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Message from the Editors %= 6935

Welcome to the fourth issue of
Hong Kong Edge!

In this edition, we are delighted to feature an interview with the Chairman
of Crystal Group, Mr Kenneth Lo. He discusses how an enterprise can drive
performance and create win-win situations by embracing a sustainability
agenda and focusing on two key factors - people and heart.

The latest development and preferential policies of Qianhai, the global reach
of China’s luxury market, and private equity tax are some of the other areas
of focus in this edition. We also highlight some recent key client events
including our bi-annual CFO Forum and our quarterly Independent Non-
executive Directors (INED) Forum. As you are aware, CSR is an important
KPMG initiative, and in this issue, we are proud to feature one of our key
wins at the Eighth Annual AmCham Shanghai CSR Awards Ceremony — the
Leadership Award.

We hope you find this edition informative and we welcome any feedback or
topic ideas for future issues.
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Interview with Mr Kenneth Lo

n this issue of Hong Kong Edge, Chairman of Crystal Group, Mr Kenneth Lo, discusses how an enterprise can drive
performance and create win-win situations by embracing a sustainability agenda and focusing on two key factors —
people and heart.

A <A P, BMEFTRFEFTRAED IR ELRALLBEZRMNG 7, BEAMNY Fo L
&S &) HEHREIATHEEEGEERAARFEHAGRR, ERE RO AT

AN %35
BREALE

(RHIEEHZRF)

Mr Kenneth Lo % 428 £ &

{(RE)ARER S| B

r Kenneth Lo received the ‘Industrialist of the Year Award :

2012 from the Federation of Hong Kong Industries (FHKI)
for his outstanding achievements in the garment industry
and his commendable contributions towards the economic
development of Hong Kong. Crystal Group, founded by
Kenneth and his wife Yvonne, is a globally recognised OEM/
ODM multinational clothing manufacturer, and is one of the
five major apparel manufacturers in Asia.

Mr Lo actively participates in education, social
responsibility and charity initiatives. The couple also
established the Yuk Ching Charity Trust to help the needy
in mainland China and Hong Kong.
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13 Aug 2012, Vlolunteer Association of Ou//'ang District of Shaoguan
visited Crystal Group s headquarters in HK
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KPMG: As a very successful industrialist in Hong Kong,
could you share with us how you came to
establish Crystal Group? How have you helped
the group flourish?
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Lo: When my wife and | established Crystal Group
in 1970, it was just a small factory with about
70 employees. Competition became really keen
when Hong Kong industries started to boom
in the 1970s, and we encountered many of the
challenges facing small and medium enterprises
(SMEs) today.

China had not yet opened up at that stage,

and the manpower shortage in Hong Kong's
manufacturing industry made it very difficult

for us to recruit enough staff. Moreover, there
were restrictions on textile quotas, so we had

to repeatedly change our product types and
establish factories in places where quotas were
still available, just like a ‘nomadic tribe’. It was a
tough battle, but we managed to create a solid
base for our business. However, with China’s
accession to the World Trade Organisation (WTO),
the quota system on textile trade was abolished.
Since our competitive edge was based on this
system, it was quite a big blow to us. \We had to
reassess and map out a plan to adapt to this new
landscape.

Over the years, we have quite successfully
moved away from the family business model;
nepotism is strictly discouraged and we do

not recommend any relatives or friends to the
company. Although my sons work at the company,
| do not show favouritism towards them and |
certainly never pushed them to work here.

We started to implement a corporate culture in
1994, and although it's been a long process, it's
been well worth it. By building this culture and
implementing core values, we now have a solid
corporate framework for each of us to follow.
Everybody has to act in line with our corporate
objectives and practices, rather than according to
their personal agenda. This was a significant step
towards professional management.

In terms of corporate management, we don't
have many rules and regulations, but | do try
and take the lead to motivate everyone to adopt
our corporate culture. For example, the senior
management team and | fly economy class for
business trips — if we flew business class while
others flew economy class, we would create
inequality within the company which is against
our corporate culture of ‘Respect for People’ and
fair, equal treatment for all. We therefore ensure
that we appreciate and respect people from our
hearts —and that this trickles down through the
whole organisation.

Many people say the garment industry is in
decline — | disagree. Clothing is one of the basic
necessities and there will always be demand

in the market, so the success of a business
depends on how it is managed. This is a very
traditional and labourintensive industry, and
there are strict requirements for supply chain
management and garment manufacturing
processes. However, if we can manage each
aspect really well, there is certainly ample room
for further development.

We have been expanding very rapidly over the
past few years. We now employ around 40,000
people worldwide, and have an annual turnover
of over HKD 10 billion and an annual production of
230 million garments.
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Crystal Group is committed to sustainability and
has received over 230 awards in environmental
and social responsibility over the past five years.
Could you tell us how you maintain a competitive
edge by embracing sustainability in the garment
manufacturing business?
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Around 2007, we recognised that sustainability

was emerging as a key determinant in business.
We wanted to find a harmonious balance

between the economy, environment and society
to help us create sustainable returns for our
shareholders. Therefore, we began to develop
our sustainability policies based on the five
pillars — environmental initiatives, innovation,
product integrity, employee care and community
engagement. We also set various sustainability
goals including planting one million trees and
reducing material wastage, energy consumption
and carbon emissions. In addition, our Corporate
Sustainability Steering Committee was
established to promote sustainable initiatives
within the organisation. These measures not
only helped us save a lot on costs, but more
importantly, they also helped us play a small part
in creating a healthier planet and society.

As the sustainability trend becomes more
significant in today's business world and as non-
governmental organisations (NGOs) increase
their scrutiny and exercise greater influence,
sustainable development and corporate social
responsibility have become core concerns for
many businesses, and suppliers with better
sustainability practices are in great demand.
However, there are currently very few textile
manufacturers that actually put sustainability
into practice. Since we started our work a bit
earlier than others, we have been able to create
a core competitive edge and high-profile position
in the marketplace, and have become the
preferred supplier to many leading brands and
multinationals. In 2011, our business performance
reached record highs, as we increased our

sales turnover by 20 percent year-on-year and
continued to deliver our high-quality products on
time.

As a performance-driven organisation, our
introduction of the sustainable development
model was not a business strategy — we were
only thinking of reducing costs and contributing
positively to our environment. Now, all our efforts
have really paid off. Sustainability has brought

us enormous tangible and intangible economic
benefits, and has created opportunities and
drivers for the way forward.
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As the textile industry is highly labour- at Qujiang Secondary School

intensive, people are a very important part 201243 /16 H 335 £ 2 g% F o T o 2 pF g%
of your business. Can you tell us how you
successfully manage this vital resource?
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We offer our employees better
remuneration package than our peers,
but we also have high expectations.
We are very proud that our
employees work together as a
cohesive team, sharing the same
vision and goals.

At Crystal Group, we are
committed to caring for our
people. We believe that
with a true heart and open
communication, we can
establish a meaningful
relationship with our
employees and create

a harmonious working
environment. That's
why we're continually
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investing in employee care programmes so that
our people feel appreciated and supported, and
are immersed in a caring and warm atmosphere.
This in turn fosters a sense of belonging and a
pride, and makes it easier for us to recruit and
retain talents.

We regularly organise a wide range of activities
for our employees, including group gatherings,
outings, performances and the ‘smile wall’
programme, to foster a sense of inclusiveness in
arelaxing environment. It's great to see that our
people are so enthusiastic and devoted, working
towards the same goals and embodying our
vision and values. It is clearly our people who
make us a leader in the industry and enable us to
achieve sustainable success.

Our workforce is motivated and energetic; this
is something I'm really proud of. They perform
to the best of their ability and enjoy their

work, perhaps because they feel a sense of
achievement and are therefore willing to devote
themselves to the company. We also delegate
authority among staff members to enable them
realise their potential, and encourage them to
strive for excellence by being innovative and
making their own breakthroughs.

Garment manufacturing is a ‘people-oriented’
industry which is highly labourintensive and
involves many manufacturing procedures.
Therefore, we first need to manage people before
we can manage the business, and this is where |
find the most enjoyment.
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The group has been expanding rapidly since 2007.
When do you think the next massive wave of
growth will come?
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| think we have only recently laid a solid base for
growth. There were some predictions within the
group that our turnover would triple by 2020, and
although | didn't really take this seriously before,
it now seems possible. We have in place many
different facilities to support our operations, and
our IT infrastructure and enterprise management
tools are at the forefront of the industry —so it
wouldn’t be too hard for us to continue expanding
our business.
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Will Crystal Group diversify into other fields of
business besides garment manufacturing?

LR E G AR RE LI S A EB?

At the moment, we are also involved in real
estate investment, but just on a small scale. |
think it's important to focus on areas where

we have a competitive advantage. Our core
competence is in garment manufacturing, which
still offers excellent opportunities for business
expansion globally. We'll continue to leverage

on our current sound management systems and
practices, and focus on this sector going forward.
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16 Mar 2012, Crystal Group's Green Hope Project —

Tree Planting in Qujiang District
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16 Jan 2011, Yuk Ching Charity and Crystal Group —
free distribution of rice to the elderly
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Sylvene Fong and Belinda Kwee
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Global reach of China quury
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to grow and also accounts for an increasing share of global sales for some of the world’s largest luxury brands.

D espite the global economic slowdown and its adverse impact on the luxury sector, China’s consumer sector continues

The demand for luxury goods in China is booming as income continues to rise. Domestic consumption has also been
highlighted as a strategic focus for China’s leadership, which also presents opportunities for luxury players to further establish
operations across China. At the same time, the number of mainland Chinese travelling overseas has increased significantly
over the past few years. Overseas luxury brands with a presence in China are benefiting from this trend, as are some of the
domestic Chinese brands that have or are planning to establish overseas operations.
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The travelling Chinese consumer

According to a recent KPMG study, Global Reach of China
Luxury (which includes a survey of 1,200 Chinese middle-
class consumers — between the ages of 20 and 44 — across
24 cities in mid-2012 on their spending patterns for luxury
brands), the number of mainland Chinese travelling overseas
has increased to 71 percent in 2012, up from 53 percent in
2008. Of these, 72 percent purchased luxury items during
overseas trips (including trips to Hong Kong, Macau and
Taiwan), with cosmetics, watches and bags as top items of
choice.

Top-tier luxury brands have and continue to open flagship
stores across China, particularly in Beijing and Shanghai.
However, there are indications that Chinese consumers prefer
to buy overseas, where they have access to broader and
sometimes newer selections. Hong Kong remains the number
one destination for mainland Chinese consumers, followed

by Europe and Japan. A low tax and VAT environment is one

of the factors that play to Hong Kong's advantage. In addition,
as consumers seek better prices and product knowledge,
visiting some of the major luxury brands located in places like
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London'’s Savile Row and Paris’'s Champs-Elysees is therefore
becoming increasingly popular.

Many Chinese consumers are using social media networks
and online forums to discuss and research brands. The rise of
e-commence in China also offers new opportunities for luxury
players. Digital media is therefore taking on a more significant
role as it enables brands to interact with both existing and
potential customers. KPMG's latest luxury survey indicates
that around 70 percent of potential customers search for
luxury brands on the internet at least once a month.

A recent global KPMG technology survey notes that 79
percent of Chinese respondents prefer to purchase goods
online, ahead of 65 percent of global respondents; 40 percent
of respondents also indicated interest in purchasing luxury
goods on the internet.

Search engines are a significant source of traffic to luxury
brand websites, but clicks from social networking sites are
even more important. In addition, some brands are using
social media and mobile applications to show their new
collections. However, ongoing challenges for retailers include
inadequate infrastructure, particularly in the case of logistics,
concerns over counterfeit products and online payment
transactions. Online pricing strategy can also be a challenge
and luxury brands tend to be concerned with regards to how
their products are marketed online. The most significant
barrier to online purchases was trust issues, as consumers to
a large extent have voiced concerns over the authenticity of
goods purchased via the internet.

We see rising sophistication among Chinese consumers, in
terms of an increased interest in experiential luxury as well as
seeking independent and unique brands.

Brand recognition of Chinese consumers continues to
increase. According to KPMG's latest luxury survey, Chinese
consumers said they recognised 59 luxury brands in 2012,

a figure that we have seen continuing to rise over our

successive annual surveys. We see rising discernment among
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Chinese high-end consumers. 88 percent of the survey
respondents indicated they would be willing to pay a premium
for luxury brands that display high quality and durability; 80
percent indicated exclusivity and uniqueness as key factors,
while 72 percent said the heritage of the brand played a
significant role in their buying decision.

Chinese consumers also distinguish among countries of
origin and associate certain countries with particular brands.
Switzerland came top for luxury watches, while France scored
highest for cosmetics, perfumes, clothes and bags, and
Germany for automotives. There continues to be a strong
association towards European heritage brands in these
categories.

While we see an increase in the number of home-grown
Chinese brands, they face tough competition from older
European luxury brands that have a long history. Interestingly,
survey respondents also indicated that they expect
domestic Chinese luxury brands to increasingly compete

in the experiential space, the top categories being alcohol,
restaurants, spas, hotels and resorts. This suggests that
domestic Chinese brands are perhaps more likely to capture
this market niche as it is not an area that requires heritage
which other European luxury products tend to be associated
with.

Tax insights from luxury brands

Aside from market issues, one of the biggest concerns for
overseas luxury brands in China is customs and transfer
pricing tax issues.

China’s complicated customs environment adds additional
challenges to its already complex local tax system. Most
luxury goods are still subject to moderately high customs duty
rates ranging from 0-65 percent, on top of consumption taxes
which range from 0-45 percent. That said, there are strategies
which luxury brands are exploring — particularly in light of VAT
reforms that were being piloted in Shanghai and are being
rolled out to a number of other provinces this year. Luxury
brands also have opportunities to realise potential customs
savings from China’s nine free trade agreements that offer
reduced duty rates for qualifying products from 17 different
countries and territories.

As many overseas luxury brands have enjoyed very strong
growth and profitability in China, the Chinese tax authorities
have also increased their focus on how such profits should be
allocated across various jurisdictions participating in the value
chain. It is becoming increasingly difficult for multinational
luxury brands to avoid profit and cash traps in China, which
incur substantial transfer pricing risks in their offshore (non-
China) operations. Multinationals are taking steps to develop
hybrid and proactive strategies to manage the inherent global
transfer pricing risks pertaining to their China operations.

China continues to play an important role as a large and
expanding market for luxury brands. However, China is not
without its challenges and brands need to be aware of the
hurdles to market entry. At the same time, we have seen that
luxury brands’ continued success in this market and their
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Sylvene Fong is a partner in the consumer and industrial
markets group in Hong Kong. Sylvene has been involved
in annual audits of listed and multinational companies in
pharmaceutical, toys, freight forwarding and electronics
businesses for over 10 years and has also been involved
in the audit of a client operating hypermarkets in China.
She has also participated in initial public offering/major
transactions assignments of companies in China. Sylvene
is familiar with IFRS and USGAAP group reporting
(including SOX 404) assignments of multinational clients.
Sylvene has also served a number of Japanese clients in
the watch/electronics industry.

Belinda Kwee is a partner specialising in the luxury

retail consumer market with more than 10 years audit
experience. Her portfolio includes a number of globally
recognisable high-end fashion, leather goods and

time piece brands and distributors. She has extensive
experience in leading group audits and is familiar with
Hong Kong listing rules. She has participated in several
IPOs and merger & acquisitions projects for multinational
clients with domestic or overseas listings. She is also
familiar with international reporting requirements in both a
lead office capacity as well as in a subsidiary reporting role.
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focus on placing China centre stage in terms of branding BES . RMRAFERENES ML EEXLHERE
strategy and investment. In fact, many major luxury brands 89 8 A S . —& KL S IE AR EINAT RFH Bk
are continuing with their current investments, despite the PV 7, ™A S DK fo 2 BN — RSB R &
ongoing global economic slowdown, to the extent of holding 89 5 h

ftheir biggest globa.l marketing events jn China. We also see o RO A e, #EWBEIEL AH A, SRR AS
interesting trends in terms of domestic luxury start-ups 1% S B B EARAE T RAF 9IS .

experimenting and developing their own brands. Some home-
grown brands are hiring overseas talent to help them develop A X & 7820134/ 14 H 7 7515 3281 48 37 B 7] o
their business, while others are acquiring struggling overseas
brands and investing in them.

.

Income across China is rising and an ever-growing middle
class also represents significant opportunities for luxury
brands as they expand their footprint across the country. PR, LN Y

The Chinese version of this article was published in the Hong
Kong Economic Journal on 14 April 2013.
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Qianhai development
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Latest development and
preferential policies of Qianhai

ccording to China’s 12th Five-Year Plan, Qianhai Shenzhen-Hong Kong Modern Service Industry Cooperation Zone
(hereinafter referred to as ‘Qianhai’) is planned to be developed, by 2020, into an important production service centre
in the Asia Pacific region as well as the Guangdong-Hong Kong modern service industry innovation and cooperation

exemplary zone. The four key focus areas in Qianhai include financial services, modern logistics, information services as well as
technology and other professional services. According to the Qianhai Overall Development Plan, it is expected to achieve a GDP
of RMB 150 billion by 2020, roughly accounting for one-tenth of Hong Kong's current GDP.

On 6 March 2013, the National Development and Reform Commission (NDRC) issued the Permitted Industry Catalogue for
Qianhai. The promulgation of the Permitted Industry Catalogue is a significant development of the pilot program approved and
launched by the State Council in 2012.
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Permitted Industry Catalogue for Qianhai

The Permitted Industry Catalogue covers 112 industrial
segments including financial services, modern logistics,
information services, technology services, professional
services as well as public services. The release of the
Catalogue is a clear message of the Chinese Central
Government’s commitment to encouraging further
development and opening up in Qianhai. It provides

important guidance regarding the direction of investment, the
administration of investment projects and the implementation
of preferential policies in relation to tax and finance.

On 27 June 2012, the State Council promulgated the
‘Announcement on the preferential policies for Qianhai
Shenzhen-Hong Kong Modern Service Industry Cooperation
Zone' (‘Guohan [2012] No.58’), which indicates the Permitted
Industry Catalogue and the Preferential Catalogue are two
crucial elements of the preferential policies for Qianhai.

The promulgation of the Permitted Industry Catalogue also
indicates that the Preferential Catalogue will likely be finalised
in the near future.

The State Council offers various tax incentives, including
formulation of the Permitted Industry Catalogue and the
Preferential Catalogue and provision of a preferential
Corporate Income Tax (CIT) rate of 15 percent available to the
qualified enterprises in Qianhai.

The Permitted Industry Catalogue released by NDRC will
also be used as an important basis for stipulating preferential
policies related to finance and tax.

In addition, the Shenzhen municipal government also offers
overseas (including Hong Kong, Macau and Taiwan) talents
and professionals, who are in short supply, a rebate on any
amount of Individual IncomeTax (IIT) that is in excess of 15
percent of their taxable income, and such a rebate is exempt
from lIT. Those who are qualified must be employed by
entities in the encouraged and preferential industries, and pay
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Qianhai development

[IT in Qianhai. These policies aim to encourage and support
qualified talents and professionals to relocate to Qianhai.

Preferential policies to be implemented

On the implementation front, we believe that the government
and the relevant authorities are working towards issuing
specific regulations and clarification on the following:

e According to Guohan [2012] No.58, qualified enterprises
are eligible to enjoy a reduced CIT rate of 15 percent if they
meet the requirements stated in the Permitted Industry
Catalogue and Preferential Catalogue. The Preferential
Catalogue, which is yet to be released, will provide a better
understanding of when enterprises are eligible to enjoy a
reduced CIT rate.

¢ Inaddition, how the 15 percent CIT will be available to the
qualified enterprises is another uncertainty that needs to
be addressed by the government.

e Overseas talents and professionals in short supply in
Qianhai have to fulfill the specified requirements to
enjoy a preferential IT rate of 15 percent. Effectively
the preferential IIT rate will be offered in the form of a
rebate from the local government. As those professionals
will receive the IIT rebate in the following year after tax
payment, it is believed that further application details will
be released.

¢ \When establishing an enterprise in Qianhai, foreign
investors must also comply with the restrictions on
investment categories, structure and shareholding set out
in the Foreign Investment Industries Catalogue. Examples
of such sectors include basic telecommmunication services
and value-added telecommmunication services.

gt [
o -«
e For professionals from overseas who provide professiol

services listed under the Permitted Industry Catalogue
in Qianhai, including accounting, valuation, legal

and consultation services, they will have to acquire
qualifications or licences in China in order to operate suc
businesses in Qianhai. |

Although the Qianhai pilot program policies have not yet
been fully announced and implemented, investors who

are contemplating establishing an enterprise or a branch in
Qianhai may conduct their business and tax planning with
reference to the Permitted Industry Catalogue, and initiate
discussions with the relevant authorities in Qianhai. They
should also keep updated with the latest developments of
Qianhai for improving business growth and tax efficiency so
as to develop long-term competitive advantage in Qianhai.

The Chinese version of this article was published in the Hong
Kong Economic Journal on 18 April 2013.
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KarmenYeung is our PRC tax partner with over 15 years' experience in
providing PRC tax advisory services. She has advised Hong Kong based
companies and multinational corporations in their investment structure

in China and establishing tax efficient supply chain models. In particular,
she has been advising companies in setting up their supply chain models
including sourcing, manufacturing, distribution and retailing in China from
the corporate income tax, transfer pricing, value added tax and customs
duty perspectives.
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China, Brazil and Singapore lead

consumption of digital media
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world’s most voracious users of digital media, powered by the rapid
uptake of smartphones and tablets according to the KPMG International
2013 Digital Debate.

U rban consumers in China, Brazil and Singapore are proving to be the

Consumers around the world are showing an insatiable hunger for media in all its
forms be it digital or offline, according to the survey which measures the current
impact of digital and traditional content on approximately 9,000 consumers in
nine countries around the world.

Consumers in China, Brazil and Singapore across all age groups are accessing
and using media at an astonishing pace. They are quick to acquire hand-held mobile devices, and are incredibly receptive to all
forms of information, news and entertainment fromTV, internet, newspapers, magazines and radio.
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Among urban Chinese consumers, 78 percent own or FPERISUMRT HEZ BRI AR BT TH, w88
intend to own a smartphone, slightly more than laptops (76 ER AT (76%) ; S1% BRI BE FHE
percent), and 51 percent say they have or plan to have atablet i, i — A28 £ BW. ZE. SR fR KA E, A5 R
computer — a higher penetration than the US, UK, Germany F, S3UN T EORRITEBE A T4, 204082

or Australia. Overall, 53 percent of total respondents own FORBFHBE PFRTHE
or intend to own a smartphone and just over a quarter (26
percent), a tablet computer. AR 45 1L B8 ik ) TR,

. L P E L e R Ao 69 B A BN BB kAR, £
Traditional media still popular FAE AR B, AT AR B RS E, & REAE
Moreover, consumers from China, Brazil and Singapore BAA A FRGORE, T A P 2R A7 6N
not only prefer to access their content digitally, but they are WX ARG, AMAXHER, HEHFLEBALE
also more willing to pay for it. Mobile-centric consumers’ P AR G iR LR M L KB E
propenfsity to pay for Cc_mten’_[ may proyide invaluable insights GMA . BARB SRS ETH, AHAS S
to media and tech providers in mastering breakthrough W E R ORERE N, P E G R A
revenue models. AALEE. AHHPTRETRLTELALLEER
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Interestingly, consumers across all markets spend a similar
amount of time accessing media online as they do using
traditional media.

Visiting social networking sites, accessing maps and
directions, and viewing news online are the top three digital
activities across all markets. Consumers in China and Brazil
lead all countries in accessing social networking, news and
downloading music.

In the traditional media space, TV is still the most popular
traditional medium across all markets followed by listening
to the radio and thirdly, print such as newspapers and
magazines.

The move to digital has had a dramatic impact on how we
consume music, publishing and newspapers. But we are still
early in the process of a transition to digital anytime-anywhere
availability across all media sectors. Until online services can
provide content — especially film and video — on all devices,
including home televisions, and be as seamless and easy to
use as their offline counterparts, ‘old" and digital media will
continue to co-exist.

Most consumers are still spending more money offline
in traditional activities than online, although this varies
considerably according to country and type of media.

Overall, however, consumer spending for digital content is
gradually rising, with respondents reporting higher year-on-
year spend for every form of digital media. In North America
and Europe, for example, 37 and 20 percent of consumers,
respectively, say they have increased their spending in
accessing magazine applications compared to last year.

While China, Brazil and Singapore lead in their willingness
to pay for online content, consumers in North America and
Europe show a higher willingness to only pay for access to
certain content, such as dating sites and books and less on
news, music and games, for example.
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A number of content owners are trying to repeat the
traditional revenue models online, aiming to reverse the trend
of getting information for free. Consumers are only prepared
to pay for content if it is perceived to have value, at the right
price, in the right format and accessible on the right device.

Opportunity and threat to advertisers

Offline, consumers are cutting their expenditures on packaged
media, especially CDs, DVDs and console games, with the
same proportion of all respondents (23 percent) saying they
have spent less on CDs and DVDs in the last 12 months. The
big offline winners are those tied to a venue: sporting events,
concerts and cinemas.

The 'second screen’ experience lets consumers interact
with multiple connected devices simultaneously often while
also watching TV. Nearly half (48 percent) of all Chinese
consumers say they use their smartphone while viewing the
TV, while 60 percent say they use their laptop while watching
TV, around half (52 percent) read newspapers and around a
third (36 percent) are accessing social networks. Half of all
North American respondents say they watch TV and access
the internet for reasons other than social networking using a
laptop or a PC. Forty-four percent of European respondents
say they do the same.

Accessing these multiple devices concurrently appears

to impact advertising effectiveness — but not everywhere,
according to the survey. Urban consumers in Brazil, China
and Singapore have the highest receptivity to advertising and
accept that it can underwrite the cost of the content they
enjoy. 70 percent of Chinese consumers and 62 percent of
Brazilian consumers are happy to receive online ads in return
for lower-priced or free services.

The story is a little different in the more developed markets,
where the aversion to advertising is greater, with only 46
percent of North Americans and 39 percent of Europeans
willing to accept such a deal.

The opportunity exists for media companies to tap into
‘second and third screens’ via social media channels and
create an overall experience and effectiveness for advertising.
At the current time, however, the integration tends to be only
partial.
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Philip Wong is our partner focusing on providing audit

and assurance services to clients in the industries of
property development, logistics, media and entertainment.
Philip also serves clients which are private equity funds
focusing on relevant sectors and has extensive experience
in advising clients on initial public offerings, financing and
refinancing, and mergers and acquisitions.

Irene Chu is a partner with extensive experience in leading
audit engagements of Hong Kong, China and multinational
companies in the electronic equipment, technology,

software, media and consumer markets sectors. Irene is
experienced in U.S., Hong Kong and International financial
reporting standards, and also U.S. SEC requirements

and Hong Kong listing rules. She has led a number of U.S.
equity offerings for Chinese companies in Mainland China,
acquisitions and spin-off transactions involving Hong Kong
listed companies and U.S. listed companies. She also

has considerable experience acting as the Asia regional
lead partner to coordinate audit and accounting advisory
projects for multinational clients.
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Media and technology players cannot do it alone

To satisfy the intense information needs of tech-savvy
consumers, content, devices and distribution channels need
to be integrated, the survey suggests. It is unlikely that any
single player can master all these components, making
cooperation and collaboration a necessary approach.

The new class of digital consumers wants more and
different ‘information experiences’ and is prepared
to pay for high-quality, video, music, books and
digital print material from recognised brands. While
tech companies have powered the ec n for.-
new user experiences and will continue to drive
innovation in content creation and delivery models,
traditional media companies have the opportunity
to evolve, as some have done, to join tech
companies as innovators in these areas, and
open the door to new business models.

The Chinese version of this article was
published in the Hong Kong Economic
Journal on 1 May 2013. :
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Start consultation early on tax

concessions to PE funds
T8 R MR BB TR

14 Budget to allow PE funds to enjoy the same tax exemption as offshore funds. The industry generally welcomes this
initiative, believing that it will enhance Hong Kong's competitiveness. However, the government should make sure every
detail is taken into consideration when amending relevant tax legislations to avoid “any good intentions going wrong"

o KA LSRR RIENE R, MBE ARG REFA013/14FENHBIALEY, EREARELALTFIAHHES

) Eed RS, ERRIEERER, MEAREA PRI KBRS . Fil, BEERFGRR, BUFIRA D
SHEE M, BE T SHEF) .

To attract more private equity (PE) funds to domicile in Hong Kong, Financial Secretary JohnTsang proposed in the 2013-

Current tax legislation does not favour PE AT Rk R dE i

Based on statistics from the Hong Kong Trade Development IR BE HERAGEA, BRE2011FREEZENF
Council, Hong Kong is the second largest PE centre in Asia Z R FEE LTS, RASERFTH L KRG FIE RS
as of December 2011. There were 355 Hong Kong-based ERERLM PR BOSEEL, H16EMEBEHNI8%,
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representing about 18
percent of the total capital
pool in the region, trailing
mainland China. After
enacting a new legislation
for offshore funds and
introducing various relevant
tax incentives in 2006, the
Hong Kong government has
not adequately responded
to the industry’s concerns;
many, if not all, of Hong
Kong's advantages, have
therefore been eclipsed

by other competitors, in
particular Singapore. If the
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current tax legislation does not evolve with time, Hong Kong ‘ ‘ %1 VA ‘7]‘ 9 %%%, A (=)
may not be able to maintain its position as a hub for PE funds. ¥ [#&BARX % | 2@ THAAL ] EATREHS.

In March 2008, the Legislative Council passed the Revenue A E AR ® E%‘, R AP — A S A AN 8] B R T R A
(Profits Tax Exemption for Offshore Funds) Ordinance 2006 HE, BEBESRZIRE /A . 122006515 5] 9 AR 3R
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(the '2006 Ordinance’). To qualify for the exemption, an
offshore fund has to satisfy the following three conditions: (1)
itis a non-resident entity; (2) it does not carry on any trade,
profession or business in Hong Kong involving transactions
other than the "specified transactions”; and (3) the “specified
transactions” are carried out through or arranged by
"specified persons”

PE funds generally focus on investing in shares or debentures
of private companies, and generate a profit through the
transfer of such shares or debentures. However, according

to the 2006 Ordinance, such investment transactions are
unqualified for tax exemption as they do not meet the
definition of “specified transactions’ and therefore, Hong
Kong-based PE funds should be assessed based on the
current tax laws applicable to all enterprises.

In principle, PE funds can apply for tax exemption on the basis
that relevant businesses are not conducted in Hong Kong, or
their profits are not derived from Hong Kong or are capital in
nature. However, many such applications are rejected on the
grounds that the activities of the fund managers are carried
out in the territory. It is necessary for the fund managers

to establish and comply with many complicated criteria

(e.g. they should ensure that certain activities are carried

out outside Hong Kong) before the profits tax liabilities can
potentially be reduced. In addition, given that taxpayers have
the burden of proof, and the Inland Revenue Department (IRD)
has tightened its scrutiny on the application of tax exemption,
taxpayers are required to provide “perfect” documentation
(e.g. all relevant internal and third-party documents and
outbound travel records) to prove that all the relevant activities
are carried out offshore.

Singapore has similar legislation as Hong Kong to exempt
offshore funds from tax, but it goes further to exempting

the proceeds arising from the trading of shares in private
companies (except in certain cases) from profits tax.
Moreover, fund houses in Singapore are currently enjoying a
concessionary tax rate of 10 percent, as compared with Hong
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Private equity tax

Kong profits tax of 16.5 percent. On the international front,
while Hong Kong has signed 28 tax treaties with its trading
partners, Singapore has an established network with more
than 60 countries to avoid double taxation on cross-border
investments. As such, it is imperative that the Hong Kong
government amends the relevant tax legislation on PE funds
to maintain Hong Kong's competitiveness.

Under the 2006 Ordinance, a “specified person” normally is
a corporation licensed or an authorised financial institution
registered under the Securities and Futures Ordinance
(SFO) for carrying on a business in any regulated activity
within the meaning of the SFO. If the definition of “specified
person” remains unchanged, a PE fund may need to review
or revise its operation model to meet the requirements for
tax exemption. As to whether and how to regulate PE funds,
the government should discuss and resolve it together with
the industry and the general public, as this is not just a tax
concern.

The Financial Secretary proposed in the Budget “to extend
the profits tax exemption for offshore funds to include
transactions in private companies which are incorporated

or registered outside Hong Kong and do not hold any Hong
Kong properties nor carry out any business in Hong Kong”
The general public is likely to be in favour of the measure of
not providing tax exemption to companies holding Hong Kong
properties as this can help prevent investors from speculating
on property through offshore private companies and avoid
further overheating the property market. However, further
consideration should be given to the proposed requirement of
“not carrying out any business in Hong Kong"

When investing in mainland enterprises, many PE funds may
conduct their offshore sales and acquisition activities through
a Hong Kong group entity, or use the Hong Kong entity as the
holding company for offshore investments. Therefore, the
government should clearly define what is “not carrying out
any business in Hong Kong” to prevent disputes.

Meanwhile, the proposed legislation seems to provide

that gains from the trading of shares in Hong Kong private
companies are not exempted from profits tax. Currently, many
PE funds hold shares of mainland China companies through a
Hong Kong special purpose vehicle, this may have significant
tax implications on PE funds investing in the PRC if the
investment gains arising from the trading of shares in Hong
Kong companies are not exempted. As a result, the benefit

of the proposed extended scope of tax exemption could be
limited if the trading gains from Hong Kong private companies
shares are not exempted from profits tax.

In our opinion, the government should not discriminate
against those who have set up a Hong Kong company when
amending the tax legislation. Tax exemption should be
conditionally allowed for proceeds arising from the trading of
shares in Hong Kong companies, while the government could
clearly specify all the relevant requirements (e.g. not holding
properties in Hong Kong).
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It is imperative for the government to amend relevant
tax legislation to enhance Hong Kong's position as an
international asset management hub, but it should also
address the abovementioned issues in order to identify
a suitable solution. The suggestions put forward in the
Budget may seem simple, but a hasty revision of the
legislation without adequately considering all the
necessary factors will bring about many unintended
consequences (say only a limited number of PE funds
enjoying the exemption may lead to more disputes).
Therefore, the government should consult the
industry and the general public as soon as possible
before amending the legislation.

The Chinese version of this article was published
in the Hong Kong Economic Journal on 15 May
2013.

JenniferWong is our partner with over 20 years’ experience in tax practice.
She has extensive expertise in providing tax planning and advisory
services in relation to IPOs, M&As, group and debt restructuring, and

field audits. She also deals with taxation affairs of clients, particularly

those involved in cross-border business activities, listed companies,
multinational conglomerates, and international businesses which have
substantial investments in Hong Kong, mainland China or Macau. Jennifer
is regularly interviewed by media for her views on Hong Kong taxation and
government issues.
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INED Forum

n 17 June 2013, we held our quarterly Independent Non-executive Directors (INED) Forum with more than 150
attendees. Issues relating to corporate governance, as well as updates on business, regulatory and accounting
matters were discussed.
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The Changing Face of Commerce Series -

Achieving Innovation through Affordable Insights Forum
ontinuing our series of forums which provide insights into the innovation that is taking place in the corporate world,
this session brings some new thoughts around two common topics — Cloud Computing and Data Analytics.

Many executives are looking to have greater clarity on the health of their business and new market opportunities by

better understanding where their products are able to capture the attention, and of course wallets, of the consumer.
Our two Subject Matter Experts provided their views on what is possible from the capabilities currently in the market. Two
groups of executives, who have been through some of the pain and come out successful and wiser for the experience,
debated healthily and share valuable insights with the audiences.

The next series of forums will be launched in October in Hong Kong, Shanghai and Beijing.
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in Cyber Port on 18 April with over 300 attendees coming from the
community of tech entrepreneurs, PE and VC firms to discuss how
China is climbing up the innovation ladder and the role of Hong Kong as an
innovation hub to support.

O nce again, we are proud to be a sponsor of the Silicon Dragon held

Silicon Dragon is the 10,000-strong startup and venture network spanning
innovation hubs across North America, Europe and Asia. Through news, thought
leadership papers, events and research, Silicon Dragon connects the Silicon
Valleys of the world.
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KPMG Awards

Eighth Annual Corporate Social Responsibility Aw
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ur leadership in the development of CSR in China was recognised at the Eighth Annual AmCham Shanghai CSR
Awards Ceremony in April 2013 where we won one of the most reputable CSR awards in China — the Leadership
Award —and received an Honorable Mention in the Partnership Award category.

Launched in 2005, the AmCham Shanghai CSR Awards is one of the longest running and most respected awards
programmes in China’'s CSR community. For the eighth year, the awards have recognised businesses that have made notable
contributions to corporate citizenship in China. The award winners demonstrate excellence in diverse aspects of corporate
responsibility including philanthropy, community outreach, volunteer programmes, environmental educational efforts and
corporate governance.

In 2013, we stood out from the nearly 40 nominees and took away the CSR Leadership Award in recognition of our
overall CSR achievements, leadership and pioneering role in CSR practices. The decision was based on the performance
of our CSR programmes and initiatives in the 3E areas (Education, Empowerment and Environment), as well as on our
disaster relief activities in China in 2011 and 2012.
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About KPMG

KPMG is a global network of professional firms providing Audit, Tax and Advisory services. \We operate
in 152 countries and have 145,000 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 license
in Mainland China. It is also the first Big Four accounting firm in Mainland China to convert from a joint
venture to a special general partnership, as of 1 August 2012. The firm's Hong Kong operations have
additionally been established for over 60 years. 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 firm's appointment by some of China’s most prestigious companies.

Today, KPMG China has around 9,000 professionals working in 13 offices; Beijing, Shanghai, Shenyang,
Nanjing, Hangzhou, Fuzhou, Xiamen, Qingdao, Guangzhou, Shenzhen, Chengdu, Hong Kong SAR and
Macau SAR. With a single management structure across all these offices, KPMG China can deploy
experienced professionals efficiently and rapidly, wherever our client is located.
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