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Welcome to the 10 issue of
Hong Kong Edge!

Interview with Chairman of the FHKI,

In this edition, we are happy to feature an interview with three Mr Stanley Lau, and FHKI Deputy Chairmen,
members of the Federation of Hong Kong Industries (FHKI) — Chairman, Mr Jimmy Kwok and Mr Eric Yim

Mr Stanley Lau, and Deputy Chairmen, Mr Jimmy Kwok and Mr Eric JCE T S-S 1| égiﬁg a) & sE b

Yim. We get the chance to learn more about their roles at the FHKI B EENRBEELEFBIELL

p.-4

and their individual accomplishments, as well as their thoughts on the
outlook for Hong Kong'’s industrial development and how the FHKI
hopes to help organisations adapt to the evolving industrial sector.

Our KPMG professionals continue to share their observations, insights
and knowledge in areas such as the automatic exchange of information
for tax purposes, Shanghai-Hong Kong Stock Connect, fraud data
analytics, consumer business and customer loyalty programmes.

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.
Hong Kong supports new standard for
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. maintain international reputation and
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Fraud data analytics
- capturing fraud
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and proactively
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Interview with Chairman of the FHKI,
Mr Stanley Lau, and FHKI Deputy Chairmen,
Mr Jimmy Kwok and Mr EricYim

(From left) Mr EricYim, Mr Stanley Lau, Mr Daniel Cheng and Mr Jimmy Kwok
(£4) BREWNLLE, BIERAL. BIILERSFIRELL

In contrast, industrial development in Hong Kong has experienced a circuitous journey from its

initial stages to its golden age in the 1970s-80s. As the city's economy continues to shift towards
the service industry, which offers higher added value, industrial manufacturing has lost its former glory and
is heading towards an uncertain future. Faced with an unstable economic landscape and an increasingly
difficult business environment, how will Hong Kong's industrialists, who have been inspired by the Lion Rock
Spirit, meet these challenges and start new chapters for Hong Kong's industrial development?

H ong Kong is a renowned financial and commercial centre in Asia, with a robust and dynamic economy.

In this issue of Hong Kong Edge, we feature interviews with Mr Stanley Lau, Chairman of the Federation of
Hong Kong Industries (FHKI), and FHKI Deputy Chairmen, Mr Eric Yim and Mr Jimmy Kwok, who share their
experience of working at the FHKI and their expectations for industrial development in Hong Kong.
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Interview with Chairman of the FHKI, Mr Stanley Lau,
and FHKI Deputy Chairmen, Mr Jimmy Kwok and Mr Eric Yim

KPMG: Please tell us about your roles and
responsibilities at the FHKI.

Mr Lau: When | was elected chairman of the FHKI in

2013, | started overseeing the FHKI's operations.

My role as chairman is a bit different from when
| was deputy chairman. As deputy chairman, |
mainly focused on changes in the business
environment and government policies in the
Pearl River Delta. | also spent a lot of time
conveying FHKI members’ opinions and needs
to the government, as well as communicating
the industrial sector’s concerns to the Labour
Department.

After | was elected chairman, | continued to be
concerned about the various difficulties faced
by manufacturers in the Pearl River Delta, and
have frequently conveyed members’ opinions
to the provincial and municipal governments

in Guangdong. In addition, | have been given

a wider range of responsibilities, including
sharing the industrial sector’s opinions with the
Hong Kong Government in response to newly
introduced government policies, especially
those which have a direct impact on the
industry such as political reform, environmental
protection, competition law and labour policy.

Mr | was re-elected as deputy chairman of the

Kwok:  FHKI and chairman of Group 1 (Chemicals,
Pharmaceuticals and Non-Metallic Mineral
Products). My job mainly focuses on corporate
training and policy development, as well as on
policy changes in the mainland. In recent years,
the Chinese Government has been pushing for
policy reforms on many fronts, and enterprises
in Hong Kong need to fully understand and

MrYim:

meet the changing policies in the mainland

by upgrading and transforming their business
in order to deliver long-term benefits. We are
pleased to see that the mainland government
is willing to listen to the views and needs of
the various chambers of commerce in Hong
Kong, and therefore the FHKI will provide more
feedback to the central government from our
members and local enterprises.

In addition, | am also in charge of the Young
Executive Council (YEC) and the FHKI's
corporate social responsibility (CSR) initiatives.

| currently serve as deputy chairman of the FHKI
and chairman of Group 10 (Wood Products and
Furniture, Fixtures and Interior Decorations).

As | was trained in architectural design, | am
interested in whether companies can embrace
innovative ideas through the ‘design thinking’
process, which is a long-term undertaking.
Although the Hong Kong Government has been
advocating ‘upgrading and transformation’, the
industrial sector has not yet developed a clear
understanding of what this means to them. In
fact, ‘upgrading and transformation’ is all about
change, i.e. enterprises should constantly try to
implement change, even after repeated failures.
Business decision-makers need to have this
mentality, especially the new generation of
entrepreneurs.

In addition, | am also in charge of the Design
Council of Hong Kong, which promotes
cooperation between design and the industrial
sector, aims to enhance the value of industrial
products, and helps boost enterprises’
competitiveness in the market.




Hong Kong Edge_December 2014

Interview with Chairman of the FHKI, Mr Stanley Lau,
and FHKI Deputy Chairmen, Mr Jimmy Kwok and Mr Eric Yim

KPMG:

Mr Lau:

MrYim:

In recent years, Hong Kong’s business
environment has constantly been changing,
and there have been many economic
uncertainties and concerns. Faced with this
situation, what does the FHKI plan to do

in the future to help members and small
and medium enterprises (SMEs) overcome
challenges and implement ‘transformation
and upgrade’ initiatives?

The business community in Hong Kong is
indeed being faced with a wide range of
challenges, including declining competitiveness,
the shrinking export market in the Pearl River
Delta, tighter Chinese policy, a shortage of
labour, rising production costs and increased
competition. To help members and SMEs in
Hong Kong meet these challenges, we will focus
on the following areas in the future:

KPMG:

First of all, we will “alert’ our members and
SMEs about the government policies before
they are introduced, with the aim of helping
them stay up to date and be better prepared. In
many cases, most members focus only on their
business without understanding the outside
world. As a result, no matter how hard they try,
they are not able to gain an advantage and end
up losing their head start. The FHKI hopes to
assist its members and SMEs so that they can
win market share through advance planning and
get ahead.

The FHKI also hopes to help SMEs increase
their brand value, expedite ‘transformation

and upgrading’, and boost their sales in the
mainland. For example, we have organised many
exhibitions in the mainland to help our members
promote their brands; we have also held regular
seminars where online marketing experts
provided training to our members to help them
develop a better understanding of online sales.
Allin all, we hope to do our best to provide
effective assistance to our members.

People today have different interpretations of
what the industrial sector encompasses. In
addition to traditional manufacturing, many
innovative companies are engaged in other
emerging industries such as multimedia design
or software development. Therefore, we are
considering adding some new groups to the
FHKI including design, creative industries and
automation equipment, in a bid to support the
development of various industries in Hong Kong.

In addition, the FHKI encourages its members
to participate in the "Hong Kong Q-Mark
Scheme’. This has been designed to promote

Mr Lau:

MrYim:

industrial development by enhancing product
and service quality, helping enterprises improve
their management systems, and aligning Hong
Kong's products, services and environmental
management with international standards. Today,
people are aware that quality is important, but
they still need to be made aware that product
design and innovation are vital too. Therefore,
the FHKI launched the Hong Kong Design Mark
Scheme (D-Mark or Design Mark) in 2014 which
aims to recognise well-designed products, raise
enterprises’ awareness of design thinking, and
help them understand how design innovation
can create added value for products, services
and business processes.

The definition of ‘industrial sector’ is broad
and constantly changing. How would you
define ‘industrial sector’ and how will it
evolve in the future?

While some may predict lacklustre prospects
for industrial development in Hong Kong, |
believe that as long as people need everyday
products, the industrial sector will continue

to exist and remain valuable. However, if
industrial enterprises do not aggressively
seek to transform and upgrade themselves

or change their production models, they will
inevitably become obsolete. There are flaws in
Hong Kong's industrial policy such as shortages
of industrial land and labour, as well as young
people’s lack of interest in the industrial sector.
Consequently, industrial development in Hong
Kong is at a disadvantage, and the production
model must change by developing online
marketing and improving product design and
automation.

The 'industrial sector’ has a broad definition,

but many people equate it with manufacturing
only. At this stage, however, many companies
have been put on the defensive when it

comes to their production processes. Still, the
industrial sector will never die out completely.
Although Hong Kong does not carry out much
manufacturing, the entire industry chain covers
a wide range of industries such as design,
research and development (R&D), logistics,

and marketing — manufacturing is just part of
the chain. Firstly, we must fully understand

the industry we are operating in. Industrialists
should set a 3-b-year short-term objective and a
20-25-year long-term vision, and consider how to
achieve each goal. In my opinion, the top priority
is to introduce design thinking to both business
development and corporate management.
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KPMG: As aresult of the evolving industrial sector, a
number of new groups were formed under
the FHKI. What adjustments do you think
enterprises should make to their information
technology (IT), enterprise resource
planning (ERP), customer relationship
management (CRM) and human resources
(HR) management in response to such an
environment? Does the FHKI have a plan to
encourage its members to develop through
e-commerce or online marketing?

Mr
Kwok:

| think the value of ERP is that it can help reduce
the margin of error and can result in the use of
less labour. For this reason, ERP is necessary for
manufacturers’ future development. However,
the need for close integration of ERP systems
and automation, and the higher costs of using
ERP mean that ERP developers should reduce
the costs of using their systems so that more
SMEs can adopt the system and benefit from

it. In addition, professionals need to provide
training to users who adopt ERP systems so
that enterprises can achieve their ultimate goal
of "transformation and upgrading’. The FHKI
hopes to find an ERP service provider for its
members which will provide low-cost services
to SMEs.

In terms of e-commerce and online marketing,
the FHKI is focusing on two key areas. The first
is to establish a long-term partnership with

the Hong Kong Science and Technology Parks
Corporation (HKSTP) by organising a variety of
events where partners from the HKSTP will be
invited to share their insights and experience
with our members, and opportunities may be
identified for cooperation. The second is to try
and build an e-commerce platform where our
members may find more opportunities for online
marketing.

From left: Mr Daniel Cheng, MrVincent Lo, Mr EricYim, Mr
Stanley Lau and Chief Executive CY Leung joined the Hong
Kong SAR Trade Delegation visit to Chongging
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KPMG:

Mr Lau:

Mr
Kwok:

MrYim:

The Young Industrialist Awards of Hong
Kong and Industrialist of the Year Award are
significant to the FHKI. Can you tell us a bit
more about these two awards?

The Young Industrialist Awards of Hong

Kong were established in 1988 to give

public recognition to Hong Kong's young
industrialists for their outstanding achievements
in the industrial sector and commendable
contributions to the economic and social
development of Hong Kong. In 2002, the FHKI
introduced the annual Industrialist of the Year
Award to honour outstanding industrialists and
to recognise their significant contributions to the
industrial sector and community. We hope these
awards will draw more talented people to the
industrial sector, and will help build a talent pool
for the Hong Kong Government that includes
some of the best and brightest people so they
can contribute their experience and talent to
industrial development in Hong Kong.

Young industrialists are encouraged to
participate in the contest as it can boost their
confidence and gain them recognition. Although
some less experienced industrialists may not
win prizes, participating in the contest is already
a valuable experience, so | would encourage
more industrialists to participate. In addition, our
selection process is rigorous and we stick to

our criteria and philosophy to ensure a reliable,
professional and impartial process.

| received aYoung Industrialist Award in 2005
which was a great inspiration for me and
connected me with the FHKI. Before winning
the prize, | was only focused on operating my
own business and | was not a member of any
other business associations except for the
furniture association. Joining the FHKI and
Hong Kong Young Industrialists Council not only
allowed me to meet professionals from different
industries and listen to their views on different
industries, but also offered me a platform

for sharing and communication. | therefore
developed a more in-depth and comprehensive
understanding of the overall industrial
development and even Hong Kong's general
economic development. At the same time, it
also gave me the opportunity to contribute

to the community through my various public
office posts such as director of Ocean Park
Corporation, council member of the Vocational
Training Council and director of the Hong Kong
Design Centre.
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Stanley is the managing director of the Renley Watch Group. He became chairman of the
FHKI in 2013 and was awarded the Silver Bauhinia Star in July 2014. Stanley also holds a
number of public offices including:

e Member of the Economic Development Commission

¢ Council member of the Hong Kong Trade Development Council (HKTDC)
e Member of the Labour Advisory Board

e Member of the Standard Working Hours Committee

e Chairman of the Innovation and Technology Support Programme Assessment Panel under the Innovation and
Technology Fund

e Chairman of the Watch and Clock Industry Training Advisory Committee of the Qualifications Framework

¢ Member of the Programme Management Committee of the Enterprise Support Programme under the BUD Fund
e Member of the Higher Education Advisory Committee of the Vocational Training Council

e Honorary president of the Hong Kong Watch Manufacturers Association

® President honoris causa of the Hong Kong Young Industrialists Council

* Immediate past president of the Professional Validation Council of Hong Kong Industries

e Standing committee member of the Chinese People’s Political Consultative Conference — Sichuan, and member
of the People’'s Government of Guangdong Policy Advisory Committee — Entrepreneur Committee

Industrialist Award. His Renley \Watch Group is engaged in the design, manufacture, and wholesale
and retail sale of watches. The group’s market positioning and long-term investment strategies have
helped Renley Watch Group open processing plants in Switzerland and establish offices in mainland China.

S tanley is an accomplished businessman in Hong Kong's watch industry and winner of a Young

Stanley has also been deeply involved in Hong Kong's industrial and sustainable development. Through his
roles as chairman of the FHKI and his numerous public office positions, Stanley has assisted SMEs in Hong
Kong and been the middleman in conveying the business community’s opinions to the government. Stanley
hopes to use his extensive business experience to continue contributing to Hong Kong's industrial and
sustainable development.
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Interview with Chairman of the FHKI, Mr Stanley Lau,
and FHKI Deputy Chairmen, Mr Jimmy Kwok and Mr Eric Yim

Mr Jimmy Kwok (BBS, JP)

b

e [

Jimmy is the managing director of Rambo Chemicals (HK) Ltd. He is the current chairman of
the FHKI’'s Chemical & Pharmaceutical Industries Council (Group 1), chairman of the

Sham Shui Po District Council, a Municipal Services Appeals Board panel member and
a member of the Hong Kong Polytechnic University Council. He also serves as:

e Council member of the Hong Kong Productivity Council

e Member of the Energy Advisory Committee and a technical advisor at the Hong Kong Electro-Plating Merchants
Association

e General committee member of the Chinese Manufacturers’ Association of Hong Kong
e Honorary president of the Hong Kong Federation of Innovative Technologies and Manufacturing Industries
e Advisor at the Hong Kong Metal Finishing Society

e Hunan Province's Political Consultative Conference member and the vice-chairman of the Overseas Friendship
Association of Hunan Province

Leveraging its advanced technologies and

innovative capabilities, Rambo Chemicals has
navigated numerous difficulties in the market to grow
from an SME into a sector leader which has partnered
with many multinational corporations.

' immy established Rambo Chemicals in 1997

Jimmy is also passionate about contributing to
community upliftment. He was appointed a member
of the Sham Shui Po District Council in 1991, where
he provided insights and ideas for the district’s
development. Jimmy was elected district councillor
for the Sham Shui Po district in 2007, and chairman
of the district in 2012, and has worked closely with
members of the District Council to address the
residents’ needs and improve their quality of life.

Social Enterprise Summit Forum
AR & ke
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Interview with Chairman of the FHKI, Mr Stanley Lau,
and FHKI Deputy Chairmen, Mr Jimmy Kwok and Mr Eric Yim

Mr EricYim

Eric is the founder and CEO of POSH Office Systems (HK) Ltd. He is currently deputy
chairman of the FHKI and chairman of the FHKI’s Group 10 (Wood Products and Furniture,

Fixtures and Interior Decorations). Eric also holds the following positions in government
agencies and social groups:

e Chairman of the Design Council of Hong Kong

e Chairman of the Hong Kong Furniture & Decoration Trade Association

e President of the Hong Kong Young Industrialists Council

e Director of Ocean Park Corporation

e Director of the Hong Kong Design Centre

e Council member of the Hong Kong Vocational Training Council

e Court member of The Hong Kong Polytechnic University

e Advisor to the Hong Kong Design Institute

e \Working group member of the Hong Kong Economic Development Commission

e Member of the Small and Medium Enterprises Committee for the Trade and Industry Department
¢ \etting committee member of the General Support Programme of the Innovation and Technology Fund
e Member of the Guangxi Committee of the Chinese People’s Political Consultative Conference

Cambridge, and is a UK registered architect. He is the founder

of POSH Office Systems, a leader in Hong Kong's office
furniture market which tailo-makes userfriendly, upmarket products.
Originally a small local company with only four employees, POSH has
grown into an award-winning brand under Eric’s leadership.

E ric graduated with an Architecture degree from the University of

Eric helped pioneer the franchise business model in mainland China,
which enabled him to use mainland dealers’ distribution channels to

promote his brands in the mainland market. He also emphasises the Mr EricYim introducing the HK-SZ Design
importance of integrating design thinking into business operations. Biennale to Mr Gregory So, Secretary for
Eric believes that innovation and courage are the secrets to Commerce and Economic Development
success, as well as the driving force behind a company's growth and B & WS R G R R b B AR AR
sustainable development. Bl RGBS A B
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Mr Eric Yim receiving his Young Industrialist Award in 2005
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Hong Kong supports new standard for
automatic exchange of information to
maintain international reputation and
competitiveness

Standard, which is a major step towards a globally coordinated approach for the disclosure of financial account

The Organisation for Economic Co-operation and Development (OECD) recently released the Common Reporting

information and is a key component of international efforts to clamp down on tax evasion. In this regard, the Hong Kong
SAR Government was quick to respond directly and positively to the Global Forum onTransparency and Exchange of Information
forTax Purposes (“the Global Forum”), expressing its support of the new international standard in its announcement on 15
September. This was done to maintain Hong Kong's reputation as an international financial and business centre, and to enhance

the city's competitiveness.

Earlier this year, the OECD released details of the Common
Reporting Standard which is intended to become the new
global standard for the automatic exchange of financial
information. The G20 Finance Ministers and Central Bank
Governors endorsed this at their meeting in February. On 21
July 2014 (and following the approval of the OECD Council),
the OECD published the first edition of the Common
Reporting Standard, entitled the Standard for Automatic
Exchange of Financial Account Information in Tax Matters
(“the Standard"). This standard comprises three parts and
seven annexes, and includes commentary and guidance for
the effective implementation of the Standard by governments
and financial institutions, detailed model agreements, as
well as standards for technical and information technology
solutions.

The Standard was developed at the request of the G20, which
wanted a global standard for the automatic exchange of
financial account information. It complements the draft model
published by the OECD in February 2014 and provides for the
annual automatic exchange of financial account information
between governments, including balances, interest,
dividends and sales proceeds from financial assets reported
to governments by financial institutions. It also covers
accounts held by individuals and entities, including trusts and
foundations. The OECD formally presented the Standard to
the G20 Finance Ministers at their meeting in Cairns, Australia
in September 2014.

The Standard comprises three sections:

Partl:  Anintroduction to the Standard

Part Il:  The text of the Model Competent Authority
Agreement (Model CAA) and the Common Reporting

and Due Diligence Standard (CRS)

Part Ill: The Commentaries on the Model CAA and the CRS,
as well as a number of Annexes

The commentaries in Part |ll are designed to ensure the
consistent application and operation of the Standard, and
provide more details on obligations that will be demanded of
financial institutions. The first exchanges of information will
commence by the end of September 2017

The initiative has considerable political support, and by April
2014, over 40 ‘early adopter’ jurisdictions had announced
their intention to adopt the Standard and follow the ambitious
timeline referred to above. The Standard received further
political support at the OECD Ministerial Council Meeting
(May 2014) with the adoption of the Declaration on Automatic
Exchange of Information in Tax Matters, which included a call
on all financial centres to implement the Standard without
delay.

Apart from the 34 OECD member countries, the above
declaration was also subscribed to by Andorra, Argentina,
Brazil, Colombia, Costa Rica, the European Union, India,
Indonesia, Latvia, Lithuania, Malaysia, the People’s Republic
of China, Saudi Arabia, Singapore and South Africa.

Over 65 jurisdictions, including all the G20 members, have
publicly committed to implementing the Standard, and

more are expected to follow before or during the October
meeting of the Global Forum. It is particularly significant that
Switzerland is included in this list, given its status as a wealth
management centre.

Hong Kong has always been committed to working with the
international community to comply with its international
obligation of increasing tax transparency, while at the same
time safeguarding the privacy rights enjoyed by citizens and
investors. In order to meet an increasingly high standard, the
Hong Kong SAR Government amended its laws in 2010 and
2013, expanding the scope of the exchange of tax information.
Under current legislation, relevant tax information is only
supplied by Hong Kong upon specific and valid requests from
the competent authority of a tax agreement partner.

© 2014 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved. Printed in Hong Kong. The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International.
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Automatic exchange of information

Globally, the Common Reporting Standard has continued
to win the endorsement of more and more governments.
Meanwhile, as the Global Forum is inviting all members
(including Hong Kong) to implement this new international
standard, the Hong Kong SAR Government has expres:
its support for the adoption of the Standard. To enabl
adoption, the government needs to consult with stakeho
and adopt legislation that provides for a legal framework
for the automatic exchange of information. Furthermore,
specific administrative resources will be required for the
effective, practical implementation of the Standard. As lots o
work still lies ahead, the Hong Kong SAR Government must
take immediate action to complete the work necessary for
the implementation of the Standard within the tight time |
schedule. e

The Chinese version of this article was published in the
ber 2014.

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 a regular speaker and writer on tax

matters and is the co-author of Hong Kong Taxation: Law and Practice (Chinese University

Press), a leading textbook on Hong Kong taxation. Ayesha was the chairperson of the

HKICPA's Taxation Faculty Executive Committee and its former Taxation Committee. 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 Ayesha Lau
of the Peace on 1 July 2013.

Alice Leung

Alice Leung is a partner in KPMG's Corporate Tax practice. She joined KPMG in 1995 and has
extensive experience advising multinational and local clients on tax 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.

©2014 B 5 S AR EHI — BB SBHFHI, LRBIFNE — FHAER A ( “BHRER ) AAMBE LR R FE& T RE . BEA, TFHRE. B .
3 5 69 AR AR A “cutting through complexity” 34 /8 4 3 % &% B B 69 35 1A% o



LA 8 9 TRF AR
PR B B2

2

\“.L ?ﬁ%"‘y 5 '&17%

TN R R A TGS ) RIEEA T GEAREERD

, A AR B MR P AR BT X H

HRITRAREFHHEZZTHZ —. K, %Eﬁﬂ%wm@mh&%@%%&ﬁﬁxﬁﬁﬂ

exemE (1238 ) AT, FAXFAMGHERARE, AEFEBELHERERAH X P FEPRE.

B AMEBTAT A T CGRAARERERAD 69, BAE A B B IR A A 69 2 2R3 R A

A RS2 AT 09k B R 9 W3S

PR LT PN TE NS

AW A2014FTA21 0587 T %

20 £ B (G20) B B3R K fo AT

TR ARG 38 A 4RE 22 A

«B BB T

) 69 81 75 Bk B & #F Y (Standard for Automatic Exchange of Financial Account Information in Tax Matters) ( [ ZZZ 8] | ). 3%

2 A iy 3B 3% o A TAE AR AR, 3B RE B BUR Fo & ek M AR e AT A 2O 6% R QIR BE SR Ao s 7,

BB AE & BT IR R Ty R 8G HE A

B BRAE A IR A B D

208 518 A7 2 42 0 9) SPAE B P F A O @ A — e shb
BRER, HEBTEAEBKERMNAZT GAAREE
Al o BARMERAAE AT S AR AE2014 52 H B R a9
WAG, SRR R R SE BT B 2 B AR R I IR B A
H(BAERE P& AL RE. BEEREE LR
F) BAGERATA S IR, © A EE R GEREAR
A (A ALD) HANKRE., BAA8H474201459
A, ZE208 &£ E (G20) B B3R AT 5UE 7 B 4B 1B X 42
LR

GRAFRAE LR AT 3E R 54K

BLA: i
BIGRA: CEERMBRIEA CAARK) Fo GEAHRS

Fo RS £ A (CRS) 89 A
FIE 5 CAA% A= CRS 6933, AR — 4,

B 03 222 R AR CGERREERDY £ L3
HEFBELY—3ME, e EREE 2 RIENEZGIR
BFLHME R G REH IBMA201759 A JRAE,

7
o8

20

AR WARIA, AR FHE

L ES &
AR ZXF, ME2014547, 284018 [RF
Fah) WA EEHER AR A BHRA CGERMEERD

i R bR R A F M R R A M AR Rt anar
MBI REFE AL (Q014F50) BETEZAEE
¥R AEBUS L6 ZHE, BHA CA B RBMH A A F
#1» (Declaration on Automatic Exchange of Information in Tax

Matters) , 35 A8 A 2T O EREHRED,

RS AWM GMEARE B, LRFRLEFTHRE, &
B PHE. AR FAE R PE. PR R4
T 2% BAEE. DHETEML. FHedk. @IE. B
RAe A E Z

i&ﬁﬁﬂ% #E (AFE20BEEERAARER) TN
%:ﬁﬁ ERE CGARREEAD , BMESAXETERE
%@ﬁ%ém%&%ﬁ%%&ﬁﬁx&A&Aw%mﬂﬂ
e S M99 ANEMATH . BHEEABERMNS
BPCLEZLEZN, BAEFTEZNE L.

© 2014 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved. Printed in Hong Kong. The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International.



AAEE2000 44D

AN,
XX

—_—
HBIBAE B B AR ARk P S WA
HHE AR HE RGBS 1, EBATRARS LW
BEHBEBREEGRR, REMNREREHEA GIEH
B ATHAIARAGEBIZ R HFEBF 5 #2010
FAR2013 4537 3R], B RBEMHEH LB IHE K. BRI
BAT P e O BT RB R, FERGCLEEERE W
HEH B EE R AF AR BGE KA A R M R
FHo
WAk, GERNMELEAY 53 THLM S BUTH L
¥, mARBEFRFAARE (AEFH) REFHEHN
HEBRAZRE, FEBUTRIAAR I HEMHZ R #Hk,
HAEAZOF DA XAZTR, RERFAB X, AR
KB EAF T EZER, B4, HFLEERBEEE
Fa R RMITRERER, TRAZMEYITZEN. |
M IEE S, HFEBUFARZRPITE, AETEH
B R RN RRIR A R R BT E 69 TAE .

ARG AH2014-F9F 17 B f£ F8 AZIRAAEF B FIE

BAEHRAEERTEERERFZTESBA. BAMTE T ORERER
Bk, CERAARITENSEZRFETERERGER /X HREH AR
WARERBHERERERN, EEFTARBFREBAZTAFABELE, &
BB T EHAZE Hong Kong Taxation: Law and Practice < &F#AtH: &
BIEEHRRAY (FPXREERM) 9o EHE. A EHFEEHRESBEITN
NERGZBALEHIITEZEGFLNINRBLEEG LR, BA S i
TFH, BEBKEBREEASMEEZAZBEGMRE, EA20115R4T09E

ZRERAN L ER Y, BBARHRANGERLR . WAE0FTAIERE
1A KP4 £

ZEBR, BEBRLERBOBA WAI995F W ANEER, EALESERK
WEERBERB AT ERB B AT ORALETER. REBRTLHE LA
BRHEASI A B HHEER XAEER, LY WAL R E MR
Fh, ARAMEBRBETFAETRNF L.

©2014 B 5 S AR EHI — BB SBHFHI, LRBIFNE — FHAER A ( “BHRER ) AAMBE LR R FE& T RE . BEA, TFHRE. B .
3 5 69 AR AR A “cutting through complexity” 34 /8 4 3 % &% B B 69 35 1A% o



Christopher Xing

Tax treatment under Shanghai-Hong
Kong Stock Connect clarified and
investment certainty strengthened

Connect (SHKSC), allows international investors to trade Shanghai-listed shares through the Hong Kong Stock Exchange

I aunched on 17 November 2014, the Shanghai-Hong Kong Stock Connect Pilot Programme, or Shanghai-Hong Kong Stock

(00388). Qualified PRC investors will also be able to trade Hong Kong shares via the Shanghai Stock Exchange.

SHKSC, a significant institutional innovation of China’s capital
market, can help deepen China’s financial reform, expand
cooperation in the financial sector and push to internationalise
the securities market and the renminbi (RMB). Presenting

an unprecedented opportunity for Hong Kong, the initiative
also provides great impetus for the long-term development of
Hong Kong's capital market. It is expected that it will increase
the circulation of Hong Kong's capital market and diversify

the investor base, reinforcing Hong Kong's role as a business
centre for off-shore RMB trading.

On the eve of the scheduled launch of SHKSC, the Ministry
of Finance (MOF) of the People’s Republic of China (PRC),
the State Administration of Taxation (SAT) of the PRC and
the China Securities Regulatory Commission (CSRC)

jointly issued Notice on Relevant Tax Treatment for the Pilot
Programme of Shanghai-Hong Kong Stock Connect (Circular
81)and Notice on the Issue of Temporary Corporate Income
Tax Exemption for Capital Gains Derived from the Transfer of
PRC Shares and Equity Interests for QFIl and RQFII (Circular
79) on 14 November 2014. The two circulars stipulate taxation
policies concerning income tax, business tax (BT) and stamp
duty (SD) for securities (shares) transactions under SHKSC,
thus providing long-awaited clarification on these policies to
investors.

Circular 81 provides that Hong Kong market investors
investing in China A-shares via SHKSC - both corporations and
individuals — are temporarily exempt from corporate income
tax (CIT) or individual income tax (IIT) on capital gains derived
from the transfer of A-shares on or after 17 November 2014.
Dividends from A-shares paid to Hong Kong market investors
will continue to be subject to 10 percent withholding tax that
is to be withheld at the source. Recipients of the dividend
who are entitled to a lower tax treaty rate can apply to the tax
bureau in charge of the payer for a tax refund.

In addition, Hong Kong market investors investing in China
A-shares via SHKSC are temporarily exempt from China BT
on capital gains derived from the transfer of A-shares. SD
ordinarily payable on share transfers in both Hong Kong (at
0.1 percent each for both the buyer and seller) and in the PRC
(at 0.1 percent for the seller of the listed stock) will apply to
transactions under SHKSC.

Clarification on QFII/RQFII tax

Under Circular 79, Qualified Foreign Institutional Investors
(QFlls) and RMB Qualified Foreign Institutional Investors
(RQFlIs) are temporarily exempt from CIT in respect of China-
sourced gains derived from the transfer of A-shares and other
equity investments on or after 17 November 2014. However,
in respect of China-sourced gains derived by QFlls and
RQFlIs from the transfer of shares prior to 17 November 2014,
Circular 79 prescribes that such gains would be subject to CIT
in accordance with the CIT Law. As tax treatment for QFlls
has been unclear since China introduced the QFIl regime 10
years ago, this clarification of the tax position of QFlls in China
will help dispel potential investment uncertainties.

In addition, QFIlIs/RQFlls trading Chinese A-shares are exempt
from BT under the existing rules. That said, while the BT
position for investment in A-shares has been clarified, further
guidance is needed in respect of the BT position for futures
and other equity investment products traded by SHKSC
investors, QFlls and RQFlls.

The joint issuance of Circular 81 and Circular 79 by the MOF,
CSRC and SAT to provide clarity and certainty on the tax
outcomes for SHKSC investors and QFII/RQFII participants
represents a major milestone in PRC tax law policy
formulation for the securities market. The applicable income
tax exemption treatments, albeit provided on a temporary
basis, dispel much of the tax uncertainty for investors and
clear the way for more predictable participation by investors in
the A-share market through SHKSC, or via the QFIl and RQFII
schemes. With regard to the historically inherited matter of
capital gains derived from the transfer of A-shares by QFlls
and RQFlls, although Circular 79 now provides a clear position
that such gains are subject to CIT, the key is to achieve full tax
settlement in China. In this regard, it could also be reasonably
expected that PRC tax authorities would formulate more
procedural and administrative guidance on tax settlement to
make this process more userfriendly than it is at present.

Only time will tell when the ‘temporary’ income tax
exemption on capital gains may be re-evaluated by the State
Council of the PRC and other authorities, although indications
are that the prevailing capital market conditions and investor
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sentiment at the time would be important factors to consider.
The three-year IIT exemption in Circular 81 granted to Chinese
individual investors trading Hong Kong listed shares via

the SHKSC may serve as a good point of reference for the
exemption period for foreign investors. Under the current
Chinese tax laws, there are many cases of temporary tax
treatments/incentives granted to different types of taxpayers,

Shanghai-Hong Kong Stock Connect

individuals trading A-shares was granted in 1998 and remains
operative to this day. The tax policies for SHKSC represent
opportunities as well as challenges. We expect that they

will mark a new beginning for the establishment of a better
taxation and regulatory regime for China's securities market.

The Chinese version of this article was published in the ‘Hong

whereby a ‘temporary’ treatment can last for an extensive
period. For example, the existing IIT exemption for Chinese

Tax implications for investors investing in the PRC securities market

Withholding tax at a
general rate of 10%
(subject to relevant tax

CIT at 25% (other than

Hong Kong Individuals/ Temporarily
and foreign Corporations exempted
investors
investing in QFII/RQFI] Temporarily treaty relief)
PRC shares exempted from
via SHKSC CIT on gains
or QFil/ derived from 17
RQFII November 2014
onwards
PRC Individuals Temporarily [T at20%
investors exempted from T
investing in for three years
Hong Kong
shares via Corporations | CITat25%
SHKSC

interest in qualifying
H-shares)

Temporarily
exempted
from BT

Exempted from BT

Temporarily
exempted from BT
(existing rules)

Taxable or exempted
(existing rules)

Christopher Xing is a partner in KPMG China’s Tax practice. He has assisted a variety of
international and domestic Chinese private equity funds and corporations with tax due diligence,
and has also advised on a wide range of tax issues involving corporate establishment, mergers
& acquisitions, and private equity investment transactions in the PRC and Hong Kong. His

experience includes assisting a PRC company to undertake a multibillion-dollar offshore
investment in a UK listed group, as well as providing due diligence and structuring assistance to a

Kong Economic Journal” on 26 November 2014.

Seller subject

to PRC SD of 0.1%
on sale of
A-shares

Subject to Hong Kong
SD of 0.1% on both
the sale and purchase
of Hong Kong listed
shares

PRC telecommunications company in a multi-jurisdiction offshore investment.

Christopher Xing
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Fraud data analytics

Katy Wong and Yiling Chong

Fraud data analytics -
capturing fraud retrospectively
and proactively

rganisations face fraud risks when dealing with customers and suppliers, and occupational fraud where fraud risks are

committed by employees. Numerous studies have indicated that the cost of fraud to retailers has increased in 2014

as fraudsters have targeted loopholes in traditional, e-commerce and mobile channels. Aside from dealing with third-
party fraud threats, organisations have to deal with fraud internally in areas as diverse as expenses, procurement and sales in
industries ranging from automotives, banking and pharmaceuticals to telecommunications.

Research has shown that the longer occupational fraud goes undetected, the higher the eventual cost to organisations.
Collusion among high-level employees as well as between departments has also contributed to bigger fraud losses. These
studies show that control of fraud loss is increasingly dependent on management'’s ability to understand the risks involved in

their organisation.

The key objectives of implementing data analytics

For years, organisations have been sifting through accounts
payable, accounts receivable, payrolls, expenses, journal
entries and other client-specific areas to detect fraud-related
anomalies. These methods of detecting irregularities have
been widely used to combat fraud, corruption and abuse, but
the review methods are typically siloed and sample-based.

Using data analytics, organisations can process 100 percent
of their data instead of just obtaining random samples. Data
analytics tools can enhance existing anomaly detection and
rule-based testing to view information in a different way by
piecing together disparate information. Once the appropriate
fraud test has been defined to detect anomalies, data
analytics can quickly be deployed in a cost-effective way to
draw out insights from the data.

Detecting collusion between different functions of the
organisation requires a holistic understanding of the
processes. Data analytics can unify disparate information
sources and provide the organisation with insight into how
their processes are functioning. The process of implementing
data analytics can bring to light operational workflow
inefficiencies and IT system shortcomings.

Retrospective data analytics — understanding existing
fraud control weakness

Organisations keen to implement fraud control can consider
using the following methodology:

1 Establish benchmarks

In order to detect unusual behaviour, the organisation needs
to establish benchmarks for organisational processes and
data. These benchmarks identify the typical range of activity
in various functions (e.g. volume, price or type of products)
and may be captured in the data that is generated by the daily
functions of human resources, finance, legal, procurement,
sales, and so on. In the process of establishing benchmarks,
organisations may have to consider if the data captured by
existing processes is rich enough for data analysis and if

improvements to data collection are required. After obtaining
the relevant data, benchmarks can be created for the various
areas of concern.

2 Identify fraud control tests

Once the benchmarks have been established, the
organisation can conduct risk assessments to identify certain
processes in the organisation which may be more prone to
fraud than others.

Procurement is often considered to be more prone to fraud
because of the frequent interactions and volume of business
with third-party individuals or organisations. Fraud schemes
such as bid rigging, kickbacks and conflicts of interest can
occur from pre-procurement to supplier selection, as well

as in contract performance and contract closeout. Tests
include tracking price increases over the period of the vendor
relationship relative to other suppliers, considering whether
business is increasing or continuing with suppliers providing
goods which have high defect rates, and looking at whether
the volume or quality of goods ordered is consistently higher
than what is required or budgeted for.

Travel and entertainment expenses are the third largest
controllable cost, and for service organisations this is

often higher. Given the size of the expenditure and the
number of people involved, there is an inherently higher risk
involved. Inflated expenses, fictitious expenses and multiple
reimbursements are some examples of abuse. Tests include
checking if the claims or expenses are higher than for similar
claims in the same region with the same number of clients
and business size, to determine excessive expenses in
locations unrelated to where the clients or vendors are based.
Tests can also pick out auto-approved, low importance or
recurring claims with similar invoice amounts that have a high
financial impact.

These are some of the processes where fraud control
tests can be run to detect suspicious activity. In addition,
organisation-specific parameters can be applied to provide
more nuanced testing.
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3 Implement, evaluate and respond

Once the fraud control tests have been run, it is important
to ensure that the tests do not create false positives. Each
organisation needs to strike a balance between the cost of
acceptable risk and the time it takes to look into suspicious
activity. Post evaluation, the organisation has the option of
crafting organisation-wide anti-fraud controls, carrying out

formal investigations or pursuing civil suits against individuals.

Proactive fraud data analytics — continuous monitoring

The results obtained from the retrospective aspects of the
data analysis can be used as the organisation's reference
for reviewing the results of fraud tests. They also provide

a starting point for the organisation to move to a proactive
monitoring system. The following describes the different
phases of fraud data analytics:

1 Automation of fraud detection

Data analytics allows the organisation to automate the
segmentation, profiling and detection of suspicious activity.
The automation of this process gives the organisation more
time to focus on the interpretation and investigation of
suspicious activity. Executives will be able to identify if new
fraud patterns are emerging and make quick decisions to
eliminate and mitigate their risks. Once fraud test automation
has been completed, management information dashboards
can be used to visualise the fraud testing results, allowing
management to understand the area of risk, do a deep dive
into the issue and decide on any action to be taken.

2 Continuous improvement of fraud risk detection

Fraud patterns evolve over time and so existing benchmarks
and tests should be updated to ensure that the fraud tests
stay relevant, such as when the organisation engages a new
supplier or decides to launch a new product line. Similarly,

KatyWong is a Forensic partner at KPMG. She has over 13 years of experience
conducting complex financial investigations, involving misstatement of financial
accounts, and bribery and corruption for both private sector clients and listed companies
across the ASPAC region. She also leads our Forensic Due Diligence and Fraud Risk
Assessment services, and has conducted numerous engagements for various publicly
held multinational companies and private equity firms on their investments in China.

Yiling Chong is a manager in KPMG's Forensic Technology practice in Hong Kong.
Yiling has over six years of experience providing data analytics services to clients in
financial institutions and consumer markets in Hong Kong, China, Singapore, the UK and

changes to existing regulatory legislation and company
processes may also create loopholes for fraud to take place.
Risk assessment can be conducted to check if the existing
benchmarks and fraud tests are still applicable. If required,
new fraud tests can be created and existing fraud tests
updated in the automated fraud testing process. This ensures
that any new risks arising from changes in the business are
adequately captured.

3 Pre-emptive fraud detection

At the most mature level of proactive fraud detection, the
organisation moves from looking at data created within the
organisation to external information generated by social
media. Social media is now recognised as the premier source
of information where key trends, first-hand accounts and
insights can be gleaned from real-time feeds on Twitter,
Facebook, Weibo and others. Incorporating these insights
into the continuous monitoring process allows organisations
to identify potential issues with suppliers, subsidiaries or
existing clients before issues happen on-site. When an
organisation is able to incorporate data analytics as part of the
ongoing process, it becomes more responsive to potential
fraud. In doing so, fraud can be detected more quickly.

What does this mean?

Organisations today want consolidated data and the ability
to utilise disparate information to tailor business strategies,
control costs and reduce fraud. As the organisation moves
towards more proactive monitoring and incorporates
disparate data sources, insights from data analytics will grow
to benefit the organisation as fraud control measures are
improved.

The Chinese version of this article was published in the ‘Hong
Kong Economic Journal” on 12 November 20714.

Katy WWong Yiling Chong

Europe. She has conducted multiple forensic data analytics engagements in the retail,

pharmaceutical and financial industries.
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Sylvene Fong

Transforming for growth:
Consumer business in the digital age

Forum, commissioned a survey of 469 senior executives from food, drink and consumer goods manufacturers and

retailers worldwide between April and May 2014. In this year’s survey, we asked these 469 consumer executives how
technology and other consumer and industry trends were influencing their corporate strategies this year. We then dug deeper
to discover how those trends are impacting companies and the industry —and what opportunities and threats the executives
expect the trends to present. Furthermore, how prepared are companies to respond? And what capabilities and strategies are
being invested to ensure success?

As part of the Global Consumer Executive Top of Mind Survey 2014, KPMG, in collaboration with The Consumer Goods

Consumer company executives appear more optimistic about their prospects for growth. In this year's survey, 64 percent of the
respondents expect organic revenue growth of 6 percent or better over the next two years —and more than one-quarter expect
to see revenue growth of over 10 percent. Companies based in Latin America, and Europe, the Middle East and Africa (EMEA)
are especially upbeat: 31 percent of Latin American companies and 30 percent of EMEA companies expect overall sales growth

to exceed 10 percent over the next two years.

The key findings of the survey revealed:

Data and technology are fundamentally changing
business models

Survey respondents ranked data analytics (56 percent) and
digital strategy (54 percent) as the two most important areas
of strategic focus for their companies in the coming year. This
shift in focus is imperative. The rapid proliferation of social and
digital media has empowered customers as never before,
prompting a retail industry that must be open to serving
customers anytime, anywhere, and in any way they choose to
shop.

New technologies, platforms and mobile applications are
providing customers with a growing number of ways to
source, research and buy products at their convenience.
Increasingly sophisticated customers are demanding better
service, seamless shopping experiences across channels,
and access to real-time, accurate information. The ability

to integrate platforms, information systems and data to
effectively address the expectations and needs of tomorrow’s
consumers is a critical component of competitive advantage
and success.

Concerns regarding data security expected to rise

Although ‘data security and privacy’ was identified as a ‘very’
or ‘critically’ important part of the strategy for 47 percent

of the respondents, this number is surprisingly low given

the increasing occurrence of highly publicised data security
breaches in the industry, and the potential downside risk. In
the coming year, it is expected that concerns around data
security and privacy will rise sharply as the volume and use of
data rises, and as executives and companies become more
aware of their vulnerability.

Reassessment of expansion strategy and target markets

As retail and manufacturing companies pursue growth
through new markets and lines of business, they are seeking
to reassess which markets and strategies hold the most
promise; and how to effectively deal with the challenges
associated with growth, as their supply chains, consumer
base —and even their workforce needs — become more global
and complex. For example, companies which previously
focused on emerging economies need to shift their focus

to the recovering developed markets, and emerging market
companies are expanding aggressively both in their own
markets as well as the rest of the world.

Companies that are focused on short-term growth levers
such as pricing and promotions need to look at longer term
strategies including brand, innovation, customer service and
multichannel effectiveness. Investments need to be made
in the recruitment and training of talented professionals to
ensure that companies are positioned for long-term success.
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Planned investment to address supply chain challenges

More informed, conscientious and demanding consumers
are driving the need for increased transparency and speed
throughout the supply chain — from responsible sourcing

to same-day delivery. Although supply chain ranked sixth in
terms of importance to strategy, it ranked first with regard to
both companies’ biggest challenges and areas for planned
investments this year. ‘Supply chain’ is expected to rise as a
priority this year, as all aspects of the supply chain continue to
present even greater risks as well as sources of competitive
advantage.

Companies need to achieve greater visibility beyond their Tier
1 and 2 suppliers, including access to accurate information
regarding materials or ingredients, and manufacturing
processes. Downstream supply chains also need to be more
transparent and flexible to meet the demands of omni-
channel business models and for real-time access to product
availability.

Collaboration on addressing industry-wide issues

Retailers and manufacturers recognise the need for
collaboration on many of the issues that face the consumer
industry globally, which cannot be tackled by individual
companies alone. Nearly half of the executives surveyed
identified corporate values such as consumer health and
wellness (46 percent) and corporate responsibility and
sustainability (40 percent) as being ‘very’ or “critically’
important to their companies’ strategies this year. At the CEO
and board level, consumer health and wellness in fact ranked
as the number one priority (62 percent) overall, and nearly half

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. In addition, she has participated in initial public
offering/major transactions assignments of companies in China. Sylvene is familiar with IFRS and
US GAAP group reporting assignments (including SOX 404) for multinational clients. Sylvene has
also served a number of Japanese clients in the watch/electronics industry.

(47 percent) cited corporate responsibility and sustainability
as ‘very’ or ‘critically’ important, indicating a strong drive from
the top for both greater focus and collaboration throughout
the value chain on these important issues.

Organisations need to collaborate to address industry issues
related to corporate responsibility, including data protection
and privacy, consumer health and wellness, product safety,
sustainability, and end-to-end value chains, to name a few.
These issues faced by the industry as a whole cannot be
addressed by individual companies only. By collaborating and
sharing information and best practices through associations
and networks, retailers and manufacturers are able to develop
more efficient and effective policies and business practices.
Proactive efforts that drive positive change in these areas

will serve to benefit not only consumers, employees and
communities, but also the companies and consumer industry
as well.

To sum up, the Global Consumer Executive Top of Mind
Survey 2014 clearly underlines how the focus for many
consumer goods companies has shifted into a new arena. The
need to better integrate data analytics into nearly every facet
of the conception, development, manufacture and sale of
retail goods and services has gained widespread recognition,
and companies are just now beginning to truly understand the
deep and long-term implications of this rapid shift.

The Chinese version of this article was published in the ‘Hong
Kong Economic Journal’ on 15 October 2014.

Sylvene Fong
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Vivien Cheng and Roy Leung

Elevating customer loyalty
programmes to a new level

J—

ustomer loyalty is crucial to the success of every retail business. In the ever-evolving market landscape, customers’
consumption patterns and needs are changing rapidly, and retailers should closely track and respond to the diversity and
pace of change in order to serve their consumers better. Many shopping malls and supermarkets in Hong Kong offer
a one-stop destination for shopping, but consumers typically look at different places to find goods at the right price. Retailers
which can quickly attract their target customers and maintain their loyalty will ultimately stand out from the crowd.

Many retailers are launching various kinds of customer
loyalty programmes to attract the most valuable customers.
Retailers’ customer loyalty programmes play two major

roles. Firstly, most retailers use loyalty programmes as a
direct marketing channel to boost sales volume. Secondly, 30
percent of retailers use these programmes as a tool to drive
change in consumer behaviour by offering shopping vouchers,
discount coupons, reward points and more, with some

even providing their high value customers with personalised
services to establish relationships and win their loyalty.

Many high-end food stores in Hong Kong have employed
very knowledgeable staff to work at special counters to help
customers identify the perfect wine to accompany their meal.
Some shopping malls have also created in-store lounges with
complimentary drinks, snacks, internet access and reading
material, to take the shopping experience to a new level.

However, a recent KPMG research report on loyalty
programmes revealed that although many retailers are
launching loyalty programmes, many of them have not
managed to respond swiftly to the challenges brought on by
the unprecedented rate of change in consumer demands,
and proactively review and improve the effectiveness of
such programmes. Only a few retailers have managed to
fully embed their loyalty programme data analytics into
operational decision-making to address the changes in
consumer behaviour and feed this into areas such as product
procurement, product development and improving the in-
store experience to achieve specific corporate objectives.
Although this is undoubtedly a highercost model, research
has indicated that it yields significantly greater returns. An
example of this is the recent acquisition of a stake in a data
analytics company by an overseas retailer in order to bolster
its in-house customer data analytics capabilities.

In fact, customer loyalty programmes can be elevated to a
new level to become a partner in business decision-making.
Retailers can evolve their loyalty management function in the
following ways:

34

Firstly, customer loyalty programmes should go beyond

direct marketing purposes to understand customers’ needs
and wants by conducting consumer surveys or having direct
conversations with customers to get feedback. A retailer
should then align its specific corporate objectives with the
customers’ requirements, fulfilling their needs regarding
product range, pricing, store location and customer service, to
boost sales through increased average transaction value and
frequency of visits.

For example, one local retailer set itself a corporate goal of
growing its fresh produce section. To achieve this, it used

its customer loyalty programme information in the database
to look at those individuals who bought basic food items
in-store. They began targeting these individuals to encourage
them to buy basic fresh produce, offering them discount
coupons, reward points and other shopping privileges to
change their shopping behaviour.

Secondly, retailers should tailor and enhance their customer
loyalty programmes based on the rapid changes in business
operation and customer needs. According to recent research,
very few retailers regularly perform a systematic analysis
using the data collected from loyalty programmes. However,
as the scale and complexity of their operations grow,
accurately analysing every loyalty initiative becomes crucial
for management and business units to gain deeper insights
into their customers, refine their value proposition and identify
the next strategic steps for maximum returns. Some leading
retailers invest significantly in state-of-the-art customer
relationship management systems and data analytics
capabilities to regularly monitor the return on investment of
each business segment and identify selling and even cross-
selling opportunities.

However, there is no clear one-size-fits-all model for perfecting
customer loyalty. A retailer should develop its loyalty function
based on the market in which it is operating, as well as
according to its retail format, product offers, sales channel,
and business operation and scale. For example, traditional
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bricks and mortar retailers can have more interaction with
their customers, while online retailers can collect and
analyse information about a customer more quickly. To create
business opportunities, some luxury gourmet food stores
provide exclusive services, such as their own wine cellar and
dedicated cheese room which offer customers expert advice
on the best cheese to pair with their selected wine.

Thirdly, before enhancing its customer loyalty programme, a
retailer should assess the gaps between its current situation
and future goals, identify areas for improvement, and develop
a detailed implementation strategy. Apart from the time and
cost involved, a retailer should also consider the following:
How much does this help us achieve our strategic goal? \What
financial benefits will it have? What increase will there be in
average transaction value or number of store visits? Will this
have any additional operational benefits, such as helping with
supplier negotiations, reducing marketing spend or improving
pricing effectiveness? Retailers should actively listen to
customer feedback to assess the efficiency of their customer
loyalty programme.

Customer loyalty programmes are common in the retail
industry. However, in a dynamic and diverse marketplace,
consumer behaviour is changing rapidly. Can retailers really
adapt their loyalty initiatives to the needs of their customers?
Moreover, customer loyalty programmes need to evolve
beyond marketing and promotional tools, and embed
themselves in a retailer’s operating model to support targeted
selling initiatives through intelligent data analysis. Therefore,
retailers should build a data-driven culture and start capturing

and analysing data from customer loyalty initiatives to ensure
effective decision-making.

The Chinese version of this article was published in the ‘Hong
Kong Economic Journal” on 29 October 2014.

Vivien Cheng is a partner based in Hong Kong. Vivien's main area of expertise is providing
audit services to listed entities, primarily in the real estate, natural resources and consumer
markets sectors. Vivien also has extensive experience assisting enterprises in raising debt
and equity finance in Hong Kong. These organisations include listed conglomerates and
entities in Hong Kong, state-owned and privately owned enterprises in mainland China, and a

leading aluminum producer based in Russia.

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

Vivien Cheng Roy Leung

Kong, including companies with major operations in Russia and South Africa.
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KPMG Executive Briefing and Breakfast Briefing:
MNCs in China - Making the Right Moves

o celebrate the launch of our report, MNCs in China — Making the Right Moves, we hosted both an Executive
Briefing event on 7 October and a British Chamber and French Chamber Joint Breakfast Briefing on 28 November.
The report features interviews with a number of C-level executives from MNCs across various sectors who share
their views on the challenges of doing business in China and the opportunities for growth.

Topics discussed at the events included how MNCs should make the most of their first-mover advantage in areas
such as shared services, human resources and R&D. There were also panel discussions with senior executives from
a number of MNCs featured in the report including VF Corporation, CBRE, Artesyn and Marks & Spencer.
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KPMG Capital Markets Cocktail Reception

ur capital markets clients had an excellent opportunity to network with industry peers at the Capital Markets
Cocktail event held at the Hong Kong Bankers Club on 18 November.
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Opening Performance of A Midsummer Night’s Dream

few lucky guests were given the unique opportunity of attending the opening performance of Shakespeare's Globe's
A Midsummer Night's Dream at the Hong Kong Academy for Performing Arts on 19 November. The audience was
treated to a spellbinding performance of one of Shakespeare’'s most famous plays.
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CFO Forum

ur KPMG CFO Forums form part of an ongoing series of events on topics relevant to CFOs and C-level executives,
and cover current topics as they arise.

The forum held on 3 December featured a range of KPMG partners from the Hong Kong, China and UK offices,
and covered topical issues ranging from the importance of anti-fraud programmes and data analytics, to the significance
of HKEx's Consultation Paper on Risk Management and Internal Control.
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INED Forum

PMG's INED Forums provide updates and insights relevant to the independent non-executive director role and are an
excellent networking opportunity. The most recent forum, held on 8 December, was well attended by board members
and C-level executives of leading businesses.
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Hong Kong Edge_December 2014
KPMG in the market

KPMG gets involved in Startmeup.HK Week

Attracted by the city’s ambitious workforce, competitive tax rates and varied funding options, many
entrepreneurs come to Hong Kong to start new business ventures.

KPMG hosted and sponsored numerous Startmeup.HK\Week events from 10-14 November.

KPMG’s ‘Changing Face of Commerce’ event — 200 people @ KPMG's Hysan Place
office

This event focused on innovation and analytics, and featured a variety of guest speakers including:

e Gary Matuszak — KPMG's Global Chair of the Technology, Media & Telecommunications practice

e Jerry Smith — OgilvyOne's Regional President

e James McKeogh — KPMG Partner.

The two panel discussions, which featured panellists from Google, Uber and AlA, among others, focused on
‘Where is innovation coming from?’ and ‘Customer centricity’.

StartupsHK'’s ‘Start-ups of Futures
Past’ conference — 200 people @
KPMG's Hysan Place office

StartupsHK'’s entrepreneur conference looked
at the growth and future of Hong Kong'’s start-up
scene, and featured a range of up-and-coming
start-ups.

[
[

Wise City Symposium — 220
people (including 80 government
representatives) @ KPMG’s Hysan
Place office

The symposium investigated how increased

cooperation across city components —
transportation, buildings, water, waste and

digitalisation — can deliver added value to citizens.

Silicon Dragon ‘Entrepreneur of the
City’ Awards event — 200 people @
KPMG’s Prince’s Building office

The Silicon Dragon event brought together
investors and entrepreneurs. The winners
presented their start-up strategies to a group of
venture capitalists.
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Our guide to growing a business in Hong Kong and being a smarter start-up was
well received at these events and will be circulated at many future conferences.
More information: www.kpmg.com/cn/start-up

kL Hong Kong is an energetic, talent-rich and cosmopolitan city. We
are proud to be a key sponsor for many of the exciting events and
platforms which bring together Hong Kong's innovative entrepreneurs
and start-ups, and to be a key part of the entrepreneurship ecosystem
which drives innovation, productivity and growth in Hong Kong. 7%

Irene Chu, Leader, High Tech Growth and Innovation Group, KPMG China

N

2014 KPMG Technology Innovation Survey

KPMG's 2074 Technology Innovation Survey draws responses from executives in leading technology innovation
companies around the world. The survey results highlight the speed of innovation and point to an ever-changing,

competitive global environment. KPMG is releasing the annual global Technology Innovation Survey findings between
October and December 2014.

More information: https.//techinnovation.kpmg.chaordix.com/survey/2014

Introduction, summary & Disruptive technologies Emerging technology Insights from technology Innovation hubs and
demographics innovation trends visionaries country perspectives

For more information, contact:

Irene Chu Anson Bailey

Leader, HighTech Growth and Partner, Business Development
Innovation Group, KPMG China Email: anson.bailey@kpmg.com
Email: irene.chu@kpmg.com Phone: +852 2978 8969

Phone: +852 2978 8151
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KPMG CSR invite

You're invited to the launch of OurTreasure Il

alnutrition, inadequate winter clothing, subpar learning opportunities... It is hard to believe that these
problems are still so prevalent in a society as affluent as Hong Kong's. Roughly 500,000 children in the
city currently live below the poverty line and each family represents a myriad of social issues that can
only be solved through dedicated community support.

Leading these efforts is the Society for Community Organization (SoCQ), a non-profit welfare organisation set up in
1972 which is dedicated to helping disadvantaged people in Hong Kong.

What is OurTreasure II?

To raise awareness about child poverty, SoCO joined forces with KPMG to publish a photo book, OurTreasure, in 2004,
which depicted the lives of 29 underprivileged kids and their families. For Our Treasure Il, KPMG and SoCO team up
again to follow up on 16 of these original stories. The families featured have invested their hopes for a better life in

their children — their treasures — who are fighting hard to live up to their expectations. In addition to increasing public
awareness of these social issues, this book is also a welcome dose of inspiration!

SoCO and KPMG will be hosting a book launch and exhibition for Our Treasure I/in January 2015, with all proceeds from
the book going to SoCO. Please see details of the event below:

18-24 January 2015
Exhibition opening hours (Sun-Thurs) 10:00am-10:00pm; (Fri-Sat) 10:00am-11:00pm
Hysan Place Main Atrium, 500 Hennessy Road, Causeway Bay

Content If you are interested in purchasing the book, or for further details about the event,
please contact:

Jackie Lee (CSR): jackie.tk.lee@kpmg.com or +852 2685 7703
Mina Chung (CSR): mina.chung@kpmg.com or +852 2143 8816

© 2014 KPMG, a Hong Kong partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved. Printed in Hong Kong. The KPMG name, logo and “ cutting through complexity” are registered trademarks or trademarks of KPMG International.



352014412
5 BAL g ¥ RS H

BB EAMERAEHBYE (EHF = Bha

‘}IJ%\ﬁﬁiix&iﬁﬁﬁﬁ,%ﬂﬁ%ﬁ%gﬁﬁﬁﬁﬁﬁé%éﬂ%%%é%ﬁéi&%o%

b, WASNBNETAZLEAERT, SEAFTHRETHIFTZAGOH .

— A BHEEAETH A BB AL E (SoCO) , Z—FdEA A A RBHEE, RZA197245,
B H B ARG AR

A TH B 5 R E 0938k, SoCOA2004F BB WM AE, BRT —ALA <TA BV E, HIRTL85
REGEEZER. 5Kk, BEERASCOFHF AR <ZA=Y , MRRIRICEATHELTAREKF. Moy H
HMALPERFRABIIFOAE, MRBEEBETFLENREELSG. HFLHE. RTEARHEERTFOME, B A
WY EETHEEMEBE E S TR

SoCOsR & & BAF 4201551 A R # EHME UABRA KK FTA KN RAAZHSoOCONIAR . ESF# e T

| 21 201541 A 188 £1H24 R

JBe 5E B A ) EHBA — ZHew: F L1068 £k L1086
E A — 2HN: F EI0 26 E115
G Sy
$F 3 5005 A ML 3% F R
Yo B FARIE R FHRT ML S H, FHE:
Jackie Lee (CSR): jackie.tk.Jee@kpmg.com, F 5. +85226857703
Mina Chung (CSR): mina.chung@kpmg.com, F L. +8522143 8816

©2014 £ 5 BAEAHFEHI — HBSBHFH, MBI — FHABBRSEAE ( “FEHREKR )M B E SRR AL T ORE . MEA, TRBHE FBEH .
5G9 LA 423 “cutting through complexity” 34 8 73 B g B B 69 321 7 42




Hong Kong Edge_December 2014

About KPMG

KPMG is part of a global network of professional firms providing Audit, Tax and Advisory services. KPMG
International operates in 155 countries and has more than 155,000 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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http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Newsletters/Hong-Kong-Edge/Documents/Hong-Kong-EDGE-magazine-201410-09-v1.pdf
http://www.kpmg.com.hk/subscribe/
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Documents/MNCs-in-China-201409.pdf
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Documents/Major-Hong-Kong-Banks-Half-year-Results-201411.pdf
https://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Documents/global-audit-committee-survey-2014.pdf
https://techinnovation.kpmg.chaordix.com/survey/2014
http://www.kpmg.com/cn/en/issuesandinsights/articlespublications/pages/mainland-china-banking-survey-201411.aspx
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Documents/Asian-Real-SnapShot-O-201410.pdf
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Documents/Investment-in-China-Numbers-and-Trends-201410.pdf
http://www.kpmg.com/CN/en/IssuesAndInsights/ArticlesPublications/Documents/China-Fourth-Plenum-Implications-for-business-201411.pdf
http://www.kpmg.com/cn/en/issuesandinsights/articlespublications/newsletters/tax-alert/pages/default.aspx
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Andrew Weir

Senior Partner, Hong Kong
KPMG China
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+8b62 2826 7243
andrew.weir@kpmg.com

lvy Cheung

Partner, Hong Kong Market
KPMG China
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+8562 2978 8136
ivy.cheung@kpmg.com

AliceYip

Partner, Hong Kong Market
KPMG China
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+8562 2978 8152
alice.yip@kpmg.com

kpmg.com/cn

Ayesha Lau

Partner, Head of Hong Kong Market

KPMG China
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+852 2826 7165
ayesha.lau@kpmg.com

PhilipWong

Partner, Hong Kong Market
KPMG China
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EHRTH

+852 2978 8135
philip.wong@kpmg.com

Roy Leung
Partner, Hong Kong Market
KPMG China
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+852 2143 8549
roy.leung@kpmg.com

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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www.kpmg.com/cn
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