The SoHo Association Limted

The Soho Association Limted is an organi zation that represents the views and opi ni ons of

busi ness inthe district known by many as Soho or " Sout h of Hol | ywood Road". After conducting
aninvestigationontheeffects of the newdutyfor wi nes, we have made t he f ol | owi ng di scoveri es
in respect of the first bill. W have no coment on the second bill.

- The duty has indeed affected the F and B busi nesses in the area.

- Reports indicate that sal es for nore expensi ve wi nes (above $140 per bottl e ex-factory)
have dropped consi derably.

- Most outlets arereluctant topassonthecoststothecustoner duetotheeconom cclinmate.

- Qutlets where wi ne constitutes up to 30%or nmore of total sal es have seen a not abl e drop
in revenue since the duty increase was inposed on March 6th 2002.

After studyi ng t he subm ssi ons made by t he Hong Kong W ne I ndustry Coal i ti on, HKSAR Fi nanci al
Bureau’ s survey and general public opinion, we would Iike to state the foll ow ng:

1. The survey conpil ed by t he governnent states that "t he average ex-factory price of abottle
of wine (750m ) consumed i n Hong Kong was $30 (2001)". The TSAL woul d | i ke to point out that
this is an industry average and the outlets in Soho actually generally purchase wines with
a hi gher ex-factory price. This hel ps make the area nore attractive to our custoners as we
are known for providing quality products fromall over the world. As aresult average duty
payabl e i s nuch hi gher t han t he survey suggests. The survey al so assunes that the cost price
of the wine is about 15%of the retail price. This assunption is also grossly incorrect at
| east in the case of our outlets. 1In all fairness, as the outlets are expected to pay rent,
staf f and ot her operational costsfromthisnmargin, nost outletswll clearlyloseconsiderably
nore than what the government is assumi ng or projecting.

2. The government report justifies the increase by stating that 70%of the wines will only
attract an addi ti onal duty of $5. 3 per bottle. Thisis aHK$45, 449, 340 cost that theindustry
will have to bare. W don't see howthis figure is expected to have the "ninimal effect on
peopl e’ s livelihood" as the conclusion of the study suggests.

3. Soho, Hotels and LKF set a benchmark for the consunption of wine. Mst investors into
Hong Kong | ook towards these three channels to position their products. This in turn will
hel p their off-nmarket sales. The government survey does not seemto include any market
research fromthese di stributionchannelsasit only states supermarket figuresinitsreport.
W woul d request that the government investigate these channels if not already and provide
such figures accordingly to prove their theories.

4. The governnent also states that "the revenue collected fromduty on wi ne has renai ned

stable inthe last three years, at about $220 m I lion per annunf'. As TSAL has indi cated from
its study thereis anotablechangeinrevenue, it is safetoassunethat profits andtherefore
profits tax will be |ower than previous years thus annulling any possible extra revenue

generated from the increases in wine duties. Not to nention the fact that the bar and
restaurant i ndustrytraditionally are oneof thefirst industriestobehit duringbadecononic
tines.

5. The demand for wine is not as inelastic as that of other such “luxury goods”. Reports
fromour outl ets have shownthat if the wineistooexpensive, theywill sinply drink something
el se. Thereis, therefore, aneedfor concerntoevenspecul atethat $70m I 1ion can be rai sed

fromthe increased duty.
6. Perhaps the nost alarm ng statement made by the government is the foll ow ng:

"Wne which is inmported for re-export is not subject to duty. The rate of duty on wine is
t her ef ore not rel evant t o Hong Kong’ s posi ti on and devel oprment as aw ne di stributioncenter.”



Thi s statenent was made despite the HKWC stating that "Creating a high tax donestic nmarket
environnent for their products will not i nduce wi ne-nmaki ng conpani es and i nporters to i nvest
in Hong Kong, even if their main market focus is regional”

TSAL woul d Iike to point out that if HKWC have said that their nenbers and their overseas
partners are less likely to i nvest, why has the governnent ignored their statement? Surely
a conpany that wants to set up distribution in Asia would also conpete in the market it is
re-exporting from The government nust knowthat in order for these conpanies to invest in
Hong Kong t hey shoul d be nore conpetitivewith other Asian City's. It is after all, branding
itself as "Asia’s Wrld City". Furthernore, as Singapore have ASFTA and CEP agreenents with
Australia and New Zeal and respectively (the regi ons bi ggest producers of w ne), why woul d
any wi ne conpany want to invest in Hong Kong? Wth China's entry into the WIQ Hong Kong

is no longer seen or is needed as a gateway to China and conpanies will invest accordingly.
I nvestments fromthese types of conpani es provi de opportunities to Hong Kong people not to
mention an injection of overseas capital. Let’'s not scare them off.

7. Wthregardstothe "Asia’ WrldCity" title. The statement seens to be nore of a gi nmi ck
t hat somet hing of substance. TSAL prides itself onits internationalism as | amsure the
gover nment does. Soho is one of Hong Kong’s top tourismdraws. TSAL has reported that the
overall revenue is down as a result of the increase in duty. This not only harns the pocket
but t he i mage of Hong Kong. To ‘ buy’ that i mage back will certainly cost norethan$70mllion.

Qur organi zation would li ke to work with the government to nmai ntain and enhance Hong Kong’ s
i mage as an international city and popul ar touri st destination. Reducingthe wine duty will
certainly start that process.
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