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Disclaimer
All information contained in this book ("the
said information") is for reference only.
No representation or warranty, whether
express or implied, is given by ( Family
Office Magazine ) as to the completeness
or accuracy of the said information. User
shall use the said information at his own risk.
( Family Office Magazine ) shall not be
responsible for any loss or damage suffered
or that may be suffered by any person from
using or relying on the said information.
The said information could not substitute for
professional advice. Prior to using or relying
on the said information, users should assess
and verify the accuracy of the said information
and seek appropriate professional advice.
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B AENITESRME RS Lee noted that the industry partners of family offices cover various

=
ZEFEE > BFFEEE - EFE - HE BB aspects, including trust, law, education, tax and insurance, etc.
EFRESE . —AXBERAETEEBR “When a family office is set up in Hong Kong, what is needed
U EBRBEMPAMEFEER— % 8% by a family office, the housekeeper of wealth? They need asset
EEHBFR?2MAESEANEE B management company to help manage the asset. Taxation issues
HEAEMEREEE BN —HEEEE is also a concern. For individuals, Hong Kong doesn’t have capital
NE)ET - MHFBBIL > EEREZEFN D gain tax on stocks trading, but the purchase of real estate, and
W BEERME  REBHRITI—BASET the establishment of a company for investment, will be taxable as
BE WEARAWANG  FAATH the company’s earnings, so the investors should consider where
BIPMERR > THERITI AN EHE to set up the company for a more favorable tax scheme. Similarly,
— 2 RERIEE > BENRIERE investment in overseas real estate will face the same problems?
7)) KREBXRERAEHE A Z(ER A The GBA Family Office Association serves members from various
NE ERMHERS > SEEE - 555 B:t sectors, including lawyers, trusts, auditors, accountants and asset
2R BEEESELNTSE - HElfe management companies. We also provide seminars to our members
Beafisve . NHEAEANEEEMESIE as well as provide courses in collaboration with overseas regulator
B IEPRNTRIE o | of related industry. §

EERSRRHERRGERAZED  KEERXRRRAZHEERFESRT > RURERLEZFESZH
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Hong Kong is committed to becoming a global family office hub. Stella Lee Wai Fang, President of
Greater Bay Area Family Office Association, said that the establishment of family offices requires a
number of industry partners and services provided by professional family office managers, which is
more comprehensive and tailored than private banks. In order to attract more family offices to come
to Hong Kong, Lee proposed to extend the scope of tax relief to stock stamp duty, which is believed
to create chain effect and boost the Hong Kong stock market. |
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Choosing FO managers for Wider services

Family offices may select professional family office managers, or
services provided by private banking departments of large banks.
Lee stated that there are differences between the two, professional
family office managers can provide a broader range of services
and investments. “If | have a department dedicated to my family’s
wealth, they can help select the best professionals from the market
for various purposes, such as buying antiques, setting up red wine
funds, whisky funds, investment banks may discourage you to
invest in those products which are not available inhouse. However,
experienced investors all know that such products are in general
associated with limited risk and promising return. Therefore, if a
family engaged a specific family office or a team of managers, more
financial products such as the cigar fund, the whisky fund or the
wine fund will be therefore shortlisted by the professional team to
optimize return of the family’s wealth. Meanwhile, the return of the
investment may sometimes settled in kind or other non—-monetary
means such as the acquisition of rare wine or limited edition art
pieces. As a matter of fact, family offices have their own appetite in
investment and collection in addition to immediate financial return.” &
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Lee pointed out that the value of the industry managed
by professional family office is to establish a long-term
“housekeeper” relationship with customers. For customers’
family history, investment or financial preferences and risk
appetite, the dynamic management trajectory of the market
volatility portfolio is fabricated, and from a holistic perspective,
it may include products and channels of financial and non-
financial institutions. The family office management industry
also integrates and provides local legal and tax professionals
with experience in serving clients from different regions and
allocating across asset classes. It is not only managing risks
and adding value to clients, but also inheriting management and
taking care of the interests of various family members, which
complements the traditional private banking service model for
high—-net—worth clients. Professional family office management
can coexist with private banks, and more products and
investment methods can be explored. These expanded services
are more responsive to customers’ needs under more volatile
market conditions and more intense geopolitical situations. §
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Lifting stamp duty to create chain effect

As the government indicated that it would review the
scope of family office tax relief, Lee proposed the lifting
of stamp duty on securities trading, which is believed
to bring about a boom in the stock market. “Though the
stamp duty of stocks trading in Hong Kong is very few. it
is still possible to give family offices a waiver in trading
stocks, ETF, derivatives, etc. Those measures will help
more funds to inject to Hong Kong stock market and
hence boost the Hang Seng Index from current level. With
the exemption of stamp duty, the overall Hong Kong stock
market will be expected to improve and create a positive
spiral on financial market as a whole, from new IPO
cases to fund raising amount.”
government to consider further tax reliefs such as ESG
and technology projects.},

Lee also encourage the
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Hong Kong can be the trading hub of art pieces

Lee mentioned that since the introduction of zero tax
policy on wine trading, wine trading in Hong Kong has
been booming since then. Hong Kong may consider
developing into a trading centre for famous paintings and
antiques. “Today, the most popular art pieces are those
famous paintings from the western countries, involving
hundreds of millions of dollars. However, the perceived
value of the artworks or antiquities by Chinese artists
are significantly lower. As the international city, the
gateway to mainland China, Hong Kong has rich culture
heritage and is destined to take the role to strengthen its
position as the trading hub of art pieces, from paintings,
to antiquities of past dynasties like Qing and Ming. If it is
developed into a trading centre, it can first absorb many
external funds, and the second is to drive Chinese culture,
Hong Kong will be therefore more tangible globally.” §
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Hong Kong’s advantageous risk control

Singapore strengthened the review of the establishment of
family offices by Chinese companies, with media cited that
two applications involving Chinese family offices were rejected
this year. Lee said that Hong Kong’s anti-money laundering
regulations have always been strict, and those funds arrived
Hong Kong already undergo stringent review by supervising
bodies. Compared with similar regions, Hong Kong still has
advantages in the family office industry, which can step into
numerous markets in Hong Kong, China and the Middle East
at the same time. “Many business owners from the Mainland
are all ultra—high net worth people, which is more than enough
for Hong Kong to serve them all. As a “start-up”, Hong Kong
can first focus on Hong Kong and then Mainland China, it is
absolutely a smart strategy to gain more experience. The
Middle East is looking to invest in Mainland enterprises, while
both the ME and China are very eager to work closely in terms
of business and trading, Hong Kong is a perfect platform to
handle those investment and transactions.”

Accelerating the Belt Road Initiative and
Outreaching Middle East for risk aversion

In terms of the macro financial market fluctuation, especially
the scandalous Credit Suisse collapse has seriously
jeopardized the market confidence in private banks. Lee
acknowledged that the Credit Suisse incident caused many
customers to worry about it and could only diversify their
investments. In addition to focusing on bank interest income,
funds can also be diversified to other low risk investments.
Lee also mentioned that the US-China trade war continued
to affect the economies of Hong Kong and the Mainland, and
in order to reduce the risk, it was necessary to accelerate
the development of the Belt and Road and the Middle East
markets. “The Sino-US trade war has an absolute impact
on Hong Kong, but this is not a factor we can control. We
can only reduce risks, accelerate cooperations with Belt and
Road countries, and accelerate cooperation with Middle East
countries. In the future, it is obvious that there will be two
business circles, the western one, represented by Europe
and the United States, while the eastern one composed of
Hong Kong, Mainland China and Belt and Road countries.
Hong Kong has its uniqueness as an international city. Many
European and American countries will feel that Hong Kong is
always advantageous and able to connect with Europe and
the United States. This will continue to be an advantage for a
relatively longer period of time if not forever.” §
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Demand for FO - evolution of wealth management
for high net-worth individual

Hong Kong’s high-net-worth customer base has historically been
largely served by the private banking division of large banks. The
fees charged by these private banking divisions during periods of
high volume and volume of new products in the market are also
dominated by sales and transaction commissions for these products,
which are incentivized to drive customers to trade more or invest in
new products from their bank’s group of companies. As a result, the
overall risk assessment and management of customer wealth is often
a secondary consideration. While the Private Banking Division, as
well as its parent company, tends to enforce a relatively “loose” or
“misguided” customer risk assessment and internal control in order
generate better sales performance, in which case the contradiction
between the interests of private banking and customers is highlighted.

The most classic example was the Lehman Brothers minibond saga in 2008.
During the year, the SFC imposed a severe penalty of HKD400,000,000
on HSBC Private Bank (Suisse), a member of the HSBC Group. The main
reason was that the private bank sold derivative financial products before
the global financial crisis in 2008, which were also structural commodities
such as the so-called Lehman linked bond, involving serious deficiencies
such as internal control and mis-selling practises, including failure to
understand the real risk status of the customer, failure to accurately
report the product to be truly suitable for the customer, and failure to
monitor in the sales process to avoid leverage. All these deficiencies bring
unnecessary risk of loss to customers, and in fact many people suffer
significant losses. The SFC pointed out that in mid-2008, Lehman Brothers
continued to sell its bond products to customers although they aware of
their deteriorating credit quality. Many people with low or medium risk in
the sales process bought the most risky Lehman bonds until two weeks
before Lehman Brothers collapsed. The SFC also noted that when the Bank
sells a derivative financial product that was internally rated as the highest
risk to its clients, there were no monitoring systems and measures to
prevent clients from those investments or to ensure that those clients have
sufficient funds to bear the investment risk, which in total brought a profit
of HKD2,190,000,000 to the Bank.

Recently, a private banking customer in Taiwan filed a lawsuit with
Deutsche Bank AG, Hong Kong Branch, alleging that the bank’s private
banking relationship manager was suspected of misappropriating a total of
HKD240,000,000 facility. The customer in the case obtained a loan facility
of US $37,000,000 cross—collateralized with his family assets, which the
customer alleged that the loan amount was misappropriated by his private
banking relationship manager, another defendant in the complaint, without
the proper authorization of the customer. Since then, customer managers
and money have been missing. The customer pointed out in the complaint
that he failed to monitor his business relationship through continuous
customer due diligence, i.e. to review the documents, data and information
relating to the customer obtained by the bank for the customer from
time to time to ensure that the requirements were updated and relevant;
Transaction monitoring, i.e. identifying transactions with complexity,
abnormal amounts and abnormal patterns; Review the background and
purpose of these transactions and set out the findings in writing. The case
not only exposed private banks to deficiencies in managing and protecting
customers’ interests from internal control deficiencies, but also exposed
regulators to their disengagement in ensuring private banking service
providers’ compliance with customers’ best interests. §,

Editorial Team, Family Office Magazine
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Disclaimer

All information contained in this book ("the
said information") is for reference only. No
representation or warranty, whether express or
implied, is given by ( Money Leaders Magazine )
as to the completeness or accuracy of the said
information. User shall use the said information
at his own risk. { Money Leaders Magazine )
shall not be responsible for any loss or damage
suffered or that may be suffered by any person
from using or relying on the said information.
The said information could not substitute for
professional advice. Prior to using or relying on
the said information, users should assess and
verify the accuracy of the said information and

seek appropriate professional advice.
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