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Dear Sirs,

Consultation Document on “ A Broader-based Tax System for Hong Kong?’

Background

The Society of Accountants welcomes the opportunity to consider the findings of the
Advisory Committee on New Broad-based Taxes (“AC") in respect of Hong Kong's tax base
and the measures identified in the Consultation Document (“the Document”) to raise
additional revenue and/or to broaden thetax. Our submission aimsto respond to, whilst not
necessarily being restricted by, the issues or questions raised in the consultation document.

While we are concerned primarily with the technical merits of the various proposals,
we are conscious of the fact that there will be social and political implications arising from
any decision to introduce any new system of broad-based indirect taxation. This being the
case, despite the view held by some tax experts that the narrowness of the existing tax basein
Hong Kong would in itself justify reform of the regime, we believe that, before coming to any
conclusion, it isincumbent on the Administration to consider carefully the results of the study
being conducted by the Task Force on Review of Public Finances (“the Task Force”) to
determine whether the budgetary deficits are a structural or cyclical phenomenon. In
addition, the state of the economy generally and the likely impact on the economy of e.g. the
costs of administration and enforcement on the one hand, and of compliance on the other, will
also be need to be considered in the context, in particular, of the timing of any major changes.

Furthermore, as part of the process of determining the underlying relationship
between revenue and expenditure, the Administration should ook carefully at the expenditure
side, to see whether there is scope for further efficiency savings and reductions in the cost of
running the business of government.

The Tax Base

The Society has for some time endeavoured to draw attention to the narrowness of the
Hong Kong'stax base. Thiswas echoed by the AC’s findings that, compared with other
jurisdictions, Hong Kong demonstrates a disproportionately heavy reliance on taxation from
property, personal income and corporate profits. Fewer than 40% of wage and salary earners,
for example, pay any salaries tax and the bulk of profitstax ispaid by asmall percentage of
businesses. If the existing situation is maintained, the narrow tax base may well resultin a
significant degree of volatility in Hong Kong'stax revenues over the long term.  If, however,



the Task Force concludes that the problem of budget deficitsis more of acyclical than
structural one, it may be that the community would be willing to accept a certain degree of
volatility as areasonable price to pay in return for maintaining the simplicity of the system.

The Society would argue, in principle, that, if the aimis basically to balance the
books from year to year, and this appears to be envisaged under the Basic Law, then, given the
constraints on making frequent substantial adjustmentsto the level of public expenditure, it is
important to ensure the stability of Hong Kong's tax revenues as far as possible.  Thiswould
imply the need for areasonably broad base of taxation. Asregards existing sources of
revenue, land is very important. However, the cost of doing businessin Hong Kongis
frequently cited as an impediment to further investment and the cost of land is one of the main
factorsinthis. Thuswhilst it isin the long-term interests of the economy to implement land
supply policies that discourage price inflation, such policiesin turn are likely to have an
impact on the levels of revenue generated from land sales and property. A broader tax base
should a'so help to reduce reliance on land and property-related income.

Against the above background, our comments on the specific taxation options
considered by the AC, aswell as afew other possibilities, are outlined below.

General Consumption Tax

The Society hasin the past suggested the need to consider broadening Hong Kong's
tax base as away of reducing the volatility associated with the over-reliance on salaries tax,
profits tax and property-derived taxes. This could be done by introducing a more extensive
system of indirect taxation such as a general consumption tax (GCT”), similar to the types of
goods and services (“GST”) or value-added (“ VAT") taxes that are applied in other
jurisdictions or, for example, awholesale sales tax, such asthat existing in Australia prior to
the recent introduction of a GST.

The disadvantage of a VAT-type tax isthat it would involve most of the business
community in additional administrative and compliance obligations. No figures have been
given in the Document for the cost of compliance or of operating and enforcing a system of
indirect taxation such asthis. An estimate of the costs should be made to present afuller
picture of what such a significant change would mean for Hong Kong. It has also been
pointed out that a GCT would tend to be regressive, i.e. it would impose arelatively higher
burden on lower income earners, and thisis acknowledged by the AC. The extent to which
thisis so will depend upon the rate of any GCT and whether there are exemptions, zero
ratings, etc. on for example staple goods and other items.  On the other hand, the more
concessions there are, the more complex the system will become and the less efficient as a
source of stable revenue. Asthe Document suggests, the lowest income groups, who would
be worst affected by this regressiveness could be compensated by other means, such as
through increased CSSA payments.

The advantage of a GCT isthat if it is genuinely broad-based, arelatively low rate
can generate a reasonable and stable revenue and it is aform of taxation that is commonly
understood and accepted in most jurisdictions around theworld.  The Document seems to
assume that any such tax should be a multi-stage tax, akin to the type of VAT that is common
in Europe, but consideration could also be given to asingle-stage retail salestax. This
would have the advantage of being administratively less complex than a VAT, although
because the “audit trail” would be less clear than with a VAT and because of the number of
small retailersin Hong Kong, it has been suggested in the past that there would need to be
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more resources involved in enforcement. However, VAT has in practice not proven to be a
simple form of tax in many jurisdictions and so there could be merit in opting for a more
administratively straightforward system.  The administrative complexities of a VAT system
would however depend to some extent on the turnover threshold above which businesses
would be required to register. We would suggest that a more detailed analysis be conducted
of the relative advantages and disadvantages of aretail salestax and a VAT-type of tax if itis
decided to proceed with a GCT.

Another aternative form of indirect taxation would be a wholesale sales tax (“WST”).
Thisin fact was the favoured approach when the Government previously issued a consultative
paper on sales tax in May 1989, and business stratification in Hong Kong might make it more
suitable for this environment than some other jurisdictions. Primafacie, aWST would have
anarrower base than a GST/VAT athough it islikely that the tax would be reflected in prices
to the consumer. One assumed advantage of this form of tax is that those responsible for the
collection, it is anticipated, would tend to be larger, more sophisticated operations than in the
case of, say, aretail salestax, and there would be fewer of them. However, while the 1989
consultation paper quoted a figure of “below 40,000 taxpayers under a WST regime, the
figure quoted for retail outletsin relation to aretail salestax wasonly “44,700”, so it is not
clear that the difference in numbers, or even level of sophistication, would be as great as
might be expected.  In addition, the burden of compliance could be significant on those
businesses affected and the purported simplicity of the system could quickly be compromised,
as appears to have occurred in Australia, where a WST wasin force until 2000, if exemptions
and/or differential rates were to beintroduced. Furthermore, a WST would not usually
extend to services, which could be regarded as a serious disadvantage for a services-orientated
economy such as Hong Kong's.

In view of the issues that outlined above, and our examination of the possible
alternative forms of taxation discussed below, we would conclude at this juncture, that while a
GCT would be the most suitable method of maintaining and stabilising revenues, further
analysis would be required to determine the most appropriate type of GCT for Hong Kong.
In the absence of the relevant comparative data, we would not take a position on one
particular form of GCT over another. However, we would stress the need to achieve what
could be a delicate balance between keeping the rate of any such tax relatively low, while at
the same time generating sufficient revenue to justify the overal costs of introducing and
operating the system, and also meeting the objective of genuinely broadening the tax base.
We would suggest that a single rate of tax should be adopted to minimise any possible
complexity.

Features of a GCT and implementational issues

SQuitable features of a broad-based consumption tax

We note the International Monetary Fund (IMF)’s recommendation of a consumption
tax for Hong Kong having the following features, e.g.:

e Low singlerate in the range of 3 - 5%

e  Few zero ratings, exempt items and special concessions

e A highregistration threshold to minimise the number of businesses required to
register



e A tourist refund scheme for goods purchased in Hong Kong and taken
overseas on departure.

We al so note the following findings of the AC with respect to introducing a general
consumption tax at a single rate of 3%:

e  Therewill be no material impact on competitiveness, as 3% islower than the
international norms and Hong Kong is the only developed economy without a
general consumption tax

e Additional tax revenuein excess of $18 billion is estimated to be derived
annually. Offsets may be available in terms of reductionsin other tax rates,
the quantum of which would vary in accordance with the additional revenue
required to be raised, as discussed under the three broad revenue scenarios

The introduction of a broad-based general consumption tax — a tax neutral package?

The Society believes that the effect of the introduction of any broader-based GCT
should aim to be tax neutral in terms of minimising any distortions on economic activity.

In addition, whilst it is clear from the scenarios that the consultants were asked to
consider in the Tax Base Study that there may be a need to increase revenues generally, the
introduction of a GCT should nevertheless avoid placing an undue burden on those taxpayers
who are least able to bear further levies. As part of any such package, therefore, offsetting
tax reductions ought to be considered. Thiswould also help in some measure to gain the
support of existing taxpayers for the changes.  Various offsetting tax measures could be
considered including:

Reduction in salaries tax rates

Reduction in profits rates

Reduction of property rates

Aboalition of hotel and accommodation tax
Abolition of estate duty.

For those in the lowest income sector, who currently fall outside of the tax net, it may
be necessary to provide for “compensation” by way of, e.g. increased monthly CSSA
payments to existing recipients, or an end-of-year specia payment to other low-wage-earners
in order to facilitate the implementation of any GCT package.

Inflationary effect of imposing a general consumption tax

To alay concerns over the impact of levying a GCT on inflation, efforts should be
made to clarify that, as supported by the findings of previous studies, any such impact would
be of a one-off nature and is likely to be limited with alow rate of GCT. Thetiming of its
introduction in relation to the economic cycle will also be important in thisrespect. The
likely effect of the introduction of a GCT at different rates on the currently depressed retail
sector has not been specifically examined in the Document, but this should also be
considered.



Preparation and planning

According to the IMF, the timeframe for introducing a GCT in a devel oped economy
is around two years from the date a decision to implement the tax istaken. For Hong Kong,
given its present limitations with customs and tax administration, the necessary timeframe
could stretch to three years.

Assuming that a GCT isto be introduced in Hong Kong, the Administration should
carefully consider the timing in light of all the relevant factors, including the estimates of
future government expenditure, projected operating deficits, the overall economic indicators,
and the resources and expertise that may be required for its design and implementation. The
Administration should ensure that the implementation of a GCT would not disproportionately
increase the costs of tax collection and compliance to the public and private sectors vis-a-vis
the revenue collected.

Adequate preparation and planning will help to ensure that any expectation raised by

the findings of the AC will be fulfilled upon the implementation of the new broad-based
taxation system.

Alternatives to a GCT - Generd

Whilst other types of taxes, such as new excise-type taxes, may also be considered,
generaly these would be less effective as a means of creating a stable and substantial revenue
stream. This being the case, at best they should be regarded as possible subsidiary measures,
if not altogether discounted as less favourable alternatives to a system of taxation on general
consumption. Increasing the rates of existing direct taxes, such as salaries and profits tax, on
the other hand, would not broaden the tax base, nor tackle the issue of the potential volatility
of revenues. Our views on the specific forms of taxes referred to in the Document as well as
certain other possibilities are indicated bel ow.

Saaries Tax and Profits Tax Rates

Increasing salaries and profits tax rates would entail similar shortcomings. As
indicated above, we would agree with the AC’s views that increasing salaries and profits tax
rates would not widen the tax base and would place the burden of paying the additional tax
only on those currently in the tax net.  In addition, this option would not address the issue of
vulnerability to cyclical economic changes and, so, would not help to stabilise the tax base.

Furthermore, increasing salaries and/or profits tax rates would increase reliance on
direct taxation which would run counter to the international trend. It could also affect Hong
Kong's competitiveness and long-term devel opment at a time when we can least afford thisin
view of the Mainland’'simpending entry into the World Trade Organisation. Our low profits
and salaries tax regime has almost certainly been one of the key featuresin attracting new
businesses and skilled workers.  We therefore agree with the AC that increasing rates of
these direct taxes could damage Hong Kong's ability to attract investment and high-calibre
employeesin future.



The Society has previously expressed the view, repeated above, that the aim should
be to implement some offsetting reductions in rates of direct taxation, such as salaries and
profitstax, in conjunction with the introduction of more broadly-based taxation. Thiswould
help to reduce the burden on the middle-classin particular and allay some of the concerns
expressed by the community about aGCT. There should clearly not be any increase in
salaries and profits tax in addition to the introduction of a more broadly-based tax.

Personal Allowances and Concessionary Deductions under Salaries Tax

Decreasing or abolishing the personal allowances and concessionary deductions
under salaries tax would broaden the tax base in one sense by drawing into the tax net some
salary-earners who are currently paying no salariestax. The existing allowances are high by
international standards, due in part to the fact that during economically buoyant periods they
have been increased considerably beyond the level of inflation. This has taken many
income-earners outside of the tax net altogether.  1n addition, the decrease in the marginal tax
rates and the expansion of the tax bands has significantly reduced the number of higher
earners who pay at the standard rate. The level of income necessary to trigger the standard
rate is again very high by international standards, especially given the comparatively low
level of the standard rate.

However, most of the additional revenue generated from lowering the personal
allowances and/or increasing the marginal rates (and narrowing the bands) would come from
existing taxpayers. Thus while they may broaden the tax base to a degree, these measures
would increase reliance on direct taxation and do little for concerns about the volatility of the
sources of Hong Kong's revenue.

The Society, neverthel ess, remains open-minded on thisissue generally and believes

that thereis an argument for e.g. reducing the personal allowances in the longer-term, either
by positive action or, more gradually, by attrition.

Payroll Taxes and Socia Security Contributions

We have previously advocated that al salary earners contribute a minimum amount to
the maintenance of Hong Kong's social and economic well-being. Thiswould give a greater
number of people amore direct stake in Hong Kong's future development and help to address
adeficiency in the current system, which for many Hong Kong residents is one of
“representation without taxation”.  Taking into account also the AC’s observation that each
1% of any levy imposed would generate $5.8 billion annually, in principle the concept of
levying payroll and social security taxes on employees merits further consideration, especially
if the additional revenues derived were to be earmarked for their education and re-training.
However, like the salaries tax measures discussed above, this would not reduce our
dependence on direct, more volatile sources of revenue. Furthermore, in current economic
climate, and with the recent introduction of the Mandatory Provident Fund Scheme
arrangements, it would be difficult in the near future to convince either employees or
employers of the need to collect more tax in the workplace.

Asacost to business, salariesin Hong Kong are generally still perceived to be too
high to be competitive internationally. Therefore, imposing payroll and social security taxes
on employers would be likely to be seen as placing an undue burden on the business sector.



Under the circumstances, the Society believes that it would be inadvisable to impose
any payroll and socia security taxes in Hong Kong for the time being.

Taxes on Mobile Phones and Signboards

Whilst implementing taxes on mobile telephones and signboards might pose no great
problems administratively, the AC notes that neither tax would raise any substantial amount
of revenue on a stand-alone basis.

Although imposing such taxes would be unlikely to have any material impact on
Hong Kong's competitiveness from an international perspective, questions could be asked as
to why select these particular areas of business. Ease of collection may be one important
factor but in practiceit is not clear how straightforward it would be to enforce alevy on
signboards. Furthermore, these particular business activities do not obviously giverise to
any direct coststo society by, for example, giving rise to pollution, which might provide a
more obvious rationale for imposing alevy.

Givenin particular the low levels of revenue estimated to be generated from these
sources, the Society is of the view that it would not be appropriate to impose such taxes.

Stamp Duty on Securities and Real Property

According to the Document, increasing stamp duty on property transfers by 20%
would yield only an additional $1 billion per annum. It is aso suggested that the international
trend is to move away from transaction taxes.

Given an expected stamp duty revenue of $10.9 billion in 2000-01, prima facie the
additional figure should be around $2 billion in revenue. It isalso not necessarily the case
that stamp duty on real property, as opposed to securities transactions, is generally falling out
of favour. Nevertheless, even at $2 billion, the extra revenue would not be substantial and
the scope for increasing stamp duty on real property isvery limited given the depressed state
of the market, which is unlikely to see a major upturn even in the medium term.

Furthermore, such a measure would not broaden the tax base and could have an adverse
impact on Hong Kong's competitiveness given that investors still regard Hong Kong as a
comparatively expensive place to do business, due to alarge degree to the knock-on effects of
land and property prices.

The international trend appears to be to reduce or abolish stamp duty on securities
transfers and there has been a commitment in Hong Kong to reduce share transaction costs.
The Society is supportive of measures to increase the competitiveness of our financial
markets and as such we see little scope for increasing the rate of this form of stamp duty.

Capital Gains Taxes

We note the AC'sfindings that a capital gains tax would broaden the tax base.
However, as capital gains taxes are by nature susceptible to adverse economic cycles, the
additional revenue yields could be expected to be volatile.



We believe that the introduction of a capital gainstax islikely to have a
disproportionately negative effect on Hong Kong’s image overseas as a business-friendly
location if it were to be based on the source principle. The general lack of taxes on capital
gainsis one of the cornerstones of our system and, although it would broaden the tax base, it
would act as a disincentive to investment and regiona sharelistingsin Hong Kong. Ata
low rate it would also be likely add considerable complexity to the system without necessarily
yielding alarge amount of revenue. If it were to be residence-based, then it would be
inconsistent with the existing system which would in itself add compl exity.

The Society would, therefore, not recommend the introduction of a capital gains tax
in Hong Kong as a means of broadening the tax base.

Taxation of Interest Income

We note the AC’sfinding that a tax on interest income could be avoided with
considerable ease.  Aslong as Hong Kong retains a source-based system this will be so and
the potential migration of deposits from Hong Kong could adversely affect the monetary
system and Hong Kong's development as an international banking centre.

We believe that these factors outweigh any possible revenue yield from atax on
interest income, even though primafacie it has the capacity to broaden the tax base. We
would not favour the introduction of such atax.

Dividend Tax

Under the present system in Hong Kong it is possible for major corporate sharehol der
directors, who may be very substantial income-earners, to escape personal taxation by
receiving their income primarily through non-taxable dividends. A tax on dividends would
in principle help to bring such people into the tax net and thus broaden the personal income
tax base. Thisform of taxation could generally be regarded as being fairly broad-based
given the spread of shareholdingsin Hong Kong.

The Document points out that modern dividend taxation arrangements provide for a
comprehensive dividend imputation system, whereby the corporate tax paid on the profits
from which the dividend derivesis credited to the recipient, and that such a system, which
would be necessary to maintain competitivenessin Hong Kong, would be complex to legislate
and difficult to administer. Given that rates of personal taxation in Hong Kong are lower
than the standard rate of corporate tax, it has also been pointed out that there would little or no
yield from adividend tax. On the other hand, the effective rates of corporate tax on profits
may in practice be considerably lower that 16%, given the various sources of income that are
not currently taxed in Hong Kong, including for example offshore earnings, which comprise a
large part of some Hong Kong corporation’s overall profits.  So consideration of adividend
tax should not be excluded on this basis aone.

Consideration could also be given to introducing a classical system of dividend
taxation without any imputation arrangement.  Systems of this type continue to exist in some
jurisdictions. A supposed disadvantage of a classical system isthat, as the underlying profits
from which dividends are declared have already been subject to profitstax, imposing atax on
dividends without any tax credit would give rise to double taxation. However, a degree of
double taxation may occur in relation to other established forms of taxation, such as estate
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duty. Theissue of potential double taxation therefore should be only one factor to be weighed
in the balance.

It would be possible in some cases to plan around adividend tax. There would for
example be no taxation where companies elected to re-invest profits, or where the majority
shareholders also controlled the management and chose to re-structure senior management
remuneration packages rather than pay dividends. Thus there could be some distorting
effects.

A further, perhaps more critical, disadvantage would be that imposing a dividend tax
could reduce the attraction of Hong Kong companies to investors and have an adverse impact
on their ability to raise equity funds. Thisin turn would tend to encourage more Hong Kong
companiesto set up offshore. A system of withholding tax would also need to be put in
place which would introduce a element of complexity. (It might incidentally give other
jurisdictions a greater incentive to enter into negotiations on double tax agreements with
Hong Kong).

Given the above views, while we believe that the idea of a dividend tax merits some

further consideration, we would envisage that, on balance, the disadvantages would probably
outweigh the advantages.

Taxation of Foreign-sourced Income

The territorial source principle is afundamental feature of Hong Kong's taxation
system and an important aspect of the simplicity of the system. Taxing foreign-sourced
income would represent a departure from this basic principle and should be contemplated
only in the context of afundamental review of the whole system. It would be inappropriate
to consider a change of this magnitude simply as one option for broadening the tax base on a
par with, say, extending excise duties or introducing a GCT.

In any event, as noted in the Document, in order to maintain international
competitiveness, credits should be given for any tax paid on foreign-sourced income in its
country of origin and a series of double taxation agreements would need to be negotiated with
trading partners.  Given Hong Kong's low tax rates by international standards, the amount of
additional revenue raised may not be substantial. The cost of the administrative machinery
needed to effectively enforce a system of worldwide taxation might also be significant.

Having said this, the Society remains open-minded on the issue of whether Hong
Kong should retain indefinitely ataxation system based on the territorial principle. Itis
increasingly common for Hong Kong's legal and regulatory framework to be compared with
international norms and trends. However, one thing that continues to set us apart from most
of the rest of the world is the fundamental nature of our system of taxation. There are few
jurisdictions worldwide that levy taxes primarily on the basis of source. We would not
object to thisissue being put on the agenda of a more comprehensive review of the system.

Land and Sea Departure Tax

Given that departures from Hong Kong by air and also, to the Mainland and Macau,
by sea are already subject to a departure tax, it isin principle reasonable to consider imposing
atax on land and sea departures generally.



According to the Document, atax on all land and sea departures from Hong Kong
could provide a further broad-based source of revenue. We note, however, that if
exemptions were to be given to, e.g. businessmen, schoolchildren, etc. who crossinto the
Mainland on adaily or frequent basis, as has been suggested by some people, the tax would
become more complex to administer, more selective and |ess broadly-based.

The AC points out that an expanded land and sea departure tax could be seen as
interfering with the exchange and communication between the economies of the Mainland
and Hong Kong.  Thiswould be an odd message to send at atime when the Mainland is
about to enter the WTO. However, if thelevel of any such tax is kept low and the
administration kept simple (so as to minimise the costs of collection and not introduce new
delays at border crossings) then these particular concerns could be addressed.

It is possible that there may be more direct political repercussions. The Guangdong
authorities may be prompted to introduce a similar measure on the Mainland side of the
border, which might in turn affect the number of tourists coming from the Mainland into
Hong Kong, particularly for short trips.  This could pose a particular problem if we hope and
expect that many of the visitors to the future Hong Kong Disneyland will come from the
Mainland, possibly on day trips.  (One option might be to discuss with the Guangdong
authorities the idea of one taxation point for both sides of the border and a sharing of the
revenues obtained).

Thelevel of any land and sea departure tax would almost certainly have to be kept
low and so the yield would not be high.  One might question therefore whether ultimately
the expected revenues would justify the possible downside risks.

The Society believes that, whilst the concept of an expanded departure tax is an
equitable one provided that exemptions are not given or are kept to a bare minimum, the
feasibility of itsimplementation remains an issue requiring further consideration.

Poll Taxes

The AC points out that poll taxes have not been successfully implemented in any
overseas jurisdiction and, at alevel of $200 per adult, would not raise any meaningful revenue
in Hong Kong. It isaways possible for ahigher level of charge to be levied but there would
be likely to be strong opposition from the low-income sector.  Similar forms of taxes do exist
elsawhere, such as the UK Council Tax, but they tend to be viewed negatively and the
expected yield would appear to suggest that this type of tax would not be worth pursuing in
Hong Kong.

Under the circumstances, the Society would not support introducing a poll tax in
Hong Kong.

Other possible options

Environmental or green taxes

Thetrend in other jurisdictions has been to explore the possibility of imposing
environment or green taxes on polluters.
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In our submission to the Financial Secretary on the 2001 Budget, the Society
advocated that consideration be given to the introduction of green taxes on polluters and, in
particular, that the a feasibility study be carried out on introducing a comprehensive green tax
regime.  Such aregime could include specific ecological taxes, such as resource
consumption taxes, taxes on hon-biodegradable materials and landfill charges, as well as tax
incentives for environmentally-friendly machinery, vehicles and systems. However, as
indicated above, the objective of introducing such a regime would be primarily to encourage
socially-responsible behaviour rather than to generate revenue. The longer term potential of
environmental taxes as a source of revenue would be difficult to estimate at this stage.

Surcharge on utility supplies

A surcharge on utility supplies such as gas and electricity has the merit that it can be
easily calculated and conveniently collected by the utility companies on behalf of the Inland
Revenue Department (“IRD”). If necessary the IRD could for example alow the utility
companies to offset the cost of collecting the tax indirectly by arranging for the tax to be
handed over at intervals, thus allowing the utility companies to make use of the monies for a
short period of time.

The possibility of levying a 1% surcharge on utility bills, e.g. gas and electricity,
including the sale of electricity and gasto all commercial and industrial customers, could be
considered. Whilst this may potentially affect the consumption of utilities, at alow rate it
would be unlikely to have a substantial effect and in any event a more economical use of
energy could be regarded as environmentally beneficial. To ease the burden of the
low-income sector, an exemption could be given in respect of monthly electricity and gas bills
below a certain threshold (e.g. monthly electricity bills of less than $120 and gas bills of less
than $60).

Extension of betting duty

The Government has indicated that it will not now proceed with the proposal to
legalise gambling on soccer.  If in future this decision is reversed or other forms of gambling
become permissible in Hong Kong, it would be reasonable to levy betting duties on such
activities asis the case currently with horse-racing.  Betting duty, it could be argued, isa
moderately broadly-based tax which at present yields slightly more than stamp duty.

The Society believes that there is some scope for further exploring the above forms of
tax. Inthe case of utility surcharges and betting duties the amount of revenue that could be
generated might make these options worthwhile given that they need not be complex to
administer. Environmental or green taxes, on the other hand, should be regarded initially
more as a matter of environmental policy than as a potential source of revenue.

The options mentioned in the Document and above are of course not exhaustive. One
further idea that has been raised in public debate, for example, isafinancial transactions tax.
However, we would not support this particular proposal, given the crucial importance of
continuing to encourage the development of financial servicesin Hong Kong.

Our conclusion is that other than a GCT, none of the other options discussed would

alone be able to satisfy effectively arequirement to provide a stable and significant source of
revenue that would be broadly-based and give rise to minimal distortionsin the market.
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While introducing a combination of other forms of new taxation might be possible as
an alternative, thiswould be likely to increase administrative costs and complexity in the
system and would almost certainly require individually high rates of tax in order to achieve
levels of revenue comparable to arelatively low rate of GCT. For thisreason a GCT would
be favoured.

We hope that you find our comments to be constructive. Should you have any
comments on them please do not hesitate to contact either myself or John Tang, Assistant
Director Business and Practice, at the Society.

Yours faithfully,

/i{

PETER TISMAN
DEPUTY DIRECTOR
(BUSINESS & PRACTICE)

HONG KONG SOCIETY OF ACCOUNTANTS
PMT/JT/ay

-12 -



