WWe embrace this diversity, as inclusion and diversity (I&D) drives innovation and inspires our
people.

Our second nationwide ‘Inclusion and Diversity Awareness Week’ will take place in the week of 11 September. With

the theme 'Breaking stereotypes’ and a focus on avoiding unconscious bias, we will host a series of activities in different
offices across the firm.

An important focus this year is on foreign domestic workers. In November 2016, KPMG in Hong Kong joined other
multinational companies in signing the Fair Hiring Pledge with the Fair Employment Foundation (FEF), a Hong Kong charity
whose mission is to develop and build market-based solutions to improve the system of recruitment and hiring of migrant
workers throughout Asia, and support conscious and ethical hiring practices.

Our firm understands that migrant domestic workers play an integral role in the lives of families and contribute greatly towards
a harmonious society in Hong Kong. We have therefore partnered with Enrich, a Hong Kong NGO that promotes the economic
empowerment of the more than 340,000 migrant domestic workers in Hong Kong, who often encounter exploitation and
rights violations during their migration.

Enrich provides financial and empowerment education workshops and seminars that equip migrant women with tools to save,
budget and plan for greater financial security. By giving them access to impartial information about financial management and

investment, in their own language, domestic workers can protect themselves from exploitation and investment scams. These
workshops have reached more than 10,000 participants since the organisation was established in 2007.

Volunteers needed

This is where KPMG - and you — come in. KPMG China will be sponsoring 18 upcoming lunch & learn sessions
(nine English and nine Bahasa), with 40 participants per seminar. The two-hour English sessions will be hosted at
KPMG's Hysan Place office and will include a more in-depth discussion of topics covered in the core workshops.

We are looking for volunteers with a solid finance background to assist at some of the sessions, providing
clarification, guidance and information sharing. Topics cover the stock market, real estate investment, government
bonds, operating a business, and more. Volunteers can also suggest additional topics they would like to share.

If you are interested, please contact Alice Lai (alice.c.lai@kpmg.com) to sign up.The sessions will be held
on Sunday mornings from 8 October 2017.

We also invite you to join our other activities during our |&D week:

Venue:
8/F, Prince's Building

Venue:
22/F Hysan Place

Monday,
11 September

12:30-2:00pm

Wednesday,
13 September

12:30-2:00pm

Event:

Talk on financial literacy
programme for migrant
workers by Enrich

Event:

Talk on fair employment for
migrant domestic helpers by
the Fair Employment Foundation
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ABOUTKPMG

KPMG China operates in 16 cities across China, with around 10,000 partners and staff in Beijing,
Beijing Zhongguancun, Chengdu, Chongging, Foshan, Fuzhou, Guangzhou, Hangzhou, Nanjing,
Qingdao, Shanghai, Shenyang, Shenzhen, Tianjin, Xiamen, Hong Kong SAR and Macau SAR. With
a single management structure across all these offices, KPMG China can deploy experienced
professionals efficiently, wherever our client is located.

KPMG is a global network of professional services firms providing Audit, Tax and Advisory services.
We operate in 152 countries and regions, and have 189,000 people working in member firms

around the world. The independent member firms of the KPMG network are affiliated with KPMG
International Cooperative (“KPMG International”), a Swiss entity. Each KPMG firm is a legally distinct
and separate entity and describes itself as such.

In 1992, KPMG became the first international accounting network to be granted a joint venture licence
in mainland China. KPMG China was also the first among the Big Four in mainland China to convert
from a joint venture to a special general partnership, as of 1 August 2012. Additionally, the Hong

Kong office can trace its origins to 1945. This early commitment to the China market, together with
an unwavering focus on quality, has been the foundation for accumulated industry experience, and is
reflected in the Chinese member firm's appointment by some of China's most prestigious companies.
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