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Message from the Editor #R& RIS

Welcome to the 16th issue of
Hong Kong Edge!

With online retailing and e-commerce a focus for most retailers
today, we talk to Thomson Cheng, Chairman of the Hong Kong Retail
Management Association (HKRMA). Thomson, a veteran in the retail
industry, shares his views on the importance of e-commerce take-
up in Hong Kong, shifts in consumer preferences, and key industry
challenges.

Managing Partner of the Hong Kong office, Ayesha Lau, recently
published two articles in the Hong Kong Economic Journal on her
observations from Chief Executive Carrie Lam’s Summit on New
Directions for Taxation, where she was a panellist. She explores Hong
Kong's current tax situation and possible future tax initiatives, including
a focus on research and development, and shortening the tax returns
review time limit.

Last but not least, | am very proud to be running for election to the
HKICPA Council and would like to seek your support. My pledges

to the accounting profession are to Engage the future, Enhance
professional development, and give New perspectives to reflect
your views. For those who are members of the HKICPA, please cast
your vote before 5:30pm on 11 December.

| hope you find this issue informative, and | welcome any feedback or
topic ideas for future issues.
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Interview with Thomson Cheng

-commerce is the next driver for the Hong Kong retail market, according toThomson
Cheng, Chairman of the Hong Kong Retail Management Association (HKRMA). In this
edition of Hong Kong Edge, Cheng shares his views on the importance of e-commerce

take-up in Hong Kong, shifts in consumer preferences and key industry challenges.

The latest September figures released by the Census and
Statistics Department (C&SD) paint a promising picture for
the Hong Kong retail market. Total retail sales for September
hit HKD 35.678 billion, which translates to a YoY increase of
5.6 percent — the highest single month rate increase since
February 2015.

It was also the seventh consecutive month of retail sales
growth, and Cheng is confident the positive momentum

can be carried into 2018. The key to the long-term growth

of the Hong Kong retail market, however, lies in the further
development of e-commerce, which Cheng says is one of the
HKRMASs main focuses in the coming years.

The HKRMA introduced a Quality E-Shop Recognition
Scheme last year, which aims to recognise quality e-shops
and develop industry-wide standards and best practices for
online retailing in Hong Kong. Stages of assessment include
a mystery shopper assessment and an audit by the HKRMA.

“What we really want to achieve through the awards is to
show retail market participants what constitutes good online
retailing,” Cheng explains. "It's no secret that Hong Kong

is lagging behind many developed cities in terms of online
retailing, and that is something we would like to change.”
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He notes that a slowdown in conventional retail over the
past three years has prompted many retailers in Hong Kong
to revisit their online-to-offline (020) strategy and look

into the potential disruption of technology. A core focus of
the HKRMA's work is therefore to educate the industry, in
particular small and medium-sized enterprises (SMEs), on
these latest market developments, according to Cheng.

The right balance

The success of mainland China, as shown by Alibaba’s record
RMB 168 billion (USD 25.3 billion) of sales generated on
Singles’ Day this year, has highlighted the immense potential
of the online realm. However, Cheng feels there is a unique
set of factors affecting Hong Kong retail. Copying mainland
China’s approach is therefore unlikely to solve Hong Kong's
online retailing issues.

“It's easy to say that retailers in Hong Kong need to learn
from mainland China and focus on omnichannel strategies
as well as new retail," he says. “But the difficult part is how
do you make that work in Hong Kong, bearing in mind the
differences in demographics, operating environment and
customer preferences?”

2017 Service & Courtesy Award Winners Announcement Ceremony

2017 R AR EE R B Mg
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Interview with Thomson Cheng

He is of the view that one of Hong Kong's primary selling
points is its ‘'superconnector’ role linking mainland China

to the rest of the world. While this has benefitted the city in
terms of tourism and business activities, it has also created a
volatile environment for retailers.

In order to succeed, retailers in Hong Kong need to find
the right balance between global and mainland Chinese
consumers. This includes business strategies, marketing
tactics and merchandising.

In social media marketing, for example, a retailer in Hong
Kong needs to engage with social media on a number of

platforms such as Facebook, Instagram, LinkedIn, Twitter,
WeChat and Weibo.

“Most companies don't have the resources to fully cater
to both sets of consumers, so the key is to find the right
balance,” Cheng says.

The situation is yet more complex when it comes to finding
the optimal 020 strategy.

He points out that the global 020 experience pertains to the
loop between a retailer’s website and its physical stores. In
mainland China, on the other hand, 020 refers mostly to
the loop between an e-marketplace and a retailer’s physical
stores.

“Some retailers don't quite know which way to follow or how
to integrate both models,” Cheng says. “It's a question that
the industry is still trying to answer.”

CEO LUNCHEON
Speed of Feed by Facebook i

The HKRMA hosts a CEO luncheon inviting Facebook to share
their insights on social media marketing trends
ERAESEEEHECEOFE T LFacebook R BT A IR BE & 54
BN Z MR RAE

Shifts in tourism spending

Tourism is another key area of growth for the Hong Kong retail
market. Cheng points out that in recent years, there has been
a shift in mainland China tourists’ spending away from luxury
goods towards what he calls individualisation. Consequently,
the average spending of mainland China tourists has declined.

Thomson shares his views on the latest retail market performance at a media gathering

BEREXET—(ASERE LOZMHERHTEMBERRNEL
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Speaking at the 2017 HKRMA Retail Conference
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“This trend started in 2014, before taking shape in 2015

and 2016,” Cheng notes. “It's not a coincidence that the

retail market did not perform well during those three years
because businesses in Hong Kong were still coming to terms
with this shift”

Cheng points out that retailers in Hong Kong need to adapt
their business strategies to take into consideration the
change. An example of this is the watch sector where there
has been a shift from marketing high-end products to more
middle-market merchandise. A similar change has also been
witnessed in the fashion segment where the focus is now on
selling ‘affordable luxury’ brands.

“The price point has definitely come down, with retailers
focusing more on the different needs of individuals, and
variety,” he explains.

Key retail challenges

Some of the challenges for Hong Kong include high rental
costs and a shortage of talent. “Rents for shopping malls

in several districts increased in the past couple of years,
whereas retail sales fell,” Cheng adds. “It’s a difficult situation
many retailers are facing.”
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In terms of the available talent pool, some retailers are having
to rely mostly on part-time staff.

"It takes time, effort and resources to train someone up,
regardless of whether they are working on a part-time or
full-time basis,” Cheng says. “But if someone leaves after a
short time, a lot of that time, effort and resources simply go
to waste, not to mention it also creates a lot of manpower
issues.”

A consistent and deep retail talent pool would be beneficial,
although Cheng adds that emphasis should also be placed on
related sectors such as IT, fintech and logistics.

“It's about coming up with an integrated plan to develop
a consistent and deep talent pool across all associated
industries,” Cheng says. “For Hong Kong's retail market
to prosper, both the government and the industry need
to strengthen their collaboration in order to come up with
innovative solutions.”
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Thomson is also president of fashion retail and brand
management group Walton Brown Group
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Presenting a souvenir to Mr Edward Yau, HKSAR Secretary for Commerce & Economic Development,
at the HKRMAs Annual General Meeting

ERTEEEREAFEAE LREBRNITHRESEMIEERER REBELEBX LA

o DETEEEGSASEKRSBEEMmIE 010
Hong Kong Retail Management Association
Annual Dinner and Retail Awards Presentation Ceremony

i

2 SN W oS
- 1 5 % i "3

i ; 4 2 0
7 g Sy T O
Y .hqy‘ﬁ, “*L e/ F- ':4 .
\m 1 | I! ‘.cq | H o . "

r

- -:‘.f'.i.:—l_-—-—l-—_-—uwp

R =

| *
L

S —

e B

Thomson (centre) with award winners at the HKRMAs Annual Dinner and Retail Awards Presentation Ceremony
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2017 HKICPA Council Election

2017 HKICPA
Council

Election Vote for

LR E Y Leung Sze K J,RO
for the HKIC
Council

Roy is a partner at KPMG China, specialising in audits, capital market transactions and accounting advisory. His extensive
experience assisting enterprises to raise funds in Hong Kong and overseas stock exchanges has enabled him to develop
knowledge on regulatory requirements and corporate governance best practices. Roy is a regular speaker at the KPMG
CFO Forum and other internal and external seminars, and is currently a member of the Professional Conduct Committee
and the Corporate Governance Working Group of the Hong Kong Institute of Certified Public Accountants (HKICPA). He is
also a member of the Chinese Institute of Certified Public Accountants.

With Roy's participation in various Institute committees and activities, and as an active speaker in forums and seminars, he
has been actively sharing industry knowledge with fellow HKICPA members, engaging with them and listening to different
views. To further his aspiration to serve the profession, he is now taking a step forward by standing for election to become
a Council Member.

Roy’s pledges to the profession are to Engage the future, Enhance professional development, and give
New perspectives to reflect your views. His election statement can be found at http://kpmg.com.hk/royleung/.

The polling period for the 2017 HKICPA Council Election is from 29 November to 11 December 2017. Completed ballot
papers must be returned to the Institute by 5:30pm on 11 December. Alternatively, you can cast your votes online at the
HKICPA website:_https://www.hkicpa.org.hk/en/members-area/council-election/.

Thank you in advance for your support.

Enhance New

erspectives
En?age professional P to ‘r)eflect
the future development

your views

© 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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Tax summit

Ayesha Lau

OMPELvVENeSS as anew
drection for axation

LOMPE

Ayesha Lau
Managing Partner, Hong Kong,
KPMG China

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.

Ayesha Lau, Managing Partner of KPMG China’s Hong Kong office, was invited to
participate as a panellist at the Summit on New Directions for Taxation which was
organised by the Hong Kong Government on 23 October. Ayesha contributed two articles
to the Hong Kong Economic Journal, summarising her views expressed at the summit on
how the tax system can help enhance Hong Kong's competitiveness.

hief Executive Carrie Lam delivered on
one of her election manifesto promises
—hosting the Summit on New Directions
for Taxation — on 23 October. | feel honoured
to have been invited as one of the panellists
at a panel discussion session on tax initiatives
for enhancing economic development in Hong
Kong. | have summarised the key discussion

points from the summit in two articles. | find
the summit topic ‘New directions for taxation’
very encouraging, as | feel that if Hong Kong is
to maintain a considerable level of sustainable
economic growth, we need to formulate
taxation policies in a new direction.

The ‘free economy’ or ‘positive non-interventionism’ policy
to which the Hong Kong Government has been committed
may no longer be relevant. Every government has a clear and
unambiguous responsibility to identify opportunities at the
macroeconomic level and provide an environment to stimulate
economic growth. Taxation policies serve as a strong and
effective tool for achieving economic goals. Many surveys
show that taxation is a key determining factor for investment
and the way society operates, and governments around

the world are very keen to adjust their taxation policies to
stimulate the economy. Failure to make good use of taxation
policies would be a loss to Hong Kong. Hong Kong has
adhered to two key principles for its tax system — low tax rate
and simplicity, which have been effective so far. Yet, we need
to consider whether these two tax regimes alone are still
sufficient in today’s economic situation.

A simple tax regime could provide administrative efficiency
and save taxpayers time in handling their tax affairs. However,
if we avoid changes to keep the tax system simple, our

hands will be tied and we will have done a disservice to the
tax system’s role in driving economic development. On the

© 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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other hand, the use of short and simple wording in our tax
laws may give rise to tax disputes between the tax authority
and taxpayers because of their differing interpretations of
the same legislation. Dealing with such disputes would be an
extra burden on businesses and the authorities.

A simple, low-rate tax system not enough

In my opinion, while the simple tax regime needs to be
optimised, we also have to think about whether the low-rate
tax regime is sufficient for economic development. Much of
Hong Kong's economic growth was indeed attributed to the
low-rate tax regime. However, over the past decade or so,
many countries around the world have lowered their tax rates
significantly. For example, the average corporate tax rate
among Asian countries went down from 29 percent in 2006
to 21 percent in 2017 (a decrease of 8 percentage points). The
corporate tax rate in the UK went down from 30 percent in
2006 to 19 percent this year. The fact that even US President
Donald Trump plans to lower the US corporate tax rate to 20
percent is indicative of a global trend towards corporate tax
rate cuts.

Tax rates in Hong Kong are still relatively low, but corporate
tax rates in other countries have been reduced to levels closer
to Hong Kong's. Since the low-rate tax regime has lost its
appeal to companies, we can no longer stake our trade and
investment activities on such a regime.

| agree with the chief executive’s proposal in her election
manifesto on the adoption of competitiveness as a new
direction for taxation. This shows the government'’s
willingness to consider the launch of tax initiatives from
different perspectives, with a view to enhancing Hong
Kong's competitiveness. On top of a simple, low-rate tax
regime, a competitive direction for taxation should be
specific and administratively efficient, keep up with the
times to accommodate the new economic model, be
cooperative and transparent in response to tax actions in the
international community, and be in line with the government'’s
macroeconomic and social development goals.

As an international financial and business centre, Hong Kong
is obliged to work with international organisations to crack
down on tax evasion and increase the transparency of tax
information. Under the leadership of Pascal Saint-Amans,
Director of the Centre for Tax Policy and Administration at the
Organisation for Economic Co-operation and Development
(OECD), the OECD has been actively cracking down on
harmful tax practices of individual countries. However, against
this backdrop, Hong Kong can still make use of taxation
policies to support economic development as we have the
autonomy to do so. The provision of tax concessions may not
necessarily be a harmful tax practice, provided that they are
given to those companies and individuals who run businesses
in Hong Kong. At the same time, there should be no ring-
fencing against the domestic economy, which means that
taxpayers running businesses in the city can also benefit from
tax concessions.

Tax summit

New policy for a new economic model

Hong Kong's industrial development benefited greatly from
taxation policies in the past. For example, since the abolition
of excise duties on imported wine in February 2008, the wine
industry in Hong Kong saw more than 30 percent growth

by the end of 2009, with 5,000 new jobs created for a total
workforce of 40,000.

Another example is the abolition of estate duty in 2006. In the
same year, private asset management businesses in Hong
Kong grew by 58 percent and continued to grow afterwards.
By 2015, the industry was 3.8 times its size in 2006. This was
largely due to the removal of estate duty, and many people
from the mainland and other Asian countries came here to
invest as a result.

It was mentioned at the summit that a major direction for
the future development of Hong Kong is to become an
international innovation hub. In the next article, | will suggest
some tax initiatives for consideration, with the aim of helping
Hong Kong achieve this goal.

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

2 Initiatives to shape Hong Kong

N0 an innovation nup

urther to the previous article, in this piece

| am going to put forward some possible

tax initiatives that can shape Hong Kong
into an international innovation hub.

For Hong Kong to become an international
innovation hub, there needs to be increased
efforts to nurture research and development
(R&D). Hong Kong's spending on R&D currently
accounts for only 0.73 percent of our GDP. This
is very low compared to other places, while

the majority of R&D activities are led by the
government. The government should roll out
measures to encourage private enterprises’
participation in R&D. | am delighted that in the
latest Policy Address, Chief Executive Carrie Lam
has proposed the introduction of tax incentives.

Many places around the globe have implemented a super tax
deduction policy, including Singapore, Australia, the UK and
China, and such a system has proven effective in encouraging
the private sector to spend more on R&D. In addition, the
government may consider providing tax concessions for
income derived from locally developed intellectual property in
order to retain such properties in the city.

As the success rate of innovation projects is not high and
losses are expected in the early stages, investors typically
set up a separate company to run an innovation business to
mitigate the risks brought about by the innovation project.
However, current tax regulations only allow a company to set
off its tax losses against its future profits, but do not allow

a company to transfer its losses to another company in the

group.

Allowing the transfer of losses from an innovation business
to group companies by offsetting them against the profits of
another company can reduce costs in the infancy period or
the financial burden arising from business failure. This can
encourage enterprises in Hong Kong to innovate and invest

in new areas. This tax practice has been in place in other
developed countries for a long time (including Singapore), and
Hong Kong is lagging behind.

Avoiding double taxation of incomes for
academics and researchers

To become an international innovation hub, we need to attract
multinationals to set up businesses in the city. Surveys

show that the number of multinational Asia Pacific regional
headquarters in Hong Kong is far lower than in Singapore and
has remained stagnant in recent years. The majority of the top
100 enterprises on the 2017 Forbes Global 2000, especially
high-tech corporations, are inclined to set up their regional
headquarters in Singapore.

When choosing a location for their headquarters,
multinationals take many factors into consideration. Taxation
policy is one of the most significant factors, and other
countries have provided tax concessions to attract enterprises

© 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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to set up their headquarters there. Last year, the government
introduced tax concessions for corporate treasury centres,
and now is the right time to roll out tax concessions for
regional headquarters. Quite a number of enterprises point
out that for resource use efficiency, they are not inclined to
operate their treasury function and regional headquarters

in two separate locations. Therefore, | recommend that the
government should take prompt action to introduce regional
headquarters tax concessions to effectively capitalise on the
economic benefit of treasury centre tax concessions.

On the R&D front, apart from supporting local R&D efforts,
the government can promote growth and enhance quality in
R&D through international cooperation. We should encourage
local researchers to conduct joint research projects with
mainland and overseas academic research institutions, and
also attract mainland and overseas counterparts to Hong Kong
given that local academics and researchers have to pay higher
taxes overseas.

A common international practice is to introduce a specific
provision in the double taxation agreement between two
jurisdictions. This exempts academics and researchers of one
jurisdiction who are teaching or doing research in the other
jurisdiction from local personal income taxes for a certain
period of time (usually three years). Except for the agreement
recently signed with Saudi Arabia, such a provision is lacking
in Hong Kong's double taxation agreements. Of the 105
double taxation agreements that China has signed, 85 already
have such a provision, including that signed with Macau.
Therefore, Hong Kong should negotiate with other countries
regarding the introduction of such a provision in their double
taxation agreements.

Capital investment is crucial to promoting the development of
innovation and high-tech industries, and is usually in the form
of a fund. Therefore, taxation policy in respect of funds should
remain neutral. In other words, taxpayers should not be
subject to additional taxes based on the nature of their funds.

Since 2015, tax exemption for offshore funds has been
extended to cover investments by offshore private

Tax summit

companies, excluding those made by local private companies
or non-local private companies running a substantive
business in Hong Kong. This arrangement renders Hong

Kong companies far less attractive than offshore companies

in the eyes of investors. The government should provide a
level playing field where offshore funds are entitled to tax
exemptions for both their local and non-local investments, and
by doing so, we can attract more overseas capital to invest in
our city’s innovation and high-tech businesses.

Shortening the tax returns review time limit

Taxation certainty is important for all industries. For example,
private equity funds or venture capital funds normally
distribute the returns to investors and exit in five to seven
years, and then invest in another innovation business.
Therefore, it is very important to ascertain the tax position
before closing funds.

According to current tax regulations, the Inland Revenue
Department (IRD) can review the tax returns of taxpayers
within six years after the end of the year of assessment. In
addition, before the expiry of the six-year period, the IRD has
the authority to raise ‘protective assessments’ on taxpayers
and collect taxes that may be owed in advance. Since the
review may take years to complete, the authorities are often
unable to ascertain the tax positions of taxpayers in the
previous 10 years or more.

It is obvious that a global trend towards shortening the review
time limit is taking shape. For example, Singapore shortened
the review time limit from six years to four years a decade
ago. The review time limits in many other developed countries
are shorter than in Hong Kong — four years for Australia,
Canada, Germany, New Zealand and the UK, and three years
for the US, France and the Netherlands.

To boost Hong Kong's competitiveness, | suggest that the
government shorten the returns review time limit from six
years to four years, and that the time limit for loss cases be
the same as that for profit cases.

The original version of this article was written in Chinese and
was published in the ‘Hong Kong Economic Journal'.
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Belinda Kwee is a partner specialising in the luxury retail consumer market, and has more than 20 years of audit experience.
Her portfolio includes a number of globally recognised high-end fashion, leather goods, and timepiece brands and distributors.
She has extensive experience leading group audits and is familiar with Hong Kong listing rules. She has participated in several
IPOs and merger & acquisition projects for multinational clients with domestic or overseas listings. Belinda is also familiar
with international reporting requirements in both a lead office capacity as well as a subsidiary reporting role.

n essence, the mission for any supply chain

leader in the consumer goods industry is

the same as it ever was: to deliver the right
products to the right consumers at the right
time and for the right cost. However, in a world
where consumers can not only buy in-store,
but also on a website or through social media,
that mission has become exponentially more
complicated. The delivery options are also
less straightforward: consumers may want to
collect the goods from a physical store, receive
them at home, at work, or have them sent to a
designated location.

Millennial consumers’ innate desire for instant
gratification causes expectations for delivery
or in-store collection to shrink from three
business days to the next day, same day, and
now, sometimes, within an hour. KPMG's 2077
Top of Mind Survey (“the survey”) highlights
that the impact arising from the need for
instant gratification is already reflecting on

the consumer goods industry supply chain:

73 percent of companies offer consumers the
opportunity to buy online and collect in-store;
69 percent of companies offer free delivery;
and 62 percent of companies deliver goods to
consumers on the same day.

22

62 percent of companies deliver the same day

The survey also indicates that many consumer goods
companies are required to invest more time, money and
leadership in their supply chain function. Only one-third of the
companies pointed out that they have fully integrated their
supply chain, while 56 percent of them indicated that they have
integrated more than half of their supply chain. Over half of the
companies expect to have full integration of their supply chains
by 2019.

Companies expressed their dissatisfaction with the existing
speed and efficiency of the supply chain function. Their
concerns reflect the fact that supply chains are still driven
by products instead of consumer needs, and are not closely
aligned enough to the business’s strategic goals.

Yet, by transforming into a genuinely demand-driven supply
chain, sales can be boosted, costs can be lowered and
inventories can be maintained at an optimistic level. This will
also make it much easier to embrace the technologies that are
already starting to transform the consumer goods industry and
supply chain function, e.g. robotics, virtual reality and artificial
intelligence (Al).

Al heralds a revolution

New technologies are rapidly transforming the consumer goods
industry supply chain, and the most significant driver of the
change at the moment is the smartphone. Manufacturers and
retailers are embracing this change, while they have to prepare
for another even more challenging revolutionary technology: Al.
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The survey shows that a discrete array of technologies at
different levels of maturity — Al, mobile computing, cloud
computing, the Internet of Things (loT), virtual/augmented
reality, robotics and 3D printing — are already transforming
the business models of manufacturers and retailers across
the globe. It is noted that 33 percent of the 526 companies
which participated in the survey had invested in the loT,

while 34 percent of them pointed out that they are using 3D
printing and 32 percent have installed robots to perform basic
repetitive tasks. A surprisingly high number — 38 percent —
said that they are using chatbots, and 21 percent have already
embraced virtual/augmented reality.

The survey also reveals that early adopters of Al and robotics
among manufacturers and retailers in the consumer goods
industry have a variety of motives. The most obvious one,
lowering operating costs, is cited as a key benefit by 27
percent of businesses using basic robotics and by 23 percent
of those investing in cognitive robotics (Al-powered machines
that can learn).

Al and process automation will give early adopters a
significant competitive advantage in the next two years. The
rationale for investing in these technologies is obvious. For
many manufacturers and retailers, reducing or controlling
operating costs is a priority. Robotic process automation
offers businesses the ability to free employees from repetitive
and transactional activities so that they can focus on higher
value-added work.

Intelligent automation technologies are changing the
economics of outsourcing and shared services operations,
and are compelling companies to fundamentally revamp

Supply Chain and Automation

their operating models. Over the next two years, we believe
that a rapidly expanding number of businesses will be using
these technologies to lower costs, mitigate risks and improve
services.

Employees to focus on high value-added work

Historically, the implementation of new technologies has not
simply lowered costs and improved efficiencies — it has driven
growth. Al and process automation can help companies
handle a greater volume of transactions, without having to
grow the workforce. The technological revolution provides

an opportunity for manufacturers and retailers to offer new
services and business solutions to their consumers in order to
boost their business performance and growth.

Al, mobile computing, cloud computing, the loT and robotics
are transforming the way that companies develop, produce
and sell goods. This is the start of a revolution which will,
over the next few years, see robots play an increasing role
across the consumer goods industry, significantly impacting
its cost structure. Although four out of ten companies pointed
out they are using Al to enhance their customer services,
e-commerce is still far from frictionless for many other
companies. The enormous potential of these technologies
will only be further unveiled if manufacturers and retailers
overcome the obstacles that have hindered the application
of new technologies in the past —lack of clarity about internal
ownership, confusion about best strategic use, and failure to
grasp the infrastructural challenges.

The original version of this article was written in Chinese and
was published in the ‘'Hong Kong Economic Journal".
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t has been a year since the release of

the revised Environmental, Social and

Governance Reporting Guide (ESG Guide) by
Hong Kong Exchanges and Clearing (HKEX), and
this year the majority of HKEX listed companies
have published their environmental, social and
governance (ESG) reports in accordance with
the ESG Guide.

In August, this column mentioned that KPMG
conducted a sample survey on the general ESG
reporting status and quality of over 300 listed
companies, and shared the preliminary survey
findings on the reporting quality.

The final survey results revealed that most listed
companies have made disclosures in response
to the reporting requirements specified in the
ESG Guide by disclosing information related to
the policies and compliance in respect of the
Environmental and Social aspects listed in the
ESG Guide. However, the survey also potentially
indicates the adoption of a box-ticking approach
by some companies, and that many companies
have yet to demonstrate awareness of
significant ESG risks and effective management
of their impacts.

In a rapidly changing socio-economic environment

that constantly presents new and emerging social and
environmental risks to businesses, companies will have

to be able to demonstrate to stakeholders their ability to
address these risks, and continue to create value in the short
and long term. This requires a company to move beyond a
compliance-oriented approach to reporting, and critically
review the management of material issues that can impact the
company. Against this background, we suggest two areas for
improvement, namely the review of ESG risk and governance.

Companies should understand the nature of ESG
risks and relate this to their businesses

Our research found that only 16 percent of the surveyed
companies have identified ESG risks as principal risks in the
business review section of the directors’ report within their
annual report. This could be because they have focused on the
core internal operational risks and overlooked emerging risks
from the external environment.

ESG risks to businesses emerge from changing conditions

in the socio-economic environment. For example, the rise of
social media and the public’s expectations regarding what
companies should do has made companies more vulnerable
to reputational damage from their own or their business
partners’ undesirable business practices (e.g. unfair treatment
of workers). More and more complex supply chains and
partnership arrangements also expose companies to a wider
range of ESG risks in the extended value chain.
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According to KPMG's 2077 China CEO Outlook, China CEOs
ranked ‘reputational/brand risk’ the no. 1 risk they expect will
impact their companies’ growth over the next three years. Yet,
many CEOs and boards may not see the connection between
ESG risk and reputational risk, and this will need to be a
greater focus going forward.

Boards engage in ESG governance

Only a minority of the surveyed companies disclosed ESG
governance. Just 13 percent of the surveyed companies
reported that the highest level of responsibility for ESG is at
the board level, and 4 percent said responsibility lies at levels
below the board.

Why should attention be paid to board engagement?

Firstly, the ESG Guide states that the board is responsible
for evaluating and determining the issuer's ESG-related
risks, and ensuring that appropriate and effective ESG risk
management and internal control systems are in place.
Secondly, ESG impacts can be both risks and opportunities
that can significantly affect business value. It then follows
naturally that the board should be overseeing ESG trends
and making important decisions on addressing them based
on management information. For example, in reviewing the
existing business strategy, the board of a food and beverage
company will need to consider if its supply chain can address
the rising ESG challenges (e.g. natural resource scarcity

and food safety requirements), and continually provide safe
materials to support the company’s business operation.

Therefore, it is crucial to have an effective ESG governance
structure in place to ensure that the board understands the
implications of ESG risks for business and is able to make
more informed decisions to preserve future competitiveness.

International trends

Internationally, ESG reporting has also seen constant
development in the changing environment. According to

ESG Survey

KPMG International’s Survey of Corporate Responsibility
Reporting 2017, over four in ten corporate responsibility (CR)
reports from the world's 250 largest companies by revenue
(G250) make a connection between the company’s CR
activities and the UN Sustainable Development Goals (SDG) in
the less than two years since their launch. In addition, public
scrutiny of companies’ carbon emissions has increased since
the adoption of the Paris Agreement on Climate Change in
2015. Under the agreement, almost every country in the world
has committed to playing an active part in keeping the global
temperature rise to 2°C or less above pre-industrial levels. A
solid majority of G250 members now disclose targets to cut
their carbon emissions: the percentage in 2017 stands at 67
percent of reporting companies, up from 58 percent in 2015.

KPMG's survey of ESG reports issued by HKEX listed
companies has showed a good start to this new reporting
space. However, the fast-changing socio-economic
environment requires that business leaders ensure their
companies are in touch with global trends of sustainable
development, and are capable of anticipating and responding
to changes. In addition, listed companies need to ensure that
effective systems are in place to collect, analyse and disclose
important ESG information, in order to provide reliable
information for regulators, investors and other stakeholders.

Access The ESG Journey begins:
2017 ESG reporting survey of Hong
Kong listed issuers here:
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The Chairmen of KPMG China Honson To and Benny Liu on what is currently on the

minds of CEOs of China-headquartered companies

In today's rapidly changing and complex business
environment, chief executive officers in China are looking to
innovate and transform their companies in order to remain

Benny Liu competitive and succeed.

Chairman,

KPMG China This was a clear message conveyed by 125 CEOs of
China-headquartered companies, who formed part of a
larger global KPMG survey of nearly 1,300 CEOs on their
investment priorities, concerns and growth initiatives.

The survey results tell us that China CEOs are aware of the

Honson To need for thelr companies to innovate and transform, gr_1d

Chairman e>_<pect their companies to be transformed mto_ a _S|gn|f|cantly

KPMG China different entity over the next three years. This is likely to

and Asia Pacific

be largely driven by the adoption of new technologies and
processes, the introduction of new products and services,
and the emergence of new business and operating models.

This impetus to transform can be partly attributed to the
fast-changing business environment. Furthermore, with

Andrew Weir China’s restructuring process and increasingly sophisticated
Senior Partner, domestic consumers creating both challenges and

Hong Kong, opportunities, many CEQOs are responding by embracing
KPMG China technological disruption to create new products and

Vaughn Barber
Global Chair,
KPMG Global
China Practice

innovate their production and distribution models.

This indicates that technological disruption has become
the ‘new normal’, especially given the fast pace at which
supply and demand dynamics are changing in the Chinese
market. Indeed, many of the CEOs we speak with are
expecting major disruption in their industries as a result of
technological innovation. More importantly, they view this
disruption as an opportunity rather than a threat.
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Against this backdrop, new and cutting-edge technologies
are providing a range of new possibilities for Chinese
companies in both traditional and high value-added
industries to boost productivity and increase their
competitiveness in domestic and global markets.

We are therefore seeing an increased investment in a range
of disruptive technologies — including data analytics tools,
the Internet of Things, cognitive technologies, blockchain
and robotic process automation — with innovation as a key
strategic priority for growth.

China CEOs also tell us that achieving greater speed to
market, becoming more data-driven and implementing
disruptive technology are their other top priorities. This is
aligned with their drive for innovation, and also indicates that
they are aware that disrupting the market depends, in many
ways, on the speed at which their innovations are taken to
the market, as well as the importance of harnessing data to
better predict demand changes.

On a more macro level, China CEOs are more upbeat about
the pace of globalisation than most of their global peers. In

our view, there are two key reasons for this optimism. Firstly,

China’s government is developing an ‘enabling environment’
for overseas direct investment through the implementation
of policies and initiatives such as the ‘Belt and Road’ and
‘International Production Capacity Cooperation’ initiatives.

Secondly, China’s top leadership has taken a strong stance
against protectionism, and has reiterated its commitment
to global free trade and investment liberalisation. The
China CEOs we speak with are certainly committed to
globalisation, and recognise the need to highlight the
positive impacts it brings.

In addition, it is clear that China CEOs' appetite for investing
overseas remains. According to the survey, their top three
regions for investment are Asia Pacific, Central and South
America, and Central Asia, which shows the impact that

the ‘Belt and Road’ and ‘International Production Capacity
Cooperation’ initiatives are having on the investment outlook
of Chinese companies.

Overall, the majority of surveyed China CEOs are optimistic
about the growth outlook. In particular, they share a more
upbeat sentiment than their global peers on the growth
prospects for their companies. This optimism is evident —
many are anticipating positive top-line growth and an
increase to their headcount over the next year.

To achieve these growth objectives, CEOs will need to apply
a greater focus on attracting the right talent to effectively
adopt and deploy new technologies, deliver on growth plans,
and enhance innovation and transformation capabilities.

KPMG in the market

With China’s economic transformation spurring the

creation of new drivers of growth and opportunities, CEOs
will continue to focus on growth, strengthening their
capabilities and readying their businesses for a very different
future, through transformation, advanced technology and
specialised talent.

For the full analysis, we encourage you to read our report:
www.kpmg.com/cn/ceooutlook.

This article was originally published in the October 2017
issue of A Plus’, the official magazine of the Hong Kong
Institute of Certified Public Accountants (HKICFA):
https.//aplusmag.goodbarber.com/home-order/
c/0/i/17866792/transforming-future.

China CEOs are expecting major
disruption in their industries as a
result of technological innovation.
They view this disruption as an
opportunity rather than a threat.

Disrupt and grow:
2017 China CEO Outlook
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Andrew Weir, Senior Partner, Hong Kong, KPMG China, and member of the Financial
Services Development Council (FSDC), shares his views on Hong Kong’s position as an
international finance centre, and the key areas of development for the city’s financial

services industry.

Andrew Weir
Senior Partner,
Hong Kong,
KPMG China

Hong Kong remains a major international finance centre,
boasting a vibrant capital market, an extensive network of
banks, a favourable tax environment and an experienced
pool of human capital. The city continues to be a leading
centre for banking, fund management and offshore renminbi
(RMB), as well as a key conduit for China inbound and
outbound investments. However, to retain its position

as a leading international financial centre, Hong Kong
needs to continue to develop. There are a number of new
developments that can help to further cement Hong Kong'’s
position as the primary international financial centre in Asia.

These developments are expected to affect the banking,
equity and bond markets. With Hong Kong's prominent role
in China's 13th Five-Year Plan, Belt and Road initiatives, and
the emerging Greater Bay Area, the city is well placed to
continue to remain a ‘superconnector’, both globally and
regionally, to the fast-growing ASEAN economies.

Equity markets: Next steps

The Hong Kong-Shanghai and Hong Kong-Shenzhen stock
connect schemes, as well as the possible launch of a
Third Board, are very important developments, and there
is a recognition that there needs to be more offerings

in Hong Kong, particularly so that young, high growth
potential companies can access the capital markets in a
straightforward and easy manner.

In particular, we expect Hong Kong to benefit from the stock
connect with Shenzhen, which opens up the market for
high-tech opportunities to Hong Kong'’s investors, and also
promotes the broader coming together of Southern China
and Hong Kong.

Fintech: Seizing the opportunity

The fintech opportunity is multilayered, from the
development of new products by existing major institutions,
through to start-ups and major new credit groups from the
mainland. Hong Kong has taken positive steps to develop
its fintech industry, with the government-appointed Fintech
Steering Committee publishing its report in early 2016, and
the 2016/17 Budget committing to the further development
of fintech in Hong Kong.

The FSDC launched a research report on fintech in May,
which suggests that Hong Kong should focus on five areas
to strengthen its position as a fintech hub in the region:
cybersecurity, payments and securities settlement, digital
identification and know-yourclient utilities, wealthtech and
insurtech, and regtech. The paper also recommended that
the Hong Kong Government should set up a fintech office
to better facilitate the city’s efforts to become a hub for
developments such as blockchain and insurtech.
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In the regulatory sphere, there are opportunities for Hong
Kong to further develop the application of technology to
regulatory compliance. This would better enable the banking
industry to deploy regtech solutions to help streamline

and automate their regulatory reporting, and monitor and
analyse their transactions in real time.

Bonds: Going deeper and broader

With changing demographics and significant infrastructure
opportunities in Hong Kong and regionally, the facilitation of
the development of a deeper and broader bond market is
vital. While the government has a strong fiscal position and
the corporate bond market is developing, there are certain
measures that can be introduced to enable the market to
take off. One example would be the issue of long-dated
government debt.

The demand for long-dated debt, particularly from the
insurance sector across Asia, is there. However, there is a
lack of supply of long-term bonds, and those that are issued
appear to be held for the long term, resulting in low levels of
secondary trading.

RMB products: More to come

Another important area is the ongoing development

of the RMB financial service business in Hong Kong,
which includes offshore RMB and RMB-denominated
products. Although we have seen a slight lull in RMB
activity in recent months, this is probably a temporary
phenomenon. However, it also raises an alert that Hong
Kong needs to ensure that it is always at the forefront of
cutting-edge developments, especially as competition for
RMB capital and provisional RMB products continues to
intensify.

13th Five-Year Plan/Belt and Road: Key role for
Hong Kong

Hong Kong's key role in China's 13th Five-Year Plan
should not be underestimated. WWhen one looks at

the details of the Plan, there are major opportunities

for Hong Kong in the banking and broader financial
services industry. The first major opportunity lies in the
development of the Greater Bay Area and the opening up
of Southern China with closer integration of Hong Kong,
Macau and Guangdong.

The second opportunity is Hong Kong's role as a global
offshore RMB finance and service hub, and services and
deal platform for the Belt and Road Initiative. This could
also lead to more demand for green bonds and green-
related financing, innovative project financing and supply
chain financing.

KPMG in the market

Asset management and insurance hub:
Incentives are key

Hong Kong's role as a wealth management centre cannot
be seen as guaranteed. The consideration of the value
proposition and the need for incentives is key when

you consider what is happening in alternative locations
such as Singapore. A key imperative is to ensure that
Hong Kong develops as an insurance hub, with the
development of a new Insurance Authority and policies
to support regional headquarters. This in turn, should
encourage the asset managers to come to Hong Kong.

Policy: Tax as a policy tool

Regarding policy, tax measures are increasingly being
considered as a way of addressing gaps and maintaining
Hong Kong's competitiveness. For example, the Inland
Revenue Ordinance was amended last year to reduce
profits tax for qualifying corporate treasury centres. The
government is also aiming to offer tax concessions to
aircraft leasing businesses to encourage them to locate in
Hong Kong. This focus on securing areas of specialisation
for Hong Kong has to be the right strategy going forward.

Regulation: Accountability and focus

The regulators in Hong Kong continue to develop and
focus their approach on governance and conduct, with an
emphasis on accountability for executives and outcomes
for customers. International regulations will also continue
to impact Hong Kong, with the upcoming introduction of
MiFID Il (Markets in Financial Instruments Directive) a
notable example.

We at KPMG are very positive about the future of
banking and financial services in Hong Kong, and support
bold measures and policies to maintain its position as a
leading international finance centre.

This article was originally published in ‘Britain in Hong
Kong' Issue 50 — Oct 2017: https.//issuu.com/britcham01/
docs/bm_2017_sep_web

With Hong Kong’s prominent role in
China’s 13th Five-Year Plan, Belt and
Road initiatives, and the emerging
Greater Bay Area, the city is well
placed to continue to remain a
‘super-connector’, both globally

and regionally, to the fast-growing
ASEAN economies.

© 2017 R B G ENERFT — B EBHEHA, SRR TRE — 2RAERSIFHEM ("REEER) 18R BE LK SFTABE BN B RIEFTE, RS #H.


https://issuu.com/britcham01/docs/bm_2017_sep_web
https://issuu.com/britcham01/docs/bm_2017_sep_web
https://issuu.com/britcham01/docs/bm_2017_sep_web
https://issuu.com/britcham01/docs/bm_2017_sep_web

7 56— 17 HA

EERMIZSH

EEATHEEEEESRA EETRERBMERLAKE (Andrew Weir) , BB RIE R/
FOMUMEBERIRB RN EEZEREE, DETHNEEL

Ehig . BRNT—%
BAEBIRER, URARE A EZRENM =R, BRLE
FEEENER, MEBARR, EEREFESHNLTE
&, B AR REBENN AT EMAUBERRNSR

o

22 RER U E LRSS,
REHTEER . . . .
BESBA RAPZEEEBERNRETSEMES, BAMREE

HEREREMS, TE— TS ErtERATERS,

TRER  {0iEEE
TRRHHR T ZHENEE, SERENEESRIMAEFT

: o L T 2 5, LR SR 2 PO S REYIA £ SR & A AR T
FREA—EERERTO, AADEEE BRURER  Lpem o ey mmimm T M naEemisT

Ri7, ARAARY [ BNREEORBER LRAEE o s @m0 M S B MR 2016 E 1 %
SEERNAT EERARMRBANRORBEE w016/ 7 EHRBEEEHRERDES
RIS ARNDL, BPEHNIMMEENTERE, Lo oo

iﬁ_&ﬁﬁigﬁﬁf‘;ﬂ EELRRARRAESIE g ymen ANERERERT —HFRRE, SEKE
ITERRSHIE- T RESRERENEREARER  ppam nemARIEANG, RREABREREN:
UL, B, SRR S, SR, SRS

& BHRE. @R RS ER ott.,
I%F-I—_EEJ%E%UJ—% E%J%Dk?%‘lﬁ%é@?r%ﬂﬂ’gii%ﬁ . PV AR °

i, AR ARBZEHERIEEN X BRE SEERATHERRKEENRE LR, IRITETH
- INITS BAEEMKEAAEBUMBBRERSER, BEREE
MAtHFRZ BT

© 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.



A sb-% 17 81

&% R HBEATIS

EEAODHNRE, BRABTBNENGREAKE, K
BRERUMBERES TS #HABFMBARRE, 25
BEHIEAEER, ERZFIKABTRSHEER LUE!T, B
HiisER. AR —EflFERHITRAAEK,

DNHRIESFRAFE—EER, LHEREEEEH
M35 LKA REBESSHIHEAE, ME1T 7T HESS B R
e, B FR5HE,

ARWBER #REH
F—ERERERTHARBERRER, EmFEAREM
UARESEMNEm.

AR ARBRIGEFRAXKF, BEERBRERE
.48, AR ARBESMEREAREERNRFLEL
BENERT, BT T RAIFTEEFRANERED,

+=HRE—FR . EFENEERE
BERERX+=ZAREFREEEAE SRR AT HR
TENEZEZRRBETREAKE, BRNEFEXNERE
B EmtERARNES R BERE—TRSE,

m»—#BRIKEEBEA KRR ARBZRMREE
H, UK fEA—H— R BINIRBNRZ T A, ek ei
FURGEHEMRE. AIEERMENHERERENTER
Il

HEEENRED AR 2R —2
ERNMEEEFOMAEANENEMRIHFNEE,
BEAMRLANER, BETRNFAREEZNZTEEA
R AR —REBMNIIMIREERER, BT BERX
HE MRS, BEBERMARBIEM, RAXNMKBEEE
BEIBRIRS1 1,

B URBESBERIR

REERAERE, WRAS ARARGE SRR O
REBRF NN EZ— I, BN EFEIRBEA,
HAEBEREEMEP ORI BTSSR BATER ES BRI
THERRRERBER, K5I EFIREBR R KRR
ENRBEURBAEFMEINHFED,

EEEHIZSHE

RE MEMERRS

TRELE, EEGRERBRNBENERNITA, BAH
TR A BRI BB R A BB EEZERERIR
&, fIaNZ IR B BT (ER B R TR HEE).

ZERHEBRTHNERRBHRRIFELE, RFIHAER
FFRESA BN E R, HITARBERMEBER, MUAEREEIES
il el R S

AEXRAT2017FI0F FIE E 50856 ‘Britain in Hong
Kong’: https://issuu.com/britcham01/docs/bm_2017_
sep_web

EREBER+=H1RE. I—F—&M

EEZREIMNERED, ELiERS
REA RS HEREAth E AN S BRTY: B4R
ZA

© 2017 R B G ENERFT — B EBHEHA, SRR TRE — 2RAERSIFHEM ("REEER) 18R BE LK SFTABE BN B RIEFTE, RS #H.


https://aplusmag.goodbarber.com/home-order/c/0/i/17866792/transforming-future
https://aplusmag.goodbarber.com/home-order/c/0/i/17866792/transforming-future

Hong Kong Edge - Issue 16

KPMG in the market

reater bay Area

nitiatve: Anew chapter
10 southern thing

The ambitious plans being drawn up for the Greater Bay Area (GBA) initiative heralds a new
chapter for Southern China. The proposed city cluster across the Guangdong-Hong Kong-
Macau region is expected to play a leading role in advanced manufacturing, innovation,
shipping, trade and finance by 2030 and Hong Kong is well-positioned to maximise the

Initiative's potential.

Ronald Sze
Senior Partner,
Southern Region,
KPMG China

Ayesha Lau
Managing
Partner,

Hong Kong,
KPMG China

This initiative is a testament to the region’s economic
development and significance. China is in the midst of a
major transition towards a service-driven economy and
nowhere is this truer than in the Pearl River Delta, where
Shenzhen, for example, is one of the world’s leading high-
tech innovation centres.

The region is also at the heart of a network of supply chains
that link Guangdong to the rest of the world and is able to
draw on a strong manufacturing base. Last but not least, the
region is supported by Hong Kong's world-class financial and
professional services industries.

To put things into perspective, the combined GDP of the 11
cities in the area reached USD 1.4 trillion in 2016. This was
12% of the national economy, even though it is home to only
5% of the country’s population.

And as the area develops, its influence is likely to extend
beyond geographical boundaries to play a key role in China's
‘Belt and Road’ Initiative, serving as a key link connecting
countries along the 21st century Maritime Silk Road.

The further growth of the region, however, calls for greater
coordination of financial, material and human resources —
hence the decision to establish the GBA. It aims to bring
together the key cities of the Delta region to build a new
powerhouse — one that is comparable to other city clusters
globally such as the Greater Tokyo Area, San Francisco Bay
Area and Greater New York.

Corporate backing

The Hong Kong General Chamber of Commerce and KPMG
recently conducted a survey of 614 business executives

in the region to offer a market view of the GBA and
highlight the opportunities as well as issues confronting its
development.

The initiative resonated with businesses in the region, with
80% of respondents indicating their support for the GBA.
The respondents highlighted improved corporate synergies,
a freer flow of talent and enhanced abilities to penetrate
markets as the leading benefits to arise from the initiative.

1]

The GBA will be able to rival the Greater
Tokyo Area in terms of economic scale in
a decade’s time. But that is not all. The
GBA has the potential to become the most
diversified city cluster in the world.

JJ
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Many respondents believed the GBA will be able to

rival the Greater Tokyo Area in terms of economic scale

in a decade’s time. But that is not all. The GBA has the
potential to become the most diversified city cluster in the
world, leveraging on Hong Kong'’s strengths in financial
services, Shenzhen in innovation and technology, Macau
in entertainment, and Guangzhou, as well as Dongguan, in
manufacturing.

It is also important to understand that the benefits of the
GBA are unlikely to be confined within Guangdong — with
90% of respondents indicating that the initiative is likely to
have a positive impact on China’s overall economy.

And they believe the success drivers of the initiative are
likely to revolve around government support, consistency
of laws and regulations, and infrastructure support.
Consequently, how governments choose to participate and
be involved will be crucial in determining the future of the
initiative.

While much of the excitement about the GBAs prospects
centres on its potential as a high-tech manufacturing and
innovation hub, well-established industries such as trade
and logistics will continue to thrive in the GBA.

This is underlined by the fact that exports are likely to
remain one of the region’s core economic drivers for the
foreseeable future.

In addition, the financial sector is also expected to grow.
Hong Kong's status as an international financial centre and
the world's largest offshore renminbi hub will play a crucial
role in ensuring the sector’s growth.

Our survey findings reflect this, with the top three sectors
that respondents feel are likely to benefit most from the
development of the GBA being trade and logistics (ranked
in the top three by 68% of respondents), financial services
(62%) and R&D in innovative technologies (60%).

Hong Kong's role

The key to developing the GBA will be finding ways of
cooperation that unify and optimise the region’s city
economies. With the cities of the GBA falling under different
customs zones and legal and administrative systems,
improvements in cross-border flows will depend on efforts
to strengthen institutional and governmental cooperation
and collaboration across the region. Success will allow the
region to move towards enhanced, or even seamless, cross-
border flows.

To take full advantage of the opportunities the GBA presents,
Hong Kong must focus on three areas.

First, the sectors with the biggest competitive advantages:
international finance, shipping and logistics, offshore
renminbi transactions, and dispute resolution. Second, the
unigue features offered by the ‘one country, two systems’
and third, the city’s strengths in combining its proximity to
the region’s manufacturing base with its connectivity to the
rest of the world.

KPMG in the market

The Hong Kong Government should set up a dedicated

GBA office to formulate relevant proposals, strategies

and policy directions. This GBA office will be responsible

for defining Hong Kong's potential participatory role in the
area's development and economic growth, coordinating with
relevant governments in the region, and disseminating the
latest GBA information to the public.

Hong Kong should also establish an overall development
strategy, with the goal of drawing up a comprehensive
region-wide plan aimed at strengthening cooperation with
the other cities across the GBA.

To strengthen capital flows within and beyond the GBA,
Hong Kong can utilise its established financial infrastructure
to facilitate renminbi internationalisation, expand the various
cross-border share and bond trading schemes to include a
‘Commodity-Connect’, and bolster its status as the region’s
asset management hub.

One way forward would be the establishment of more
schemes or agreements to facilitate better movement of
people, goods, services and money such as the Closer
Economic Partnership Agreement (CEPA).

The proposed Lok Ma Chau Loop - a stretch of land
between Hong Kong and Shenzhen that will be transformed
into an innovation and technology park — would be a great
opportunity for Hong Kong to test such pilot schemes.
Possible initiatives include providing special work visas for
GBA residents and ensuring that research funding sourced
from Hong Kong and the mainland can be used by research
institutes established there.

With the completion of the Zhuhai-Hong Kong-Macau
Bridge and the Express Rail Link in sight, ways to improve
the cooperation between the region’s airports for both
passengers and cargo should also be explored.

The GBA has the potential to be one of the most important
growth engines for China in the years to come. It is up to
the local governments and corporate sector to establish
the ground rules and turn this ambition into a reality. Hong
Kong's role in the GBAs development will be critical and the
city needs to be prepared in order to benefit fully from the
opportunities the GBA creates.

This article was originally published in the Hong Kong
General Chamber of Commerce’s ‘Bulletin” magazine —
November 2017 issue: http.//www.chamber.org.hk/
FileUpload/2017111410381225565/Nov2017b.pdf

The Greater Bay Area Initiative:
- A survey on key drivers for success
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L to R: The first panel.—Austin Bryan, Manav-Gupta, DrToa Charm, Mark Lunt, Cat Rust, Peter Bourke and Edge Zarrella
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Nanging race of Lommerce

The Changing Face of Commerce, organised by KPMG and JOS in October, explored the impact of advances in artificial intelligence
(Al)/machine learning and digital transformation, and how we can embrace digital transformation today. Exclusively designed

for senior business leaders, the half-day event built a business case about why adopting these latest technologies and digital
transformation should matter to you.

The first speaker, Dr David Chung (Under Secretary for Innovation and Technology, HKSAR Government), talked about how
disruption is changing how we do business. He reiterated the chief executive administration's commitment to prioritising
innovation and technology, and said that they will focus on developing new industries, creating wealth and providing employment
for the youth.

Al specialist Edge Zarrella (Clients and Innovation Partner, KPMG China) pointed out that half the world’s investment in Al was

now coming from China. As Al is often seen as the most disruptive innovation that will hit corporates, and with its potential to
destabilise the world, it is important to consider what the future holds. He posed the question: in the future, will Al and humans
work together, will they be locked in a power struggle, or will Al take over completely? This question was picked up in the first panel
discussion, which he moderated. In this lively discussion with the panellists — Austin Bryan (Head of Innovation, CLP), Manav Gupta
(Founder & CEO, Brinc), DrToa Charm (Chief Public Mission Officer, Hong Kong Cyberport), Mark Lunt (Group Managing Director,
Jardine OneSolution (JOS)), Cat Rist (Head of Innovation Technologies, UBS Greater China) and Peter Bourke (Head of Group
Information Systems, CK Hutchison Holdings Limited) — five of the six agreed it would be a collaborative relationship, if done right.

On the topic ‘How do successful companies manage innovation?’ Austin Bryan took a closer look at disruptive innovation. He
shared his eight attributes of innovation — aspire, make choices, discover, evolve, accelerate, scale, extend and mobilise —
emphasising that innovation is survival in today’s business world.

Hugo Marland (Programme Manager, Innovate Jardines) reflected on the topic ‘How we innovate’. Using his experience at the
innovation arm of Jardines, Hugo looked at his department’s strategies to assess their innovation in the automotive industry, future
of work and retail industry. He said that their two focus points going forward would be promoting cultural change, and forming
strategic partnerships and building digital businesses.

Sharing his experience as CEO of Hong Kong Science and Technology Park (HKSTP), Albert Wong looked at the different
programmes run by HKSTP. He said that although Hong Kong ranks high in input sectors (boosted by its excellent universities and
number of high-ranking universities), the city needs to find the right direction to move up the chain, stressing that innovation and
technology are survival.

Mark Lunt moderated the second panel, ‘How are you going to transform your business?’, where start-up entrepreneurs joined
KPMG's James O’Callaghan (Head of IT Advisory, Hong Kong, KPMG China). While the start-ups said their challenges include
convincing large corporates to use the products and attracting the right talent, James shared his consulting experience and his
view on the start-up industry in Hong Kong. The start-ups were also given a chance to pitch their companies at short sessions
throughout the afternoon.
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EPA Aais Pacfis Tas Cams

Summit cinner opening Speech

Financial Secrotary of Hong Kong SAR

Financial Secretary of the"HKSAR Govérnmént, Mr Paul Chih Mo-po, guest spééker at the gala dinner =
HEFIITHEMEE B R RTENRESHERTERERE

U1/ KPMG ASIa Paciic Tax summit

he 2017 KPMG Asia Pacific Tax Summit, held at the Kerry Hotel in Hong Kong on 31 October and 1 November, focused
on the impact of geopolitical and disruptive technology changes on businesses and taxation, as well as new tax trends
and their impact on businesses in the ASPAC region and beyond.

A major highlight of the summit was the gala dinner, where our Hong Kong office was honoured to host Mr Paul Chan
Mo-po (GBM, GBS, MH, JR Financial Secretary of the HKSAR Government) as the esteemed guest speaker. Mr Chan's
keynote speech elaborated on the recently announced tax initiatives, and included insights into the key tax measures
launched by the HKSAR Government in recent years.

The summit itself was opened by Khoonming Ho (Head of Tax, Asia Pacific, KPMG) and featured several distinguished
speakers. These included leading policymakers and regulatory business and tax leaders such as David Gordon (Senior
Advisor & Former Chairman of Eurasia Group), Edward Troup (Executive Chair & First Permanent Secretary of Her Majesty's
Revenue and Customs; Immediate Past Chairman, OECD Forum onTax Administration), Jefferson VanderWolk (OECD Head
of the Tax Treaty, Transfer Pricing & Financial Transactions Division), Maryanne Mrakovcic (Deputy Secretary, Revenue Group,
Australian Treasury) and Michael Andrew (Chairman, The Board of Taxation, Australia).

As the world comes to grips with recent geopolitical shifts such as the US political landscape and Brexit developments, the
first plenary session looked at the future of taxation at a global level. With the title ‘New global economic order: Trending
geopolitics, the big shifts, impact on businesses’, the session was moderated by Vinod Kalloe (Head of International Tax
Policy, KPMG in the Netherlands and former European Commission official) and featured Honson To (Chairman, KPMG Asia
Pacific and Co-Chairman, KPMG China), among others, who discussed what role ASEAN will play in the global economic
order, and the tax consequences of trade.

In the second session, ‘Future of capital income taxation: The next big tax policy focus’, Jefferson VanderWolk spoke about
the current and future vision for capital taxation. Other speakers, including Khoonming Ho, and partners from the US and
Australia offices, explored the growing concerns about rising inequality, and provided insights on what to expect for future
taxation of capital income.

Diverging from traditional sessions, the third session, ‘Tax technology catalyst: Enabling the tax function of the future’,
used a series of short, memorable technology launch presentations that challenge old ways of showcasing technologies.
This session explored the trends that are shaping technological innovation, from real-time compliance, to robotic process
automation and predictive analytics. Tim Gillis (KPMG Global Head of Tax Technology and Innovation) joined other speakers
to reveal how these trends are impacting tax functions today, and offered practical ways that tax leaders can leverage
technology in their transformation into a digitally powered, value-adding tax function.

The second day kicked off with a session moderated by Jane McCormick (KPMG Global Head of Tax) and featuring Edward
Troup. ‘Future fiscal trends and revenue collection’ looked at the impacts of rapidly evolving computing power and how it is
especially interesting from a tax perspective when considering the impacts of emerging technological and socioeconomic
trends. Another focus was the changes abounding from technological, cultural and social shifts, which will inevitably lead to
further changes in the world of tax.

Both days of the summit featured a selection of technical forums for attendees to choose from. These included round table
sessions, case studies and panel discussions, and covered a range of topics, from audit and disputes, the indirect tax
landscape and R&D tax benefits across countries, to tax transparency, tax developments in China and the role of tax within
global mobility.
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H
57 you help?

Please consider making a
donation to our fundraising
efforts for OSC. Any amount
goes a long way to helping
a wide variety of excellent
causes.

To donate via PayPal, please
click the link or scan the QR
code. For donations by cash
and cheque, please contact
Connie Lam (connie.lam@

kpmg.com) or KC Lau (kinchun.

lau@kpmg.com).

Jonate [oa great Liaus|

KPMG China is delighted to once again have organised our signature fundraiser,
'KPMG Run for a Claus’ in support of Operation Santa Claus (OSC).

This is the third year that KPMG China has committed to being a major donor to
OSC, an annual charity campaign jointly organised by the South China Morning
Post (SCMP) and Radlo Television Hong Kong (RTHK). This year, OSC has selected
14 charities that focus on children and youth, the community, the elderly and
medical needs.

After the huge success of last year's 'KPMG Run for a Claus’, Team Building Asia
once again created a fantastic interactive app for our participants to use during
the event on 1 December. Each team of four to six members raced around
Kowloon using their tablets to tackle GPS-triggered challenges in the form of
clues, questions and tasks — all in the name of charity.

The teams were encouraged to raise HKD 4,000 each, and were eligible for
awards including ‘Highest donation award’, ‘Best dressed award’ and the "Top 3
teams with the highest points’. Last year, the 39 participating teams raised over
HKD 250,000 for OSC. We hope we can break this record with your support!

© 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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Opan Donate a
%& gift
Recommended value:
HKD 200

How to donate:

Cash donations, or gift cards
from electronics stores, shoe
stores or bookstores

Deadline:

Please pass the cash, gift card
or gift to the CSR team on or
before 7 December.

Delivery address:

KPMG office, 21/F Hysan Place,

Causeway Bay (Attention: CSR
team — SoCO Christmas gifts)

Volunteer at
the party

Date & time:
Saturday, 9 December,
1:00-5:00pm

Address:
KPMG office, The Hub,
22/F Hysan Place

Enrolment:

Please contact Alice Lai
(alice.c.lai@kpmg.com) or KC
Lau (kinchun.lau@kpmg.com)

Jonus forfestive iun at the
o000 CTistmas party

Christmas is a time of generosity, kindness and celebration. Each year, KPMG
China's CSR team hosts its annual Christmas party to celebrate the festive
season with over 100 children who are supported by our long-standing

NGO partner, Society for Community Organization (SoCO), which assists
grassroots families and children in Hong Kong.

This year's party will feature a number of games and activities to share the joy
of Christmas with the children. Over 100 kids attending the party will receive
a gift they selected from KPMG's special gift list, ranging from basketballs
and shoes, to books and toys. In total, we will donate 600 gifts to SoCO kids,
including those who cannot attend the party.

For many of the SoCO children, this may be the only Christmas gift they
receive.

Donate a gift

Help brighten a child’'s holiday season by sponsoring a gift. Each gift has
a recommended value of HKD 200. If you would like to purchase the gift
directly, please request the list from Alice Lai (alice.c.lai@kpmg.com) or

KC Lau (kinchun.lau@kpmg.com) in the CSR team.

Volunteer at the party

If you would like to share in the fun on the day, we are looking for 40
fun-loving volunteers to host the party, and a few songbirds to lead the
choir on the day.

If you would like to spend time with the children, enjoy singing, or are
good at playing a musical instrument, please join us!

© 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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CMPOWENNG migrant domestic Workers througn
Inancialliteracy programmes

PMG has joined forces with Enrich, a local NGO which

promotes the economic empowerment of migrant

domestic workers by encouraging them to invest

in themselves through financial and empowerment
workshops.

Many migrant domestic workers choose to work abroad for
economic reasons — they hope to support their families and
save enough money for their own future. However, studies
have shown that only a small minority feel they have saved
enough when they return, with many still in debt to their
recruiters. Enrich’s financial literacy programme aims to
address this pervasive issue and help the domestic workers
achieve financial stability.

To assist this important work, the KPMG Foundation is sponsoring Enrich’s financial literacy programme, which includes
a series of tailored workshops that provide practical tips and advice on financial planning. We are looking for volunteers to
help us equip migrant domestic workers in Hong Kong with basic financial management skills.

programme has helped them overcome their financial difficulties.

R TR T/ NS SR 18 LBVRI 5 AE

RS AFB I ABENrich S 1, AIMERE R T EPHERM TFH, Mg SEthfIE G (E.

REIMERERIARKEMNESFEEREEZIIMIIF, BREER, REDBARRIERLER B HREX
BHEEE, MZSHMARNIARER B EHRIBEERIAIERIE, EnrichFr 2 ir0IEH TIE5, BNREMRREE
= ROV, WEIMERER LEEMBIRE.

ATEENASENIE BEEREERSEREBEnrichFTE NN —RTIBIMERER TESIERNIEM TR, Hf
RIEASET, HEEER I — LB AR KI5,

BB, TIRIMEXKE R IFTEmE RIS, UK Enrich A HBN L FIREEEEIR,
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Sign up now - we need trainers, facilitators and mentors!

e need your expertise in our financial skills workshop series, which will be held in KPMG's
Hysan Place office throughout the next year. Depending on your area of expertise or
availability, you can be a trainer or facilitator at any or all of the workshops. The topics and
schedules are listed below. You can also sign up here to be a mentor to an individual. All
sessions run from 10:00am-12:00pm.

To register or for more details, please contact Alice Lai (alice.c.lai@kpmg.com) in the CSR team.

3 ENERE — AR S EE(E TRYEEN. 51 B SR EM
N\ P RERETRA NN BEAA RESHATRIT—RIINEM TR, L REEH

BES R 1

= Z2S0 /15

A] URIB ISR B R SRS, E R RS E SR TR SRS

B8, ENAEERAEP—EIMERERINAR. LA TATERINEEMSER, Fr
B RHETREA10:00amZE12:00pm,

NBHRANEMFIS,

Investment topics

_RETE
1 Real property
H 5
BEHERE
2 Stocks investing
o0 [E=p oA
RERE
3 Business investments
s
o AEKE
4 Investing in your child’s
education
> FRHERE
5 Microfinance institutions

and cooperatives

NRETREBN G FERR

Insurance tied with

investments (combo or

hybrid products)
KRERRRE GEFRES

6
>
)

7 Graduation/Course
completion ceremony

BGHIRIRE &I

=
af

Content
NE

Investing in real properties

FBHERE

Different types of stocks and the risks involved

FEER AR E R R

Opportunities and risks of investing in a
friend’s business

REMRBRBEB PRV IEMN E R

Preparing for your child’s education

BESTUNHREWER

Microcredit as a form of investment?

LUNRISBIF IR E?

Insurance - traditional and investment-linked
products

RERREANIREREER

Handing out certificates to participants who
completed the series

NRE A T TR LIRS HE

MM e EFEFIEEAlce Lai (alice.c.lai@kpmg.com) B4,

Date
HHA

7 January 2018
—E—-)\%—HtH

25 March 2018
—E—-)\E=HZ+HH

6 May 2018
—E—)\ERAH

17 June 2018
“E—/)\FSB+tH

29 July 2018
—E-/)\&tA=+NH

26 August 2018
—E—)\E/\BZ+7,"H

7 October 2018
“=—/\&+8BtH
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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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FIEFR S (AR ("R ERBIRR") MR RS M EFRTEERE BRI R IREA.
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