Suggestions in response to the “Public Consultation on 2004 Digital 21
Strategy” of the Communications and Technology Branch of the Commerce,
Industry and Technology Bureau

1. BACKGROUND

1.1 In 1998, the Government promulgated the first Digital 21 IT Strategy with the aim
of enhancing and promoting Hong Kong’s information infrastructure and services.
An updated Strategy was issued in 2001 to position Hong Kong as a leading

e-business community and digital city in the globally connected world.

1.2 To sustain the momentum created in the last five years and to harness the benefits
of IT for business, the community and Hong Kong’s position in the world, the
Government has reviewed the implementation of the 2001 Strategy and intends to
issue an updated Strategy in early 2004. To enable this exercise to benefit from the
input of the IT industry, the business sector, professional bodies, educational and
training institutions, and other relevant bodies are being invited to comment on the
2004 Digital 21 Strategy before finalizing it.

1.3 Vested with the mission to provide quality infrastructure and support facilities for
innovation and technology development, the Hong Kong Science and Technology
Parks Corporation (HKSTP), in consultation with representatives from professional
bodies, the industry, Science Park tenants and incubatees of HKSTP, formed a
Working Group, met for 3 times in the last few weeks and come up with the
following recommendations in response the “Public Consultation on 2004 Digital

21 Strategy”

1.4 Members of the Working Group include:

Chairman: Ir. SW Cheung, V.P., Business Development and Technology Support,
HKSTP

Members: Mr. Peter Li, GM., Agile Software Ltd and also a tenant of the Hong
Kong Science Park
Mr. Charles Mok, President, Hong Kong Information Technology
Federation (HKITF)
Mr. David Chow, Chairman, Hong Kong Linux Industry Association
(HKLIA), and also M.D, Shaolin Microsystem Ltd, an incubatee of
HKSTP Incu-Tech Programme
Mr. Edmund Ma, President, Hong Kong & Mainland Software Industry
Cooperation Association (HKMSICA)
Dr. Elizabeth Quat, President, Internet Professionals Association
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Mr. Henry Lau, Chairman and CEO, Skyworth Multimedia
International Ltd

Mr. S. H. Pau, V.P,, Projects and Facilities, HKSTP

Mr. Thomas Chan, G.M., Finance and Administration, HKSTP

Mr. Ricky Ma, Senior Manager, Marketing and Admission, HKSTP

Mr. Joseph Leung, Manager, Information Technology, HKSTP

Mr. Stewart Wan, Manager, Projects and Facilities, HKSTP

Secretary: Mr. Frederick Yung, Senior Manager, Business Development and

Technology Support, HKSTP

2. TOPICS OF INTEREST

2.1 Open Software Technology and Open Standard Adoption in the HKSARG

Overview:

2.1.1

2.1.2

Linux as an open source operating system has been around for a while and
gradually gaining acceptance in the market, though the de-facto Microsoft
Windows operating system 1is still the most widely used one for personal

computers.

Governments of many countries or regions have been incorporating open
software technology and open standard with varying degrees. However, the
HKSARG is a very late adopter of open source and open standards on computer
systems. Many of the electronic forms or documents for submission to the
HKSARG have specified the requirement in existing proprietary platform,
instead of allowing alternatives, such as open source operating system and
application software. Actually, many counties, like the UK, Brazil, India ,
Finland, Singapore and S. Korea have announced a clear open software

technology and open standard migration strategy since 2001.

There is a policy in the China Mainland to adopt an open software technology
and open standard and its development will impact the local IT industry in

developing application software for use in the Greater China Region.

2.1.4 Details of open software technology and open standard is attached in Appendix

1.

Recommendation:
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2.1.5

We recommend that the HKSARG adopts the open software technology and
open standard in parallel with the Microsoft Windows platform so that things
will synchronize with the Mainland as and when required. The Government
should also work very closely with the corresponding Ministry in the Mainland
to receive first hand information on its policy and adoption of open source

computing.

2.2 Setting up of Software Testing Laboratory

Overview:

2.2.1

222

223

Hong Kong is actually competing with the world in developing application
software. However, there are applications already dominated by a few
international renowned brand names which make competition from a local
software developer extremely difficult. Domain knowledge is also important in
application development. Good examples are MRP, ERP and CRM applications,
Hong Kong just do not have big enough enterprises locally to acquire the needed

domain knowledge to develop a world class software in these areas.

Thus, we should concentrate software development that we have very good
domain knowledge, experience, manpower and partners and the general
consensus of our strong-hold industries include financial, clock and watch, toy,
clothing, broadcasting and logistics. An example is a garment related software,
developed by Prima, called Primavision, that has gained a world wide leading

marketing share. (The company was acquire by a French company)

Details of Software Testing Laboratory is attached in Appendix 2.

Recommendation:

22.4

2.2.5

We recommend that in order to encourage software developers to develop
application software in these targeted industries, Hong Kong should set up a
Software Testing Laboratory. Software testing is an important step in the
software development cycle, which includes a few well defined steps such as
market requirement, design, architecture, implementation, testing, release and
sustaining. This cycle is being practiced by global software companies in

releasing different product versions after versions.

Professional software testing necessitates different hardware combination and
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2.2.6

2.2.7

software platforms. Hardware includes PC desktops and servers, Sun Sparc
workstations and servers, IBM mainframe, etc. Software platforms include
different operating systems, databases, application servers, etc. These facilities
are costly to build and also need constant upgrades. Only large companies can
afford such infrastructures in-house. It would be very helpful if a neutral party
like HKSTP has such common facilities for all to share. We can even have a

formal test laboratory for ISO certification and performance benchmarking.

Software development tools should be made available to all as well. For
example, Microsoft development tools, BEA Weblogic, Oracle database,
Rational clearcase, etc. For the same reason, these tools are quite expensive to
acquire and upgrade. Since these are common tools for most software
development companies and yet they need to be used in-house, HKSTP is also in
a good position to deal with relevant software vendors and secure deep

discounts.

The above implementation can be considered in conjunction with the Hong

Kong International Exchange Centre under section 2.4

2.3  Setting up of Grid Computing / High Performance Computing (HPC) Centre

Overview:

2.3.1 Grid computing refers to the seamless and scalable access to wide-area distributed

resources. Computational Grids enable the sharing, selection and aggregation of
a wide variety of geographically distributed computational resources (such as
supercomputers, computer clusters, storage systems, data sources, instruments,
people) and presents them as a single, unified resource for solving large-scale
computing and data intensive computing applications (e.g. molecular modelling
for drug design, brain activity analysis and high energy physics.) The idea is
analogous to electric power network (grid) where power generators are
distributed, but the users are able to access electric power without bothering
about the source of energy and its location. Grid is a type of parallel and
distributed system that enables the sharing, selection, and aggregate of
geographically distributed “autonomous” resources dynamically at routine
depending on their availability, capability, performance, cost and users’
quality-of-service requirements. Sometimes grid computing and cluster
computing are being mixed up. The key distinction between clusters and grids is
mainly lie in the way resources are managed. In the case of clusters, the resource
allocation is performed by a centralized manager and all nodes cooperatively
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232

233

work together as a single unify resources. In the case of grids, each node has its
own resource manager and do not aim for providing a single system view

(extracted from www.gridcomputing.com)

In order to better utilize computing power, the Grid computing concept has been
implemented in many countries / regions to form High Performance Computing
(HPC) centres. Shenzhen, Beijing, Shanghai already have their HPC centres, not
to mention the rest of the world. In Hong Kong, there is the Hong Kong Institute
of HPC, and there is a tremendous computing power within each university.
However, these massive computing resources are not yet networked together to

form a Hong Kong HPC centre

Details of Grid Computing/High Performance Computing (HPC) Centre is
attached in Appendix 3.

Recommendation:

234

2.3.5

We recommend that all major computing resources in Hong Kong that are
publicly owned be networked together to form a Hong Kong HPC Centre. The
initial targets are all the computing resources of the universities. The resources
of the Hong Kong HPC Centre should then be accessible and used publicly (with
control mechanisms). The local IT industry should be encouraged to develop
grid application software and related industries requiring massive computing

power should be encouraged to tap into using the resources.

HKSTP with its neutral position, is in a good position to work with the various

universities to locate this HPC Centre in Hong Kong Science Park.

2.4 Setting up of Hong Kong International Software Exchange Centre

Overview:

24.1

Hong Kong has been an international city for decades, and the residents are
multi-cultural and speak good commercial English. We also have a good legal
system based on common law, a good and financial system with free flow of
money, a good land, sea and air transport system and a good tele-communication
system. All these make Hong Kong an excellent trading centre for the world,
especially involving trading with the Mainland, where Hong Kong has been

acting as a window for China.
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243

On the software front, due to the lack of international exposure and language
barrier, it has been difficult for Mainland software to export to the rest of the
world and vice versa. Hong Kong is unique and well positioned to facilitate as a
software exchange centre to add value in project management, sales and
marketing, consulting and inject domain knowledge as appropriate in the

process.

Details of Hong Kong International Software Exchange Centre is attached in

Appendix 4.

Recommendation:

24.4

245

24.6

2.4.7

We recommend that Hong Kong set up an International Software Exchange
Centre for the purposes of (a) demonstrating software packages from the
Mainland, Hong Kong and the rest of the world (b) displaying catalogues,
manuals and related information of software packages. The theme inside the
Centre can either be geographical or application specific, or both. The ultimate
objective is to let overseas software suppliers come to Hong Kong whenever
they want to sell to the Mainland and Mainland companies to come to Hong
Kong whenever they are looking for a solution from overseas. This will also

provide a venue for all parties to foster marketing/distribution partnership.

To cope with the demonstrations, the platforms of which may be common to
many software packages, the Centre should be equipped with the most popular

software tools and hardware boxes.

HKSTP is in a position to host this Centre because of its neutrality and mission
and the Science Park or the Tech Centre are both excellent physical locations.
The Hong Kong and Mainland Software Industry Cooperation Association, with
its connections in the Mainland and with the various Software Parks and the
software industry, is a very good partner to work together with to put this

Software Exchange Centre at work.

With the set up of this Hong Kong International Software Exchange Centre, the
Government should actively promote to overseas IT companies to use Hong
Kong as a window to China to enter into the Mainland market. Hong Kong with
its international exposure, sales and marketing expertise, project management
experience, and coupled with the Software Testing Laboratory as outline in

section 2.2, will naturally function as a localization R&D centre.
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2.5 A Unified Approach To Seek Overseas Opportunities For The Local IT Industry

Overview:

25.1

There is a limit as to how large the demand of IT solutions in the local market,
and in order to promote the local IT industry, we should encourage local IT firms

to bid for regional and international tenders.

2.5.2 It is a common practice for countries to set up trade representative offices in
foreign countries to explore the business opportunities therein for local firms, so
should Hong Kong.

2.5.3 However, some countries have moved one-step ahead by proactively offering
chargeable services to support and assist local IT companies to win global IT
contracts. Hong Kong is currently lagging behind in such practice.

2.5.4 Details of a unified approach to seek overseas IT opportunities is attached in
Appendix 5.

Recommendation:

2.5.5 The Government, and the body responsible for encouraging foreign trade in the

IT industry in particular (the Government should appoint one single body
instead of having different independent bodies doing a very similar task), should
apply more innovative and assertive practices and establish an IT trade
representative office in each of the targeted foreign market or strengthen the
existing ones to incorporate such role, in active pursuance of business
opportunities, such as government contracts, for the local IT industry. These
offices will have to be staffed with IT business development professionals to

cater for the special needs of the IT industry.

2.6 Active Collaboration With The Mainland On The Progress Of Digital Broadcasting

/ TV Standard

Overview:

2.6.1

Since the 1980s, digital technology has been used in television remote control,
auto-channel searching, storage and on-screen display etc to enhance the
user-friendliness of TV sets, but little has been done in the video image and
audio quality improvement.
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2.6.2

2.6.3

2.6.4

2.6.5

2.6.6

2.6.7

At the end of the 1980s, digital technology was first used in TV signal
processing, providing capabilities such as digital color decoding, noise reduction,
echo cancelling, interlacing scanning etc. to enhance the video and audio quality

on television. However, the TV signal is still transmitted in the analog mode.

The new digital broadcast television uses digital signal in TV programme
production, editing, broadcasting and transmitting until the receiving end to

ensure maximum video and audio quality received by users.

Digital broadcasting enables the transmission of a massive incremental digital
information, including electronic programme guide, multimedia information
browsing (stock information, yellow pages, digital newspaper and games etc)

and on-line upgrade of television reception software.

A more reliable conditional access system also enables the broadcasting
operators to be more flexible in terms of charging according to users, time slots,
channels or even programmes. This will allow operators to provide better service
and programme. With some modifications in the transmitting network,
interactivity can be deployed, such as interactive TV, interactive game, TV

banking, video shopping, video on demand etc.

Traditional broadcasting usually employ the following three TV broadcasting
methodologies:-

e Terrestrial

o Satellite

e Cable.

Based on these 3 broadcasting methods, Europe has developed the DVB-T,
DVB-S, and DVB-C digital TV standards, and they are being used by a lot of
countries. The USA has established the ATSC digital TV standard, and is being
used in the USA, S. America and S. Korea. Japan has established the ISBD
digital standard, and is being used in Japan. The major difference in the 3
standards lies in the terrestrial broadcasting. So far, China has not established its

own terrestrial television broadcasting standard.

Because of the large number of analog color TV sets still being used, coupled
with the rapid change in the development of digital broadcasting standard,
digital set-top box will play a major role in popularize digital television without

the need of replacing all the existing analog TV sets.
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2.6.8 In China, the digital television industry is being coordinated by the following

ministries:-
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2.6.9 The China’s digital broadcasting standard is mainly based on the European
standard, with the total adoption of DVB-S, and adaptation of DVB-C with
modifications. As to terrestrial broadcasting standard, the original plan is to
establish it by the end of 2003, but now it is unlikely that it can be done. The 2
major proposals came form Tsinghua University and Shanghai Jiaotung
University, the platforms of which are based on the European DVB-T and
American ATSC standards respectively.

2.6.10 The market for digital television in China is substantial. It was planned to have 1
million digital TV users by 2003 and increase to 30 million by 2005, requiring a
equal number of set-top boxes. With a retail price of RMB600 per set-top box,
the market is as high as RMB18,000 million. With a monthly subscription fee of
RMB30 per user, the annual subscription fee will be RMB10,800 million. There
will also be value added services revenue coming from stock information, VOD,

games etc.

2.6.11 Details of active collaboration with the Mainland on the progress of digital
broadcasting/TV standard is attached in Appendix 6.

Recommendation:

2.6.12 The markets for set top boxes, value added services and eventually the digital
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TV sets are very large, Hong Kong should not miss out in developing the related
components, hardware, software and value added services (IT&T related) in the
migration of digital broadcasting and digital television in the Mainland. We
recommend that the Commerce, Industry and Technology Bureau maintains a
high level contact with the related ministries of the Mainland to channel back in
time the needed technical information and development to the industries in Hong

Kong.

2.6.13 HKSTP will also assist its IC design and system design tenants and incubatees to

participate in the huge growth opportunities in China. HKSTP will work with
FHKI to evaluate the need of setting up shared facilities in Hong Kong Science
Park to support the digital broadcasting industry in Hong Kong.

3 CONCLUSION

3.1

3.2

In mapping out the 2004 Digital 21 Strategy, we recommend to put emphasis on
how Hong Kong can ride on the digital era and established infrastructure that we
have developed in the last 5 years and benefit from them business-wise by the

related industries, especially the IT one.

The adoption of open software technology and open standard, the setting up of a
software testing laboratory and a grid computing/high performance computing
centre will provide the hardware and software platforms needed for the
establishment of the Hong Kong International Software Exchange Centre to
promote Hong Kong as a software hub for the Mainland and overseas companies
to do business (including sales and marketing, localization, etc.) via Hong Kong,
with the HKSARG playing an active role as a facilitator and promoter for all
parties concerned. The Government should also take the initiative in active
collaboration with the Mainland on digital broadcasting and digital television
standard, and all these will contribute in raising the IT standard of Hong Kong in
general and the IT industry in specific, and at the same time create employment

and wealth in Hong Kong.

Submitted by: Hong Kong Science and Technology Parks Corporation

10 December 2003

Contact person: Frederick W.S. Yung

Senior Manager
Business Development and Incubation Support
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Hong Kong Science and Technology Parks Corporation

Address: Tech Centre Office
1/F., Tech Centre,
72 Tat Chee Avenue, Kowloon Tong,
Hong Kong.

Email: fred.yung@hkstp.org

Phone: 2784 2608

Fax: 27884261
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Appendix 1

Open Software Technology and Open Standard Adoption

Evidence of late movement to open technologies

Currently the encourgement from Government to use Linux is not enough. For
example, Beijing Government has announced a training scheme to train 100 Linux
trainers (teachers), 1000 Linux engineers and 10,000 Linux users. This should spread
through the use of Linux in different layers of the society immediately. Also China
Government has successful attracted IBM to set up a multi-million Linux centre in
China. I believe HK Government can take some initiative in doing something like
this.

Thailand government funded the education sector for purchase over 330,000 units of
personal computers with Linux preloaded to encourage Linux usage from primary
education to secondary education.

In China, in general, Government and major enterprises, they prefer open source
software like Linux in preference to other non-open source software. The reason is
obvious. They need security and protected from software suppliers hacking into their
systems. For example, Beijing Government has made a giant step towards open
source software is to award a substiantial tender for replacing all their systems to
Linux gradually from year 2001. Another good example is our neighbour country,
South Korea. They are the most aggressive Government in Asia in encouraging use of
Linux. Because of the copyright problem, most of the organization favours Linux and
are widely being accepted in the Country.

UK government also annouced a clear Linux and opensource migration strategy since
2001.

Brazil, India, Finland, Singapore, Korea and many countries' government also did a
similar annoucement since 2000 and 2001.

The Hong Kong government is a very late adopter of open-source and open standards
on computer systems. However, until now, our government didn't make such
annoucement regarding preference to open standard strategy. Having a clear open
standard strategy is clearly a world wide initiative rather than a regional or specific
industry initiative. It is a pitty that HK government is still lacking behind the
WORLD trend.

Low awareness of importance of open standard

History of the computing and information industry tells us proprietary platforms
played a hard time in the industry. Say, fax machine and mailling systems. In the old
days, fax sender and fax receiver must have the same fax machine to communicate.
Until we have an open standard protocol so that fax can be commodify. Our email
systems todays uses the SMTP protocol which is an open standard protocol existed
for than 20 years, which before we have dozens of proprietary email protocols which
didn't success. The Internet took more than 20 years to become so successful (as
today's Internet), by merging dozens of private networks into a single unified network
(The Internet) using the standard Internet Protocol (IP) for exchanging information
cross regions, linking up countries and organizations.
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Appendix 1

We already know open standard drives public adoption to a certain technology.
Close source does not imply non-open standard, but open source does implies open
standard. For example, an email program such as Netscape mail or Eudora mail is not
an open source software, bu they both compliance to open standard email protocols
such as POP3, IMAP4, and SMTP such that they can talk to each other.

Government should consider the lowest Total Cost of Ownership (TCO) of a system
rather than always the lowest Total Cost of Acquisition (TCA) as a long term cost
saving strategy. The most important of a system is the scalability, interoperability and
the most importance is resource life-cycle management. As open source guarantees
the user herself to control its life cycle, there is no reason why open source and open
standard requirement is not in our tenders.

Open standard requirement is always not in government tender requirements. HK
government have put on paper in black and white on its purchasing policy to select a
service or product from more than one supplier or having at least an alternative
solution provided by a secondary supplier. However, the HK government has
demonstrated that most of its projects and applications are build on a single
proprietary platform (e.g. Microsoft). For example, the mission critical and highly
secured HK identify card system has built its front-end (kiosk and card readers) only
operable on Microsoft Windows platform, which is a proprietary operating system by
a single company named Microsoft. This is extremely dangerous on putting our
mission critical security system which involve the whole city on a proven insecure,
unreliable and proprietary platform. Microsoft together with its products has also
broke the anti-trust law in USA, the court case between the state government of
California was closed in August 2003 and Microsoft was guilty for breaking the
anti-trust law together with a compensation of 1.2 billion US dollars to consumers.

P.2 of 2



Appendix 2

Software Testing Laboratory

The success of the Digital 21 strategy is highly dependent on how Hong Kong can be
transformed into a Hi-Tech centre of Asia. The definition of Hi-Tech centre is a high
degree of research and development activities where original ideas and products are
developed. A lot of the neighboring cities and countries are pursuing the same goal with
substantial government support, infrastructure and policies. There is no doubt that the
same measures can be taken in Hong Kong to enhance the transformation. Yet we do not
want just a “me too” strategy. Instead, we want to make Hong Kong a leader in the new
digital era for Asia. To make the Hong Kong strategy successful and always at the
frontier, we need a way to differentiate ourselves from our neighbors.

An important step in the differentiation is to evaluate our strength. Hong Kong has quite a
few stronghold industries that has put up in front of other part of Asia. A general
consensus of our stronghold industries is financials, clock and watch, toy, clothing,
broadcasting and logistics. Within these industries, we have substantial domain
knowledge, experience, manpower, expertise and partners. These factors coincide with
the ingredients to build a professional software product.

Software has very broad application and is ubiquitous in our daily life. Software usually
works with hardware and is designed to solve a particular set of problems. Domain
knowledge is always required to get the know-how of the problems before they can be
solved. Besides, breath of knowledge in technology is required to design a scalable and
flexible system. On top of that, experience in software development cycle is critical to
produce world-class software with professional quality. Formal software development
comprises what is commonly called a product development cycle. The cycles have a few
well-defined steps that are marketing requirement, design, architecture, implementation,
testing, release and sustaining. The cycle is being practiced by global software companies
in releasing different products versions after versions.

As mentioned before, Hong Kong has considerable domain expertise in our stronghold
industries. Therefore, we should focus our software development around these fields for
best leverage and chance of success. Being a software technological leader in one or two
of our stronghold industries is going to make Hong Kong a very successful R&D center.
Together with a good business environment and the premium location within Asia, Hong
Kong is well position to lead in the software frontier of these areas. Business processes in
these industries can be automated with well-designed software. Software can further
enhance the productivities and creativities of these industries to leapfrog other competing
nations.

Besides domain expertise, personnel with breath of technology are also required. Hong
Kong has a late start in software industry and therefore it will take some time for the
skills to be developed locally. There are different ways to solve this problem. First, we
need to make it easy to import skilled labor from other places. Hong Kong has done well
in this aspect, as there are simplified work visa procedures for this type of people. Second,
Hong Kong government needs to provide the right business environment to attract well-
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Appendix 2

established software company to come and set up their R&D center in Hong Kong. Third,
the government needs to instill the right policy to encourage local start-up company in
software development.

Hong Kong Science Park, TechCentre and related locations are sites built by the Hong
Kong government to promote hi-tech development industry. The parks are supported by
the government and serve as magnets and homes for software companies. Various
programs and facilities are available in the parks to facilitate hi-tech development. This
document will not discuss these existing facilities. Instead, it will focus on what is not
available but essential for software development.

For the betterment of the Hong Kong software industry, 2 improvements in the soft-
infrastructure can be made:

First, a software-testing laboratory should be built. As discussed above, software testing
is an important step in the software development cycle. Professional software testing
necessitates different hardware combination and software platforms. Hardware includes
PC desktops and servers, Sun Sparc workstations and servers, IBM main frame, etc.
Software platforms include different operating systems, databases, application servers,
etc. These facilities are costly to build and also need constant upgrades. Only large
companies can afford such infrastructures in-house. It would be very helpful if Science
Park has such common facilities for all the tenants to share. We can even have a formal
test laboratory for ISO certification and performance benchmarking.

Second, software development tools should be made available to all the tenants at cost.
For example, Microsoft development tools, BEA Weblogic, Oracle database, Rational
clearcase, etc. For the same reason, these tools are quite expensive to acquire and upgrade.
Since these are common tools for most software development companies and yet they
needs to be used in-house. Science Park should strike a deal with relevant software
vendors and secure deep discount for the tenants.

After all, we need to promote entrepreneurships by providing the right facilities and tools
at low or zero cost. It is believe local companies are the ultimate driving force for the
software industries in Hong Kong and will determine the success of the hi-tech
transformation of the Hong Kong economy.
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Appendix 3

Grid Computing/High Performance Computing (HPC) Centre

Grid and high performance cluster computing is the emerging technology, and is
believe to be the most disruptive technology of the next decade. Cluster computing
technology using as high performance computing (HPC) is a mature technology and
has been widely adopted worldwide in the past decade. Many universities and
governments including China, Singapore, Korea and Japan government have already
made a movement on setting up high performance computing centers to facilitate
HPC users on sharing high computing power and as for developers for R&D usages.
Universities in Hong Kong has also setup HPC facilities for their own use.
Government has also adopted high performance clustering computing technology for
in some departments. This shows Hong Kong has been a fast technology adopter.
However, just being a technology adopter it is not good enough and cannot gain
enough econormic advantage for the Hong Kong IT industry through this emerging
technology wave. As Grid and high performance cluster computing are very important
and not just Hong Kong, the Hong Kong IT industry should make use of this
opportunity by technology innovation and creation in this area. At the same time,
Government should react quickly on encourage and facilitate local IT industry on
developing cluster, Grid, distributed network applications or related resources. For
example, we can set up publically accessible HPC R&D facilities in HKSTP to
facilitate developers and users. This can not just to serve users and developers, but
also promoting Hong Kong as a high tech city and attract technology invesntments.
To ensure our industry could catch up this wave, this must be done as soon as possible.
Since Hong Kong already have the experience on implementing HPC centers and
related projects as users and adopters. This means we already have the domain
knowledge of users of HPC. Hong Kong also have its unique advantages on being a
HPC technology adopters. With its geographical nature of high density of population
which is very suitable for Grid computing infrastructure. Hong Kong also have good
HPC user candidates, for example, Bioinformatic industry and digital entertainment in
which are encouraged by the Hong Kong Government. Other industries such as online
gaming, financial services and banking, the Government, and of course the IT
industry are all good candidates of HPC users. Hong Kong Science and Technology
Parks with the initiatives on setting up an internation software exchange centre and
the software testing and certification center, the HPC R&D center can further enhance
and complement the scene. With already a high potential market and good networking
infrastructure, Hong Kong should have no reason on not pushing this emerging

technology aggressively in the region.
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Appendix 4

Hong Kong International Software (Exchange) Centre

The Digital 21 IT Strategy, which promulgated by Hong Kong Government in 1998, with
the aim to enhance and promote Hong Kong’s infrastructure and services, did bring to
Hong Kong a new age of electronic information. The ESD, smart ID cards and many
other projects did expedite the development of IT application in daily life.

After 5 years, Digital 21 is entering the second stage. It’s the right time to consider
implementing benefit to the IT industry in a more direct aspect. As software is becoming
more important to the IT industry, the topic of how we can gear up the local software
industry becoming a more and more hot topic the industry is discussing.

China spends a lot of effort in stimulating the software industry; besides granting a
special VAT (value added Tax) rate from 17% to 3 %, the Central and district
Government also allocates the budgets to help grow the industry. China expects the
software industry to have a big growth in the coming five years and to become one of the
key software exporting or outsourcing country like India. The whole country is trying its
best to draw talents, expertise, investment and customers of the software industry. In
differentiating among themselves in this booming industry, some of the provinces/cities
have found their values and have repositioned themselves to meet the competition.

How can the local software industry takes this opportunity to expand their business, how
can Hong Kong be benefit from this up growing industry as a whole and how can we
grap this opportunity? Hong Kong has values and advantages comparing to the cities in
Mainland in developing the software industry. However, Hong Kong has to identify
clearly these values, then reposition itself, re-define the role it is going to play in this
industry and this environment. These values and advantages are fading with time since
the Mainland is catching up fast. If we can form a good strategy with an effective action
plan and start quick to grap this opportunity, we are confident that Hong Kong will still
be in the winning side.

(A) STATUS

Hong Kong has some very valuable advantages in the software industry at this time
comparing to the cities in Mainland:

(1) Hong Kong is traditionally a trading port, with good transportation facilities
and world reputation for commerce activities.

(2) Hong Kong is an international city for decades, thus the people used to be in
multi-cultural background and speaking good commercial English.

(3) There are good practice of law system, financial environment, mentally
intellectual property protection.

(4) The City is full of expertise in software industry, including the experienced
marketing and sales, the project management expertise, the consultants with
domain knowledge. Besides the local professionals working in the
multinational companies for long time and used to the international
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methodology, there are also many others expertise coming from other
countries, grouping into forming a strong professionals pool here.

(5) Hong Kong is a key financial centre in the world, thus capable of raising
investment for software companies.

(6) The international trading network which can help the companies in Mainland
to export software or negotiating outsourcing software projects.

(7) Traditionally a commercial window for China and for industry, it can be also
for software industry.

(8) Through the hardworking of the other industries leaders, Hong Kong becomes
the centre of watch, toys and etc, so we can also try to make Hong Kong a
software centre.

THE PROPOSAL----
Promote Hong Kong as the Software Hub, Set up the “International Software
Exchange Centre”

Our Association, the Hong Kong and Mainland Software Industry Cooperation
Association, help promoting the local software/IT companies to expand business
outside Hong Kong. We helped to bring in, from time to time the business
opportunities information from China, we worked with TDC, HKPC to help the
local software companies in matching with mainland companies. In order to help
the local software industry to grow in a larger scale, to make use of local software
companies as the partners for those in Mainland for expanding business overseas,
we propose to set up the “Hong Kong International Exchange Centre” as one of the
important strategy.

(i) VENUE

We propose to set up, in a building in the Hong Kong Science and Technology Park,
name it to be the “Hong Kong International Software Exchange Centre” (called
Centre). The Centre rents to the local software companies and those from outside,
including from Mainland, serves a permanent location, available any time for the
purposes of (a) displaying of catalogues, manuals, and other related information of
the renters, and (b) to demonstrate the software packages of the renters (i.e.
software companies) at any time required by interested buyers or parties. The
renters can authorize the Centre to conduct the demonstration, or directly with their
own staff.

There are larger region partitions in each floor by districts, like China, Japan,
Korean, USA or etc, and also partitions by business sectors, like software packages
of ERP, Accounting, Education, Cad/Cam and etc. The renters can choose by
themselves to rent any right size and right location (booth) in the building.

We welcome all software companies from the world to rent any size in this building.

More companies to join will make it more reputable. The Centre should incorporate
a computer room, which should accommodate as many as possible the different
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most updated models of computer systems from vendors. Also, the Centre should
also install the most popular software tools. In this case, the renters (software
companies) can just bring their software packages and then they can show on
terminals located in their booth, and no need to worry the rest.

This Centre is different from the exhibition, which just last for a few days.

To be an extension, the computer room can be developed into a software laboratory
which can help to test the software packages to match any required standards, or to
test the compatibility, stability or comparison.

To start with, it’s easy to set up the “China Pavilion”, to attract the software
companies from Mainland China, then other countries like Japan, Korean, USA,
Canada, Australia and etc.

(i) FUNCTIONS
This centre serves the business sectors and also the community.
For business:

(1) Let software companies from the world to demonstrate their software products
(not just catalogues) permanently, by contract terms of year or months.

(2) Any people or any software companies in the world, when they want to source
some software products (from China), or some companies to be their partners
(of China) in representing their products in the region(or China), outsourcing
software projects, understanding the industry situation in the region and etc,
they can source from this Centre, and it just serves as the “Hub”. With this
arrangement, Hong Kong is definitely the first place they must visit.

(3) Extend the usage of the computer room to serve as a software testing centre,
the renters can test their software packages, or even open to the public for the
testing purpose on a chargeable basis.

(4) This is a centralized place for meeting candidate partners, or even holding
small scale seminars in hot topics of business, technologies, or training. The
Centre will provide consulting service even if the renters or visitors want to
negotiate cooperation or contracts.

For Community:

(1) The building can be decorated in the first two floors as a scientific park for
education purpose at holidays.

(2) Or any non-profit game room for students, children or even adults making use
of the software products.

(3) We can have films to explain to them what is software or the history, etc.

(4) They can come on holidays, or even trips organized by schools on weekdays.
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The new buildings in HKSTP of Taipo needs two to three years to build, at the
present stage, we suggest to start with the temporary site at the Tech-Centre of
Kowloon Tong.

(iii) BUDGET

Besides the cost of the building, the basic cost of the Centre will consist of two
parts; namely, the Computer Room with computer systems cost and other matching
equipments. The second is the cost of the basic decoration, the decoration of the
hall and meeting rooms, the business centre, administration centre ant etc.

To start with, the Centre can just host the Hong Kong and China (Mainland)
Pavilions. Pavilions of other countries can be set up later.

If computer systems can be donated by the vendors, the total budget can be much
reduced.

We expect the Centre can be on its own balance after the first initial investment and
the first 3 years expenses.

This is a very key international project with the least investment from government
and to raise the status of Hong Kong

(C) BENEFITS TO SOCIETY----STATUS

(1) If we starts with China Pavilion, then, it raises the global status of Hong Kong
in the IT/Software industry as people from all around the world of the industry
can come to Hong Kong as the one-stop-shopping place to look for
technology partners and to meet with all of the best selected representatives of
innovation and technology companies in China.

(2) Innovation and software companies all over China will recognize Hong Kong
as the best place for them to meet with overseas partners and to showcase their
innovations and technology skills for export.

(3) It’s Success will in turn attract more innovation and software technology
companies from other parts of the world which leads to be the true worldwide
software “hub”

(4) 1It’s success will reflect and prove the underlying strength of the infrastructure
and business environment of Hong Kong as a world leading free trading port
and financial centre with world class telecommunications, convenient
transportation from overseas and within the territory, well established and
highly respected legal and arbitrary system, reputation in practicing protection
of intellectual property rights, most importantly, a large pool of professionals
with international experience.
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This is a chance of re-positioning IT/Software industry in Hong Kong to
match the mainstream trend in China as well as worldwide----making Hong
Kong a perfect link in cooperation of East and West in the software industry
and executing the perfect Tripartite collaboration. Software industry is the
prime engine of American economy in the 90s and into 21% century. The
China central government position highly the software as its national grand
strategy in building the economy of China. It institutes aggressive policies and
continue to refine them to aggressively support and foster the industry. Hong
Kong should leverage and ride on this global and national wave and not to
miss this opportunity of growing this industry in Hong Kong. Without the
support from the government, we would be seeing the industry withering and
diminishing in Hong Kong, ironically, in a growing worldwide and national
software market.

This is a golden opportunity for Hong Kong to reach for the status of
international centre city of software beginning with this establishment of the
“Software Centre”. We should have the support from the Ministries and
Central government to execute the spirit of CEPA.

(D) BENEFITS TO LOCAL SOFTWARE INDUSTRY

(1

)

3)

4

The Centre will benefit both Hong Kong and China. There will be more
visitors from overseas (and from China) to visit Hong Kong for more business
negotiation. More successful stories will be reported which will breed more
successes.

Local software companies in Hong Kong, besides a centralized place to show
their catalogues, to demonstrate the software packages, in addition, they will
have more to gain as their cost of doing business locally will be lower than for
them to travel all over China mainland or overseas to look for business. The
proximity to customers will help them understand customers better and win
more business.

Hong Kong Companies can position themselves as a business facilitator,
importer/exporter or marketer in the value chain and partner with Mainland
companies present at the Software Centre to leverage on their research and
development capabilities. They can thus capitalize ion their strength in
English skills, international marketing/sales experience and project
management. The cluster effect will sure be benefit to the local software
companies, and they can then complete for more business with the dual shop-
and-factory relationship with China mainland.

Due to the proximity, local software companies in Hong Kong enjoy priority

in matching and forming partners to promote their products to China market
and to export software from China to overseas markets.
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Other business sectors related or not directly related to the IT/software
business will benefit as well. These are such as training, management
consultancy, software export/packaging companies etc.

BENEFITS TO PROFESSIONALS

(1

)

3)

More overseas and China Mainland companies will come to Hong Kong to set
up branches if they see more business can be collaborating with the Software
Centre.

There would be then be an exponential multiplying effects on more
employment opportunities for IT professionals and other related professionals.
Since more products to be export or projects to be outsourcing, Hong Kong is
capable of providing experienced project managers and consultants of
specified domain knowledge to work with the team in China.

Seminars and training will be held to coach the technology companies on how
to get financing to support their business growth. Professionals in the finance
sector will find more business opportunities with the hundreds of potential
customers.

CRTERIA OF SUCCESS

The success of the Software Centre depends on a few criteria.

(1

)

3)

4

The most important criteria of the success of the concept of setting up this
International Software Centre in Hong Kong, is to be initiated by Government
of HKSAR, then propose to, and to be supported and endorsed by the Central
Government of China. The market requires only one of this kind of centre,
and it’s un-sufficient to have two. Therefore, if the Central Government
endorses Hong Kong‘s idea, there should not be other centers to be set up
serving similar target in other cities in China. Other cities can set up technical
centers in other particular area, like ERP, embedded software, Cad/Cam or etc.
However, only the centre in Hong Kong serves the general purpose of
demonstration, testing, trading and business negotiation.

Promotion is very important. The government of Hong Kong and Mainland
China have to jointly or separately promoting, advertising the idea of
permanently displaying/demonstrating the software packages in Hong Kong,
the idea of one-stop-buying, overseas software companies visit at anytime can
have chance to meet the most of software companies around the world (to
start, from China) here in Hong Kong.

Central government can help more by encouraging companies in Mainland
and other parts of the world to visit Hong Kong and rent their demonstrating
slot. Central government might issue policies which give privileges to
software companies who join the Hong Kong Software centre.

Good set up, good management and aggressive attitude to attract renters.

P.6of7



(G)

Appendix 4

(5) Free rentals for the overseas government technology organizations, so that
they can help to promote in their countries the idea and attract more
companies to come.

CONCLUSION

The idea of making Hong Kong a Technical Hub, or start with easy one, the
Software Hub, is the wish of the industry for long time. This matches the concept
of Digital 21 to make Hong Kong a digital city, and also a digital business city.
Actually, to set up a centre to consolidate software information and software
products from around the world has been the target many cities in Mainland and
Asia, including Singapore, pursuing. However, Hong Kong has most of the
advantages in comparing. Hong Kong is more neutral, geographically centre of
Asia, advance in all the legal and other infrastructure, convenient in traveling. As a
financial centre, Hong Kong provides a short cut for software companies to raise
fund for development. A Software Centre can help, most important the local
software innovation to demonstrate their products and technology. The rich in IT
professionals in Hong Kong can fill the gap that China needs. More over, CEPA
would facilitate the decision from Central government in endorsing Hong Kong to
achieve this target.

If Hong Kong is late in making this decision, the other cities in Asia, or even in
Mainland China will catch up in time and once they established and enjoying the
result, there should no longer a second chance for Hong Kong.

There are of course a lot of problems and details in implementing the concept in
front of us, however, we wish Hong Kong SAR Government listen to the industry
and can act immediately, appoint and set up a committee to make research and
study on the feasibility of the concept, and the operation in future. Hong Kong &
Mainland Software Industry Cooperation Association is willing to join the
committee to help the industry, and achieving this great concept to turn Hong Kong
to be recognized as an international software hub.
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A Unified Approach to seek Overseas Opportunities for the Local IT Industry

Taking a more unified and proactive approach in encouraging foreign trade in the IT
industry

¢ The roles of attracting foreign investments to local IT industry and seeking foreign
business opportunities for local IT industry are now separately performed by
several independent bodies, namely, InvestHK, HKSTP, Cyberport and TDC
(TDC being more involved in matching local firms with foreign business

opportunities).

¢ Each of these bodies promotes and manages its own standard “one-stop service
plan”, whose major selling point is Hongkong’s existing business environment, IT

infrastructure, and the plan’s other value-adding services.

¢ Such scenario of individual body promoting its own programs creates confusion to
foreign investors, deterring foreign investments from entering the local IT

industry. This also indicates inefficient resources allocation.

¢ In addition, these bodies may not possess the IT domain knowledge necessary for
encouraging foreign investments. And for foreign investor, difference between
investing in Hong Kong or investing in mainland cannot be easily identified due

to inefficient education and promotion programme.

¢ Moreover, Hong Kong is promoted as the gateway to China but do not offer
one-stop service to investors seeking to operate both in Hong Kong and in China

collectively as a whole.
¢ We therefore propose the Government to allocate the responsibilities of
encouraging foreign trade to the IT industry to one single body, so that this body

may take a more unified and proactive approach in the following two areas:

(a) Leveraging Hong Kong’s strategic value to the China market in attracting

foreign investments; and

(b) Seeking business opportunities from the foreign market for the local IT

industry.
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We shall elaborate on the above as follows, each of which may also constitute an

independent proposal.

Leveraging Hong Kong’s strategic value to the China market in attracting foreign

investments

Hong Kong possesses many advantages that render her the ideal starting point for
foreign enterprises aiming to enter into the China market. In addition to her
strategic location, Hong Kong’s well-established legal and financial system,
business environment, human resources and IT infrastructure all contribute to her

advantages in this regard.

However, in order for such advantages to be realised and considered by foreign
investors, it is essential that the Government, and the body responsible for

encouraging foreign trade in the IT industry in particular, to:

i. establish concrete linkage with the Mainland IT industry that leverage Hong
Kong’s strategic position; and
il. strengthen the promotion of Hong Kong’s advantage by incorporating such

close ties with the Mainland.

It is very important for Hong Kong’s claiming as the entry point to the China
market be backed by concrete linkage with the Mainland IT industry, so that
foreign enterprises may reap the rewards of entrance in the China market while
also enjoying the benefits of Hong Kong’s established legal and financial system.
Successful establishment of such ties will strengthen Hong Kong’s positioning as
the design and marketing stronghold for the IT industry, while leveraging the

Mainland’s vast development resources.

In this regard, strong connection with Mainland’s Software Technology Parks
plays an important role. Mainland’s Software Technology Parks represent R&D

resources and human resources that are appealing to foreign enterprises.
One way to strengthen the connection with Mainland’s Software Technology

Parks is to invite all Mainland Software Technology Parks to set up a

representative office in Hong Kong to facilitate communication.
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