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Message from the Editors %% ¢93%

Welcome to the eighth issue of
Hong Kong Edge!

In this edition, we are delighted to feature our interview with Mr Rex Shum,
Co-founder and Chief analyst of Insight Robotics Limited. Mr Shum discusses
his entrepreneurial experience developing high-tech products in Hong Kong.

Our KPMG professionals continue to share their observations, insights and
knowledge in areas such as ‘Shanghai-Hong Kong Stock Connect’, Chinese
e-commerce, the deposit insurance system in China and tax development.

We hope these articles will be of interest to you and that you find this issue
informative. We welcome any feedback or topic ideas for future issues.
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Mr Rex Sham (left)

(Co-founder/Chief Analyst of
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Interview with Mr Rex Sham

Kong, and the city’s seemingly deteriorating entrepreneurial

environment have long been lamented. However, while we
are so busy reminiscing about the past, we might overlook the
entrepreneurship that Hong Kong needs most. It is therefore no
small solace to know that young people are prepared to defy the
difficulties and challenges faced in the competitive high-tech .
industry to turn their technological expertise into commercially /\f}'é] %- ‘g?f :
viable products.

ARRIE
Mr Rex Sham founded Insight Robotics Limited (“Insight 702 7]‘

Robotics”) in 2009, which aims to develop solutions to (Insight Robotics Al 3 A & 4 BAF X H)
monitor and manage critical infrastructure and key resources, ) ’

including the Insight Computer Vision Wildfire Detection

T he perceived lack of creativity and technological talent in Hong

HIF Ll . I>iA b=

System (CVWDS). In just a few years, this small start-up -

grew from a team of only three to an enterprise that has —— ———
won awards in Hong Kong, China and Asia Pacific. Their

solution, CVWDS, now monitors over 2,500 sq. km of R

forest in China, and will expand to cover 10,000 sg. km
within the year. In this issue of Hong Kong Edge, we
are delighted to feature an interview with Mr Sham,
where he discusses his entrepreneurial experience
developing high-tech products in Hong Kong.

‘ﬁ. S5 HHK—EAERESAE,
X wparms, HlEsRnsie
T. LR EAR, AMASEAEER
Bz TR ZAERGHARMKENE
BB @R EE R, A A —
SIS AT AR B, M A e B
o AT R AR, A s A 0 B
B, RAEBHARFENE — B &
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B IR S A 20094 A AR Ik B ALK IVI r Sham is the co-founder and chief analyst of Insight Robotics. A
Mes>3] ( [lnsight Robotics| ) , WAE graduate of the Chinese University of Hong Kong with a degree
Prfe B4 RBER LR AP in Computer Science, he founded www.hkrobot.net, Hong Kong

1%, MEAEFRARKREEZ Robotics Co. Ltd and EduTechnic Limited. In 2009, Mr Sham, Dr Albert
%o BREMAAILAMA, # Ko and Mr Kevin Chan co-founded Insight Robotics.

TRALAG > ) AT 5T BB B Insight Robotics received the 2014 HKICT Best Innovation Grand Award
BAE PE. EXE SMEER, and Best Innovation (Innovative Technology) Gold Award, the 2013 Make
HEA e R K B R4 B AT a Difference Venture Star Award, the 2011 Asia Pacific ICT Alliance Award,
E& Z F E2,500-F 7 A 26 ARk the 2011 Advanced Technology Product Award from Shenzhen, and the Hong
AR, FNAEMOEZAREKR Kong ICT Award 2011 Best Innovation and Research Award for Best Social
Z210,000F 7 A2, AH «F Responsibility.

5 Py SR n FeIR o Rnsight Robotics Bl AR BAT LR . 44474 K3t M
;12’4\ x /i\jj ES %_,ﬂﬁ él] 37, -:7 FERAEE, BEHELERT [ HFHEM AL www.hkrobot.netfe
ikﬂ"i;: ?—ﬁ%‘ﬂ?ﬁd ¥ Fo A F BAEARA TR 5) BA A2 F A TR 5] o 20099 A2 4 2 & K B Aok &
HHAHLE 5 0 20 # 2 £ 3 F) A #Lnsight Robotics

Insight Robotics % 2014 & # & 2 &8 AL 38 0 5 4E A 37 K 3¢ Fo A2 A #7
(FH A FT) 2%, 20138 RE A2 2. 201135 KF A AAF K3, 2011
EAFHAI AL — AFE R LM, LR2011 F B E R A ERAHE —

RAE A H R A R A AR A G AL
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KPMG--# % & Mr Rex Sham & 42 3 % % ---Sham &

KPMG: Hong Kong has always been a renowned financial
centre, but when it comes to the high-tech
industry, there is nothing much to boast about.
Most young people see it as their ultimate goal
to get a job in finance. Why have you chosen
differently and how did you turn your knowledge
into something with a tangible market value?

HFHREREMPCHER 2K RHAL, F
B TBAZ ERROBEE . RV A A
N e EABDE, R_RWMEUFED, #8
G &R B AHH TR E B2

Ever since | was a child, | have been fascinated
by robots. In my school days, | would join various
robotic competitions, and after | graduated from
university, | founded a website and a company
with some friends to promote robotics education
in Hong Kong. The business itself might not have
been very promising, but it became a valuable
asset for my future venture. | later did research
with Dr Albert Ko on a Robot Assisted Emergency
Search and Rescue System. It was on the basis
of this research programme that Insight Robotics
was founded. Unfortunately, we were hit head-
on by the global financial crisis in 2009 and the
research programme ran short of funds. Mr Kevin
Chan came to our rescue at that time, but for

the company to survive and grow, we had to find
a sustainable way to develop. We dug into our
research for something marketable, and after
careful consideration we chose to market our
wildfire detection technology.

5

Sham:

Wildfire prevention is a worldwide issue. On the
one hand, forests are the world's common key
resources so governments around the world are
trying their best to protect them. On the other
hand, wildfires are also a major source of carbon
emissions —according to NASA, about 30 percent
of global carbon emissions come from forest
fires. In view of the global initiative to reduce
carbon emissions and the positive developments
in the EU EmissionTrading Scheme, we believed
that wildfire prevention technology had great
commercial potential.

Ao BEMREREARA, R PRI L o AR A
. KERXBARERIMBAERNE, &
T EBMART, BARBRAF MK, &%
AHAGA RN THE R, AARERT FHKX

KPMG:

BB

Sham:

209 —IA W 5K E £ 500 B EARAST T
3|, Insight RoboticsiEZ £ BTH 69 bk 5
ARG RFFAAERER, 20095 2 Rk iR AR,
HRFABGANELLEHGE . REZSLEER
EAREENIR, HERMEBRTF—EHM. =2X$
HAEE TIHBEARL, BATFZREBEZE,
R, RMAARRIERD FHEA T ELBEGE
#i, LBF@mER, KM RLEZT AKRE X
Ao

AR KRS REWATZHHGME, —FH @,
ARAABRBROMEER, SRBUTHELSH
ik, B —F &, AHRKERETZGRHRA,
BEBR KT REFL, ARG 2RI Z
#30%. A BEAARRAGIEHE, W LB & HIEA
B RBRIAERLS, AR KL ARG X3 EE
B TR, B KEXHELAME THRYH £
1BAL.

Technological research and development (R&D)
may require several stages to achieve the desired
results. Could you share with us your early R&D
experience?

HEERABEALAETERBESEBE, RTEH
HA D FE S A 69 12D

In 2010, we launched our first wildfire detection
device and enlisted the help of the Guangdong
Academy of Forestry (GAF) to conduct tests. The
GAF gave us its full support, allowing us to use
810,000 sqg. metres of forest land in Hongshan,
Shaoguan to collect real-time forest fire data

in March 2011. Based on this raw data, we later
adjusted our artificial intelligence device. Our
excitement was, however, mixed with a tinge of
apprehension: what if we failed? Our partners
would have wasted their resources and we might
have lost our potential customers. We only had
five members in our core R&D team, but the five
of us managed to achieve a record 100 percent
success rate. The field test data indicated that

it only took one hour for a spark to spread a fire
across 810,000 sg. metres of forest!

In December 2011, we provided front-line
automatic fire detection support during the
Guangdong Province Forest Fire Drill, which
involved more than 600 firefighters. Once again,
our system detected all the sources of ignition,
sent the information to the front-line command
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KPMG:

EHR:

Sham:

centre, and firefighters across the country were
then marshalled effectively.

These tests were very important to us since we
were developing our system from scratch, and
we did not have any previous data to rely on.

Our partnership with the GAF gave us accurate
and real data on which our future R&D could be
based. We initially approached the GAF to see if
it was possible to conduct joint research, and we
gradually built up a partnership based on mutual
trust as we worked closer together. Thanks to
the valuable lessons we learnt from the GAF's
previous trials, we managed to avoid making the
same mistakes, hence shortening the R&D cycle.

20104, RMEETH —RKRARKGEZREE, i
KA THRRAEMREHNEHRAR ([HHKR)) 4
BATER . MARL T RME D LH, #l42011
£33 1 KA AR ] B 3B AL R R ATEAT R
BB, AR IROL K F LA RIR, B B
81 T ko BHBXLERTHADBZMAAL
AT RWBIIE. RMAWRAIFE, RN
HA A0 — B K K R RSB
F, mARGABLEELE AFHEAMNES, B
HRBRARK. FRHZCHEBRRRAAMEA, B4
RS, RMGGEEBRRA KR RIE
FHAAER, RERE BRI EEESE
T R KR E RN FSFI12H, &SR
TREEEEBOHRE G LHRKEBREY, 48
YN BABBCOOA, &M ALKF—RRD
BRIA KR, REABS LREWFHGIREFC,
AR BT B BRI B KRS R K

FRBXBFABEORAENER, BAKRMLT
WRMAE, MHABBETARALZ—AEE, ELH
Fo o VE A R A MM 3 AR RGOSR, B
AR BHENERERT A, RN ZAmEMBAR
FEC R LA 2 AP S E AT, S RAESEBRE
TR GTEIART AL, RMEMARA B LA
ERPTABRTHSLHAENER, TMEB LT TH
kB ER, mARHEETEFH.

When did Insight Robotics formally launch its first
product? How is the company doing now? Have
you encountered any difficulties?

Insight RoboticsfTh & K E XIfH & H? BRAENE
T B DA AT? A Rl A 74 18 B AEAT [ 32

In January 2012, we sold our first wildfire
detection system to the Qingyuan Municipal
Forestry Bureau to monitor the forests in

Bapianshan (A% .L) and Bijiashan (£%2.4)
Parks. It was our first commercially deployed
device, and a milestone in the development of
Insight Robotics. In May 2012, we conducted a
controlled test on the thermal imaging wildfire
detection technology under the supervision of
the GAF in Zhuhai. The experiment proved that
CVWDS could automatically detect a fire as
small as two sg. metres from a distance of five
kilometres.

However, the period after May 2012 was the
most difficult for Insight Robotics. Business stood
still as most of the forestry bureaus in China

were short of funds and that affected our sales.
Thanks to the start-up craze during 2012 and early
2013, however, angel investors became more
accessible. We met several of our angel investors
during business events — they were the ‘saviours'
who helped us weather the hard times.

When the Chinese Government launched the
Twelfth Five-Year Plan, the forest fire detection
business was back on track. We soon submitted
a proposal on the prevention of forest fires in
Guangdong province to the GAF, who then made
recommendations to the Guangdong Forestry
Administration after site visits and consultations
with experts. Finally, the National Development
and Reform Commission (NDRC) accepted

the proposal and granted RMB 550 million to
Guangdong province for purchasing forest fire
detection and monitoring equipment.

In late 2013, we were formally invited to bid

for contracts to supply forest fire prevention
equipment. We decided to partner with listed
companies as we were confident that our
products would meet the bid requirements
thanks to the preliminary work we had done with
the GAF and other potential clients. So far, we
have won contracts to supply 30 CVWDS devices
in Guangzhou, eight have been installed and
three will be installed in Jinan, and 10 in Guangxi.

201241 A &M TR ER B E T F —EHHK
KB 24, RMBIEAR LAERLREKN
B, i&ZInsight Robotics th 49 418 B T A %4
B, CRANGBRER EHE AR, FF
5A, RMERFEGERT, AREETTHK
Bpl A oh hORAR AT 0 BR F ORI, 45 RE AR
0B IE ARG TSN BN B2 F 5 K89 KB
E LR 09 AT R A IE X sl
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201245 A # ., Insight Robotics# A T — 18 B M. &+ B K& 5
MHERTAATL, AHRHNELHBERMY AL, BRAJEE
5. FHRMBAH THEK T HEM. 20125 Z2013F F 4L &
LA T —RRAVEH, MmN R REBRA L, RMAE
—RBREARBHETHPLERT Y REZAH

FE B M ARER, REEAREG KRATA, &AM
LEBRT —WMARREREG K ERTEBS KA.
HEEERAT M ANERTERL GO ERE L RS LR

®, EWEARTH, BRI TARESIEAM LK RAE

BN KRA BB R BN L4,

20134 45, RAE X2 EAEMRG KEZ MG ZAE, HARK
MAZBREZRZ O CERRA R T % #E LT E
BB BEEPRBEGERLKRE AT, HAK
P69 & S 13842 % KAR & BEHL, AL KA L LA 5 BT
Az, BARM T PIZEIIA R QFEFE N T306 KEB I
BARAL BT RENE I ENIE TR BIE
106 %,

How does CVWDS differ from other wildfire

detection systems on the market? What do you

think makes Insight Robotics the international

leader in this field?

AT ARKREEAGERFHTOERAMTR
[? %4t 3tlnsight Robotics #9 B 47 €3 %) B B

58 S K2

The earliest automatic wildfire detection
technology was developed overseas back in
2004.Then in 2008, China developed similar
technology. Most of our competitors are
still using the old technology for smoke
detection in their products, which has
the disadvantage of detecting only
large-scale fires and mistaking smog
and fog for fire. Insight Robotics'
proprietary thermal imaging wildfire
detection technology is one of the
world’s latest technologies in the

field of wildfire detection, thanks

to the innovative way it processes

big data. People may think

that big data is all about data

collection. But the fact is that

we have very little use for raw

data if we do not analyse

or interpret it. We have to

analyse and process the

data to distinguish fire

from misleading factors

such as smog and fog.

ANt &35 0 KRR ALAE
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X

We also make sure that our solution considers

as many scenarios as possible. For example,

fire may disrupt power supply and fibre-optic
transmission, therefore we use photovoltaic cells
GRAR K% AE4R), wind powered generators

(& g 5 #), low temperature gel cells (& {&.:%
#3582 & ) and digital microwave communication
systems (# 2% 1% #r 2 #5) in our design. We also
spent two years developing a proprietary offline
map to locate fires.

We keep our end users in mind when designing
our products, as the products are likely to

be operated by workers who are unfamiliar

with complex devices or who do not have the
necessary technical know-how. So we make sure
that they can start using our products with very
little training. Like | said, my previous experience
promoting robotics education proved to be very
useful, as the underlying technology developed
was targeted at teenagers. Now this attention to
userfriendliness has been extended to Insight
Robotics’ products, making it one of our greatest
selling points.

FT AR K S AR BT - A 2004 € 2 B b &
#, P B AE2008F A T A8 B BAkro A2 KA 69 S
HF X ARF A L —K G2 FR R B A4, BF
PR R RAZR KB AHRAG KK, mAAEAE
EHETH. FEFHEAL KK, mlnsight Robotics
35 09 4190 2O AR AR AR K R AR BT (thermal
imaging wildfire detection) 2R #AAFK KK B4k
HIAFHE AT 5] 09 Rk AT, &R H A RMAE REIK
JRBL AN 7 0 RAL, A AR A A REGR AT
KR, FELAALCEMBEISNGRAIEEIRE
RABFERTAER, AAEBSNREGA RAF
AARREBERMIIE. F. EFIHKBRY T8
¥ HE i AR K

RAVE kT EHEE R &, Bl A KK ER
o KB T R, BRAMKATARKG
et B 3 E M A A AR IR SRR T R AR
A, BRATRFFHEATEFRRB TS
KR RAL

KAV AT E S B L H 8 B RAFE B R BT
RRRALTEIA, MR- FEREF O
H, IAEM 2 rmH A, THABTRER
B REMEIME TR, B RIATHHR, &
MR KR ERART REM AT OEER, §8F
B AE 69K B HAT L R AT BEM BT 5 69 %

A A B, RFAMEHAGRME, bR 2 K
KRB ARG L, &A% TInsight Robotics & 89— X
{%%LO

KPMG: How would you describe the entrepreneurial
environment in Hong Kong? Is it difficult to raise
capital? What advice would you give to those
planning to start a business in Hong Kong?

ERHA RBAFBGRER M FARGAE? X
A ER KN FBA, RAMER?

Sham: Fortunately, Insight Robotics has not encountered
much difficulty with raising capital. One of the
reasons could be that we are different from most
start-ups in Hong Kong. We target a bigger global
market rather than the local or China market.
Most of the local start-ups only focus on resolving
local issues, which limits the market as well as
their incentive to expand. We look at bigger global
issues which motivate us to grow and attract
investors from around the world.

In addition, we seize every opportunity to
leverage the resources available — tangible

or intangible — to help the company grow, for
example, the GAF's assistance with providing
testing sites; the office space from Hong Kong
Science & Technology Parks; and grants from
the Innovation & Technology Fund. It is true that
we do not gain much financially from the awards,
but they give us quite a lot of intangible benefits.
For example, Insight Robotics was offered a
free booth, flights and hotel accommodation

to participate in overseas exhibitions under

the sponsorship of the Hong Kong Trade
Development Council (HKTDC). They were great
opportunities since we gained direct access to
local officials with the HKTDC's backing. These
are all opportunities that start-ups in Hong Kong
should not miss. | know some entrepreneurs
who have great ideas and products, but who do
not treasure these opportunities.

A Insight Robotics /& & £ & £ £ 4 A B K KA
¥, REAZ—THZRME LG FHBH AR
B, ZBMAHEFRIELERARAZARITE T, @
A F M AT N, A2 K353 A1 #69 Ri A
A EEMIENR G RGN, SHRART T35,
HAHERKGEH B RESHEME, N8 AR R L
HRABLR @AM AL T, BHTRFERE
FEM, ¥hHBREHEORIN .
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o, R BA BN BN, TR R 6 F R ARG AT AT A
A, Blde A A BRI R T MR8 A AR e B H AR HOE
Ao EF—RGZBMIPUFOH S RBARRELHE LM FAAHERRZ, 12
BWHERYERGH, bl 8 HBEREBINRE IR FENE, ALE
49 J& 5 #eds A Insight Robotics & 4%, HiE % KM LB R ZMEH. |
HERMEE HHEEH—REE, ABEREHRIUTE BERAE FRHR
D, BEARBIHNNERGETEER . RERAH TR LG T BAT R
B ke, RBR— LA L, NGB EESEKRAES,
THRAREN FFRELEEE.

Can you tell us about Insight Robotics’ latest project? What kind of
products or technologies do you have in the pipeline?

Insight Robotics B A1 A #TAF 43+ #2412 32 & e h AR 69 & 5 3,
Ay

We are currently working on Structural Health Monitoring
(SHM) which also applies big data. It aims to monitor building
settlement and surface subsidence. One of the projects we

are involved in is the subsidence monitoring of the Hebei
Plain. We use fibre-optic sensor technology to collect data
about groundwater-related subsidence. If the data shows
that there is excessive groundwater, it triggers alerts. As
Insight Robotics targets critical infrastructure, we do

not limit ourselves to any particular technology. It is our
mission to protect resources and minimise the loss
brought by disasters.

&AM B AT E AR AR A B A HAT (Structural Health
Monitoring) , &AL —38 K IE R 22 69 & R BT,
ITZANRREEFRBHLEERL, L+ —1@
AR RMAPRGXABILEEE, RMAEH AL
AR AT MR B S B T K BRI R R, B
AT AT I 48 F A M T K m T BB B TR
Fe3 8%, Insight Roboticsit By FR#4 B4
#y, W RERAE A RBRG MR,

A FERARBELRFTHL T,
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Ayesha Macpherson Lau and Alice Leung P4 RER

‘Shanghai-Hong Kong Stock

Connect’ set to go, with
uncertain tax implications

[V Aad | Bp BT
A RBEAFER

Chinese Premier Li Kegiang recently announced during the Boao Forum for Asia in Hainan that Shanghai-Hong Kong Stock

Connect (SHKSC), the mutual stock market access agreement between Shanghai and Hong Kong, should be operational
by October.

Mainland China and Hong Kong investors will be able to reciprocally trade stocks eligible for cross-border trading listed on either
of the stock exchanges through local securities companies or brokers. While implementation details are yet to be released,
investors may want to know about the likely tax implications.

AEHRAEE BTN ASRE FEEENREREA, TESHBIGE P BL AT 35048 & B 2 R
e, miiAg DRBE | 0RBRFTH D LM LAABM A ML AF10A E XBE

MIEEETREBERBEANIREBCLEAETACHREANGIH IR LETORE, AM@G HFE—FT X T nH,
TG H ORI BN EF,

A win-win pilot programme

Under SHKSC, trading can be northbound or southbound.
Through the northbound trading, Hong Kong and international
investors will be able to buy and sell over 560 Shanghai

listed stocks through Hong Kong brokers. These brokers will
route the transactions through the Hong Kong bourse to the
Shanghai Stock Exchange. Under this proposal, Hong Kong
investors will be able to trade up to RMB 300 billion worth of
A-shares subject to a maximum of RMB 13 billion per day. This
annual quota is a little more than half the combined Qualified
Foreign Institutional Investor (QFIl) and Renminbi Qualified
Foreign Institutional Investor (RQFII) quotas.

Similarly, the southbound trading will enable mainland
institutions and individuals to trade up to 266 Hong Kong
listed stocks. Trades will be lodged with mainland brokers
who will then place the orders with the Shanghai Stock
Exchange, which will in turn pass them on to the Hong Kong
Stock Exchange. The maximum total quota is RMB 250 billion
worth of Hong Kong stocks (limited to RMB 10.5 billion per
day), which is less than 50 percent of the cumulative Qualified
Domestic Institutional Investor (QDII) quota.

10
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SHKSC will be rolled out gradually, and no specific timeframe
has been decided for the quotas under the new trading
regime. It is unclear whether the quotas will be expanded
once used up, but the Secretary for Financial Services and
the Treasury of Hong Kong has warned market players not

to expect the quotas to be increased after they have been
determined.

From a tax perspective, the proposed scheme raises some
questions regarding taxation and the implementation of
double tax relief under the Hong Kong and China double tax
agreement. These will likely become more apparent the closer
we get to implementing SHKSC.

For Hong Kong, it is rather straightforward, as dividends and
capital gains are exempt from taxation under the current
system. On the other hand, tax implications in China are still
unclear.

The China Securities Regulatory Commission (CSRC) said
earlier that relevant taxes and surcharges incurred by Hong
Kong investors investing in the Shanghai Stock Exchange
shall be subject to similar treatment as QFIl until the Ministry
of Finance and State Administration of Taxation promulgate
further policies.

In the 11 years that the QFIl scheme and the more recent
RQFII regime have been operating, there have been practical
uncertainties regarding the China tax consequences of

such investments. Although one can reasonably assess the
tax consequences based on general tax principles, there
have been operational discrepancies for foreign investors

as the Chinese tax laws have neither rules governing the
administration of QFIIs/RQFlls in regard to gains realised

on the disposal of investments, nor specific exemptions for
QFIIs/RQFlls from China taxation.

While the Chinese tax authorities are thought to be working
on the detailed implementation rules for the collection of
taxes on gains made by QFlls from trading A-shares, these
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have not materialised and tax positions regarding both
payment and collection remain uncertain. It is hoped that
the release of such implementation rules will clarify some
important tax questions relating to QFII/RQFII, which are
also relevant to the newly proposed investment regime, for
example:

* Will Hong Kong and foreign-based investors be subject
to withholding tax (WHT) of 10 percent on A-share
investments in China as regards capital gains and
dividends; and if so, will tax treaty relief be available under
the Hong Kong and China double tax agreement?

e |f treaty exemption is available, what should a taxpayer do
to claim WHT benefits and what are the conditions for
such a claim?

* \Who will be liable for the collection and payment of WHT?
How will capital gains be calculated — on a trade by trade
basis or on a pooling basis? What trade-related expenses
can be deducted from the gains (stamp duties, etc.)? What
about the carrying forward or back of trading losses?

Even though some of these questions may not apply to
SHKSC, they should nevertheless be addressed and clarified
by the Chinese tax authorities, particularly with regard to the
more important issues surrounding capital gains, WHT and
treaty benefits. Only when the Chinese authorities finalise the
tax treatment of QFII/RQFII will the taxation of investments,
particularly that of northbound trading, be clarified.

The Chinese version of this article was published in the 'Hong
Kong Economic Journal’ on 14 May 2014.
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Ayesha Lau is KPMG's partner in charge of Tax services in
Hong Kong. She has extensive experience advising clients in
various industries on the local and regional tax implications

of international group transactions and structures. Ayesha is
aregular 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 was the chairperson of the HKICPAs Taxation Faculty
Executive Committee and its former Taxation Committee.
She is currently a member of the Joint Liaison Committee on
Taxation. Ayesha is also passionate about community service
and has been appointed by the Hong Kong SAR Government
as a member of various advisory bodies, and was elected as a
member of the 2011 Election Committee for the Accountancy
subsector. Ayesha was appointed as a Justice of the Peace on
1 July 2013.

Alice Leung is a partner in KPMG's Corporate Tax practice.
She joined KPMG in 1995 and has more than 17 years of
experience advising multinational and local clients on tax
compliance and advisory matters. Alice has been involved

in various international tax planning projects, merger and
acquisition transactions, and due diligence exercises. She
has also assisted clients in resolving disputes with the tax
authorities and dealing with matters arising from Hong Kong
tax audit and investigation cases.
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Trending In

Chinese e-commerce
b B 48 4508 4 48 B

both business-to-consumer (B2C) and consumer-to-consumer (C2C)

channels. With the proportion of purchases made from handheld
devices increasing, and the huge netizen population displaying diverse
consumer behaviours, it has become necessary for brands and retailers
to integrate e-commerce when creating strategies for the China market.

China continues to see rapid growth in its e-commerce market for

Arecent KPMG survey of 10,200 luxury product consumers found
greater confidence in online channels across all age groups, and
higher transaction amounts when paying online. It also noted a shift
in payment methods from cash on delivery to online transactions.
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To capture the many opportunities that online shopping
brings, retailers must inspire consumers' confidence in their
products and services. The greatest hurdles to e-commerce
have been aftersales service and product authentication;
how to guarantee the quality of luxury goods bought online is
also an issue. Seventy-eight percent of survey respondents
expressed their concerns about the authenticity of products
bought online. In addition, 48 percent of the respondents
were concerned that the goods they received might not
match what they saw on the website. To tackle this, more B2C
channels are putting in place stronger vetting procedures and
checks.

Still, these consumer concerns are affecting luxury brands in
the sense that they have not capitalised on the explosion in
e-commerce in China to the same extent as other retailers.
Luxury brands have traditionally been hesitant to embrace
online marketing strategies because a big part of the
experience is going into a brick-and-mortar store to learn
about a brand and its heritage. Consumers do not get the full
shopping experience online, so it seems counterintuitive for
luxury brands to create online marketing strategies. For these
reasons, relatively few top-end brands have established an
online presence.

Yet, this is changing and more luxury brands now use the
internet for international marketing purposes, targeting the
increasing number of travelling Chinese consumers. This

rise could be seen in the 2012 KPMG survey of middle-class
Chinese consumers in which 71 percent of respondents
reported that they had travelled overseas, compared to 53
percent in 2008. An increasing number of consumers in China
have been using virtual private networks (VPN) to buy directly
from the brands themselves or from third-party websites.
Responding to this surge in traffic, some luxury retailers

are offering Chinese language options on their domestic
websites.
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Social media marketing

Easily accessible and userfriendly, social media platforms
enjoy great popularity in China. They enable real-time
interaction and offer all sorts of innovative functionality. Many
consumers turn to celebrities, influential bloggers and their
online communities for shopping guidance; they are very
active online, posting product reviews and providing feedback
almost instantly.

These activities have added to the dynamics and uniqueness
of Chinese social media, which has a very powerful influence
on consumers and enterprises alike.

Brands therefore need to be able to fully integrate social
media into their overall strategy in China. Social media
platforms in China were initially modelled on their successful
overseas counterparts in terms of both features and
functionality. However, many of them have since developed
their own styles, adding innovative features to attract more
users to their communities. There will still be more space
for social media platforms to grow and innovate in China, as
its already huge user base continues to expand and the cost
of mobile technology further decreases. Some retailers are
developing more complex social media strategies, while
media platforms have added payment functions to enable
users to make online purchases.

Bloggers as opinion leaders

Having noticed the powerful influence social media has on
individual buying decisions, some brands are stepping up
their social media campaigns. Some companies even seek
endorsements from influential bloggers such as celebrities,
industry experts and opinion leaders to share product
information and their personal shopping experience.

A shift from purchasing on PCs and tablets to smartphones
is another trend highlighted by our survey, which also found
an increased demand for better online customer experience
and services (including personalised customer care and
aftersales service). The future of e-commerce in China is
linked to technological development and the take-up by
consumers, particularly the way they research and purchase
products online. At present, online shopping in China is still
mostly promotional and discount-driven, meaning that there is
huge potential for retailers as the market transitions towards
full-price e-commerce. Online marketing is now essential
for brand positioning as consumers spend more and more
time online. Retailers must therefore also understand the
challenges and risks related to e-commerce, and ensure that
they are continually monitored and properly handled.

The Chinese version of this article was published in the ‘Hong
Kong Economic Journal”on 15 April 2074.
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Belinda Kwee is a partner specialising in the luxury retail
consumer market and has more than 10 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. She is also familiar with international
reporting requirements in both a lead office capacity as

well as in a subsidiary reporting role.

Roy Leung is a partner specialising in providing audit
and assurance services to clients in the consumer and
industrial markets, including those in the healthcare,
energy, manufacturing, retail, logistics and transportation
sectors. Roy is also experienced in advising companies
on their IPO process. Included in his pipeline are overseas
companies seeking listings in Hong Kong, including
companies with major operations in Russia and South
Africa.
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Deposit insurance system in sight in China

James Chen and RitaWong PR A

China’s deposit insurance system
expected in the year ahead

TR AXKREHETE—FNE S

ith China’s banking sector opening up amidst
Wprivate bank trial operations and the liberalisation

of interest rates and exchange rates, introducing a
deposit insurance system has become crucial to the sector’s
continued growth. The market expects that China will put in
place a deposit insurance system in the coming year, or at
least enact deposit insurance regulations. Chinese depositors
will then be compensated in the event of a bank failure.

In the absence of a deposit insurance system, the state
implicitly assumes responsibility as the banks’ guarantor.
This in turn undermines the regulatory forces on commercial
banks, letting them engage in risky speculation in pursuit

of high profits. Under a deposit insurance system, banks

are required to contribute to a system-specific fund which
indemnifies depositors when banks fail.
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The biggest advantage of a deposit insurance system is

its ability to mitigate financial risks and protect depositors’
interests. In particular, banks have come to realise that they
are no longer 'too big to fail’ after the implementation of the
new Basel Capital Accord in the wake of the global financial
crisis. As a de facto safety net for depositors, the system can
help financial institutions improve their risk management
mechanisms, which holds them accountable for their own
operations and financial performance instead of relying on
the government to bail them out if they fail. The system can
also facilitate the liberalisation of interest rates and exchange
rates, as well as the establishment and development of
financial market entry and exit (bankruptcy) mechanisms.

While a deposit insurance system can protect depositors,
maintain banks’ credibility and stabilise the financial market,
it may also generate problems. For example, depositors,
thinking that they are now protected, may be less careful
when making decisions as the higher interest rates obscure
the operational risks and protection clauses of the banks.
Moreover, lower profit, as a result of rising costs, may force
some banks to make more risky investments.

Chinese depositors may at first be sceptical about the
deposit insurance system, as they have always expected
governments to tide them over during a bank failure.
Nevertheless, we believe depositors will gradually realise

and accept that the system is designed to protect them.
Regulators are most concerned about the issue of depositors'
adverse selection. Chinese depositors are very sensitive to
interest rates, but are often insufficiently aware of risks. To
better protect depositors, regulators should therefore impose
more stringent requirements for banks' risk ratings.

China began deliberating the idea of depositor protection as
early as 1993, and in 2007, proposed the establishment of a
deposit insurance system. This led to several questions. For
instance, which Chinese Government department should take
the lead? Which party/parties should fund the system? How
should their contributions be made? How should respective

B0 E B S ( CEHAER)
Ao "cutting through complexity” 34 & #3 & st B B 69 3

v B AR AR R

i

Bl NAF AR H) A R RIF R AT LR B a A%, 4
BHEEMAGZ, LARZBRITRALREEKZBELETERA
EAWMT, BATCEEHINCMAELE [ KKm A ses ]
IARKMBEER LAGPRET —BL2M. R, &
ARG AL BME AR R EAS, FRITAESE
HIEMIALEE. AARE, THERBIFETH
BB A Yo, sboh, W EA B ARE A R T E R T
1, AR LT HENFREME (REHKF) R F
B

HARAGHREH EREINRREAEA R, GHHEBTEAR
BRABKTORR, ERHTREGS R — L8, i
BETRARBATREE S0 EEMRT, LERAEHET
B BAZ P, RA AT FEAR B AR AT 09 28 R RAR
ek mtE Bk £o A, RALEASEHANB TR, &€
AR ARAT AT B KA R I R E E B

y A P —E AN BUR & R AT 8 B A SR h F R, AT
AR AT B R HF TR E R AP EAES.
W, MEeMKeRRAG REL, AMFBELATRHE
HEMAEMR LN HABRERMER S, I RMZ MK
R A P GHEAFN MM b B 69 % T AR A AR AR,
2R %8 TR L B RE, BE MR R HARAT RS
SR B3 A ERAZIFHREF P o

PHFEIINGFRCTLERNRRERFTAENMES, A E
20074 A i £ XM ERETHFZEBHE. AEEX
TEMEETRSZEMAE, Pl & B R BT8P
Z3A? WA/ LB R E? BEGF XT? efT8 12
HMEL? CFPEATRIERE (Flin <G FIEBRME
By ) MMM E, BREEMAFTHLE LR, AMERE
B A2008F 09 BB EHN B ER TE T,

AT ERERITH L IAFNIRE, W REFRNAETHAE
BENE, MG LEDBEME A XBRAT. BhH
B ERAT ABIRT B ERATF R F TR AR, A
B REGREAN RN ERAE TR EHALE XA
B wAEAIRE, 75%0 F AR A ZRIN, £
BAREFERT, ARARHAEGHEDL, HARERBERR,
XAHTEER. BRAGXKRGBHELARXEZEERGRS
R BRAT BOM A AR A1 69




Hong Kong Edge_June 2014

Deposit insurance system in sight in China

funds be managed? It also involves the enactment of
legislation for deposit insurance in China (e.g. the Regulations
of Deposit Insurance). Adding delays to this complicated and
time-consuming process was the global financial crisis in
2008.

If several private banks open next year after the roll-out of

the private bank pre-operation initiatives in China, they will
have to compete face-to-face with large state-owned banks,
joint stock commercial banks and city commercial banks to
attract deposits and ensure that they can absorb sufficient
deposits to sustain their credit business. As China cannot now
scrap the requirement of the 75 percent loan-to-deposit ratio
under the prevailing law, there is a pressing need for Chinese
regulators to launch a deposit insurance system to enhance
private banks’ capability in deposit absorption.

At the end of 2013, the governor of the People’s Bank of
China, Zhou Xiaochuan, clearly stated in a speech that the
deposit insurance system should perform the functions

of review, investigation and risk handling. It is therefore
envisaged that the deposit insurance agency will be a ‘non-
corporate special agency’ managed by the government, and
will have the necessary power to perform certain functions.

Although specific deposit insurance regulations or systems
are yet to be implemented, the information available shows
that Chinese Government leaders have reached a consensus
on the basic framework of the deposit insurance system.

This will cover all deposit-taking financial institutions, set
compensation limits and risk-based differential rates, and
establish a preliminary fund to perform necessary basic
functions such as information gathering and verification, early
investigation, and risk handling. While compensation will be
capped, the vast majority of depositors and at least 90 percent
(or even as much as 99 percent) of their deposits will be
covered. The market generally predicts that the compensation
ceiling will be set at RMB 500,000.

As the two major hurdles to the proposed system

roll-out — consensus on system design and alignment of
interests among departments under the State Council — have
largely been removed, our optimistic estimate is that China
will launch a deposit insurance system by next year or that it
will at least consider and approve the enactment of legislation
for deposit insurance, as long as there is no financial crisis or
similar major event.

The Chinese version of this article was published in the 'Hong
Kong Economic Journal” on 28 May 2014.
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James Chen is a partner at KPMG Huazhen (SGP) in
Shanghai in the Financial Services sector. He has almost
20 years' experience providing audit and advisory services
to financial institutions. His major clients include a number
of regional and global financial services groups in the PRC,
state-owned PRC banks and city commercial banks, PRC
or joint venture securities companies, and local or wholly
foreign-owned enterprise insurance companies. James
also has extensive practical experience and advanced
global insights in the area of financial risk management.
He has advised many foreign banks which have applied for
incorporation in China including helping with advisory on
internal control, accounting and regulatory issues to cover
banks' credit, market, operational and liquidity risk. James
is currently helping several private companies set up
private banks in mainland China.

RitaWong is a partner in the Financial Services industry.
Her clients are mainly commercial banks in mainland China
and Hong Kong. She has extensive experience working on
the restructuring and listing of mainland banks, financial
due diligence in mergers and acquisitions and compliance
and internal control reviews for banks. She recently led

the anti-money laundering control review for some banks
in Hong Kong and has been actively advising banks on the
implementation of the new IFRS 9.
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Karmen Yeung and Christopher Xing B & TRRRK

Preferential CIT rate of 15%

for Qianhai, Hengqin and Pingtan
R A e BRIGEAR 5 B AR TR
15% 4> 3 T AT A0 AR R BURE L

the Ministry of Finance and the State Administration of Taxation on the Preferential Corporate Income Tax (CIT) Policy

and Catalogues for Hengqgin New Area of Guangdong Province (Henggin), Pingtan Comprehensive Experimental Area
of Fujian Province (Pingtan) and Qianhai Shenzhen-Hong Kong Modern Service Industry Cooperation Zone (Qianhai) (together
referred to as “the three zones”) under Caishui [2014] No. 26 (“Circular 26"), which officially allows qualified companies in the
three zones to enjoy a reduced CIT rate of 15 percent. This is a welcome development for companies contemplating investing
and setting up in the three zones, which have become more attractive thanks to the preferential CIT policy.

At the end of March 2014, the Ministry of Finance and the State Administration of Taxation jointly released the Notice of

Prior to the policy launch, the State Council agreed to the overall development plan for the three zones and proposed

CIT incentive treatment in 2009, 2010 and 2011 respectively. The Investment Industries Catalogues/Permitted Industries
Catalogues for the three zones were also introduced on separate occasions in 2013, but the specific CIT policy was not finalised
until the recent publication of Circular 26.

BRI R R AR TR R R KBRS X — R RR AN B A, HAFEA

B 347 B AR A 49 4 kAR R A &0 2014983 R, BB AR B AR AL B A B4R T REAR(20141263%
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FBARE R8sy (263 ) , EXIRAFSMEA 09 Z b 3 T8 15% 09 40 F RO A £ PT R R, BHKES
FIA20004, 20104 R201T £ MK ABHEHE (B E)  FITHEBRARMBESEE (T8) ARBEFRELT
RE (FH) MREREABLREENAGGHEETELUIFROEE. o) 3 £HEI S A4/ B A B L2013
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CIT incentives

Currently, mainland enterprises are subject to a statutory CIT
rate of 25 percent, except for those qualified enterprises, such
as high- and new-technology enterprises (HNTEs), industries
encouraged under China’s Western Development Programme
and others, which are entitled to a reduced CIT rate of 15
percent. Under Circular 26, the same 15 percent preferential
CIT rate now also applies to qualified companies incorporated
in the three zones from 1 January 2014 until 31 December
2020. These tax incentives make the three zones even more
attractive to prospective investors.

In addition, policies relating to cross-border renminbi loans }

in Qianhai were rolled out before the issuance of Circular 5 . St

26. Besides the tax incentive entitlements, companies _‘ ’«/;’ .
established in Qianhai may also use cross-border loans - N A . ™
to finance their business development at a lower cost. > e

o

22
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To qualify for preferential CIT treatment under Circular 26,
enterprises must be incorporated in the three zones, and their
main business should fall within the respective Preferential
CIT Catalogues and account for more than 70 percent of the
total corporate revenue. While markets generally expect the
industries covered by the Permitted Industries Catalogues to
be eligible for the CIT incentives, the approved Preferential
CIT Catalogues for the three zones have a narrower scope

in varying degrees, compared to the Permitted Industries
Catalogues.

Take Qianhai for example. The Permitted Industries Catalogue
covers 112 industry sectors under six categories, namely
financial services, modern logistics services, information
services, technology services, professional services and
public services. The Preferential CIT Catalogue covers only

21 industry sectors under four categories, namely modern
logistics services, information services, technology services
and cultural innovation. This is also true with respect to the
Preferential CIT Catalogues for Henggin and Pingtan.

We compared the Preferential CIT Catalogues with the
Investment Industries Catalogues/Permitted Industries
Catalogues and noted that the Preferential CIT Catalogues

for Hengqgin and Pingtan focus on industries such as HNTEs,
medicine and health, and ecological and environmental
protection, while that of Qianhai focuses on modern logistics,
information and technology services, as well as cultural
innovation. However, the Preferential CIT Catalogues for all
three zones have a narrower scope than expected, and do

not incorporate the financial services sector. Despite being
accorded priority for development in Qianhai and Henggqin, the
financial services sector has not been included in the finalised
Preferential CIT Catalogues. Consequently, we believe

that this exclusion will make the three zones less attractive

to investors from the high value-added financial services
industry.
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Tax development

Investors’ feedback

Disappointed by the narrower than expected scope specific to
the Preferential CIT Catalogues, many companies have been
left with the impression that they have been denied the CIT
concessions. Nonetheless, we observed that numerous Hong
Kong-based companies have incorporated a large number

of high value-added elements in their conventional business
to compete with market peers and meet customer needs
amid ongoing business upgrades and transformation. These
additions will most likely allow the businesses to be targeted
by the three zones.

We have also noticed that a lot of Hong Kong-based
companies which are very interested in the three zones
offering the tax incentives are eager to learn more about this
policy development. However, as the latest released CIT
preferential policy regime has not gone into enough detail,
prospective investors without much knowledge of the policy
may have misgivings. By issuing further guidelines for the CIT
preferential policy, the respective governments of the three
zones can help investors better understand the policy and
make investment decisions.

The Chinese version of this article was published in the ‘Hong
Kong Economic Journal’ on 12 June 2014.
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KarmenYeung is a PRCTax partner with over 15 years'
experience providing PRC tax advisory services. She has
advised Hong Kong-based companies and multinational
corporations on their investment structure in China and
has helped them establish tax efficient supply chain
models. In particular, she has advised companies about
setting up their supply chain models in China including
sourcing, manufacturing, distribution and retailing from the
perspective of corporate income tax, transfer pricing, value
added tax and customs duty.

Christopher Xing is aTax partner at KPMG China. He

has assisted a number of international and PRC domestic
clients with transaction structuring and devising tax
effective solutions for implementing PRC business
operations and arrangements, including profit repatriation
and investment exit strategies. Christopher has extensive
experience advising on M&A transactions and has led
many tax due diligence projects involving the acquisition
of Chinese companies in various sectors, including real
estate, consumer markets and media. Christopher is also a
regular speaker and writer on tax matters.
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KPMG Executive Briefing on ‘Chinese Luxury Consumers
Go Digital’

he KPMG Executive Briefing on ‘Chinese Luxury Consumers Go Digital’ was held on 10 June 2014. In the briefing, key
findings from our recent survey, 'China’s Connected Consumers’, which analyses the online spending patterns of 10,200
luxury consumers in China, was presented. We also invited a number of senior executives from luxury brands to join our
discussion panel to talk about where they think the market is going in 2014.
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CFO Forum

he opportunities in China’s Luxury e-commerce market, the global outlook, the future of MNCs in China, insights from
our CFO survey, and regulatory, tax and financial reporting updates were some of the topics discussed at our recent
CFO Forum held on 11 June 2014. Yet again, the event had an overwhelming response, with over 100 people in
attendance.
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Independent Non-Executive Directors Forum

n 16 June 2014, we held another successful Independent Non-Executive Directors (INED) Forum with over 150
attendees. The speakers provided an update on financial reporting, tax, regulatory changes and directors’ liability.
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ACCA Hong Kong Annual Conference
ACCAF# & BFA =8

PMG China sponsored the ACCA Hong Kong Annual Conference, ‘Future of the Accounting Profession’, which
took place on 10 May 2014. It was the first in ACCA Asia Pacific's Futures Conferences series which will also take
place in Beijing, Guangzhou, Kuala Lumpur, Shanghai and Singapore.

The conference provided invaluable insights into some of the key global trends affecting the accounting and
finance profession, the changing expectations of accounting and finance professionals from supporting the business
to more strategic finance business partnering, the impact of technology and the digitalisation of business on the
profession, and the evolving career paths for young professionals. KPMG partner Alice Yip (Committee Member of
ACCA Hong Kong) was one of the masters of ceremonies for the event. Roy Leung, another KPMG partner, was
also invited to be one of the panel speakers and he shared his views on future-proofing business and the role of the
finance profession.
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About KPMG

KPMG is a global network of professional firms providing Audit, Tax and Advisory services. \We operate
in 155 countries and have more than155,000 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 back 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 Chinese member firm’s appointment by some of China’s most prestigious
companies.

Today, KPMG China has around 9,000 professionals working in 16 offices: Beijing, Chengdu,
Chonggqing, 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.
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Altl
and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accu
such information without appropriate professional advice after a thorough examination of the particular situation.
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