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Hong Kong’s tax base is

exceptionally narrow
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Too much reliance on too few taxpayers
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= For Profits Tax, out of around 750,000
registered businesses, the top 800 pay
60% of the total Profits Tax
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Hong Kong’s tax base Is
exceptionally narrow
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" For Salaries Tax & =72

2005/06
Working population ~ [E* [ | 3 400 000
1 200 000
Salaries Taxpayers Srz=ua] F © (35%)
Contribution from top 100,000 taxpayers 60
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HK/OECD comparison
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Hong Kong (2001-02 to 2003-04 fiscal years) and OECD (2001-2003 calendar years)F“, #H(2001-02 =2003-04 fA 5= i ) 5% F”,%E;“@(ZOOLZOOSEF)

*Consumption Tax in Hong Kong includes Duties, Betting Duty, Hotel Accommodation Tax, Air Passenger Departure Tax and Motor Vehicle First Registration Tax
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Problems of a narrow tax base
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Unable to provide a stable revenue base capable of growing with the
economy
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Constrains our ability to manage and plan our public finances (our
expenditure on social welfare, education, health services and
infrastructure is very rigid)
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Not robust enough to meet challenges arising from an ageing
population
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Constrains our ability to reduce direct tax rates (both corporate and
personal) to respond to changing international trends and to remain
competitive
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Need to Broaden the Tax Base
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= One of the options: Goods and
Services Tax (GST)
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What is GST?
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= Also known as “Value-Added Tax”
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= | evied on local consumption
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= Collected at each stage of the
production and distribution chain

i 6 AR S (R
= Borne by end consumers
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What ISt Output Tax and Input Tax?
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A simple example {FH! 5=’

Raw material
manufacturer

ks
S

Purchase of
input materials
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GST paid on
purchase

Input Tax”
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Sale of
goods

il End consumer
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GST collected on

behalf of the

Government
“Output Tax™
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GST Tax Credit Mechanism
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GST charged on sales
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Output Tax (HiZfi7)

Less &

GST paid on purchases
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Input Tax GGETFAL)

Equals =%%

Net GST F‘;@Jfﬁ[},Bﬁﬁi‘%ﬁZ?ﬂ%’é
Output Tax Less Input Tax (FifARETFIAR)

Positive I-5f Negative {igf

Payable to the tax authority Refundable by the tax authority
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How GST Operates
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Destination Principle
(AR

B [ evy on local consumption
RS

B Zero rate for export of goods and
Internatioenal services
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B GST on imports for local consumption
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How GST Operates
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Registration threshold
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= Business turnover > Registration threshold =—»
Mandatory registration
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= Business turnover < Registration threshold—V
No registration or veluntary registration
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How GST Operates
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Registered business L'ﬁ;—%lﬁ—i

= Collect GST on behalf of the Government upon sales
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= Deduct GST paid on purchases
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Non-registered business ? ﬁ?ﬁlﬁ—i’

" No GST charged on sales
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= Cannot claim GST paid on purchases _
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How GSiF Operates
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xable Supply JEZAT { e

Purchases [=[} Sale 5
Price GST Price GST GST paid to the
before F:?JFFIIEIE Price before F:“JFFIIEIE Price tax authority
GST BT paid GST fAn | charged | ] :‘J"ﬁu‘i'%?l Ry
DU | onpue | S | ORI | oupue | R | i
,ILJF/”{& tax $ 'ILJB?%‘ tax $ (Output tax less
j ff i e j E i | zizm input tax)
$ $ (G
$
Raw material
manufacturer - 1000 50 1050 50
R
ZUT;%W 1000 50 1050 2500 125 2625 75
Consumer
3?]773?’?{ 2500 125 2625
Total GST 125
Al s

*Assuming GST rate is 5% f@?ﬁjﬁ#lﬁﬁﬁﬁﬁﬁﬁﬁxﬂ?@
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Supplies under GST
Pt = AR TS

" Taxable supply EFF2H TE
= Zero rated supply =5 [ k&

" Exempt supply &5 e i jE
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How GST Operates
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o rated Supply =&k {H Ik

Purchases [} Sale Fél
Price GST Price GST GST paid to the
before FF?‘JFEIEIE Price before F;?JFF'I!‘B Price tax authority
GST BT paid GST Ve charged S AT A
N —A» e N —‘b; T £/
iy ‘ﬂﬂg (input tax | ] | T lﬂﬁg (Output | Tl Pl e
,[LJF/”J 1ETEIAY) Eﬂfﬁ ,[LJF/”J tax $ (Output tax less
> IET?? $ $ B> l?”’ﬁ ) input tax)
5 ¢ 5 (AR
$
Raw material
SELTE SIS - - 1000 50 1050 50
U S
Supplier
iy 1000 50 1050 2500 0 2500 (0]
Overseas
customer 2500 0 2500
YA B
Total GST 0
e
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How GST Operates
Ffif = S [t
Exempt Supply 73 oy 3 &

Purchases =1 Sale & ,’;él
Price GST Price GST GST paid to the
(o]=) {o] <] F:“JFFIIEIE Price before F:“JFFIIEIE Price tax authority
GST BT paid GST A charged i :‘J"iﬁﬁ’%ﬁr}’fnﬁﬁfj
SRR | tmeue | DU | (outeur | R | g
,ILJF/T%( tax E]‘)Fﬁ ’lﬁb?%ﬂ tax $ (Output tax less
; E | e g j E ) input tax)
$ $ (G ED)
$
Raw material
RIS - - - 1000 50 1050 50
R S
Supplier
ey 1000 50 1050 2500 = 2500
Consumer
i 2500 == 2500
Total GST
i




Comparlson of GST and RST
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= GST # Retall Sales Tax (RST)
Pl TP £

" RST = TF%?}“E
Levied at retail stage w* %;F%[&E}F&ﬁéﬁ[ér

Assume goods cost $2500 and RST @5%6

& ”F?PFFIE?IIEIZSOOW ) B FIAE EI50/6
RST = zrr =A% 2 $2500 X 50% —$125
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Comparlson of GST and RST
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Weaknesses of RST %F%ﬁﬁfﬁjﬁ—g%
= Normally not applied to services
— T R RS
= Need to define when a seller Is a retailer
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= Susceptible te abuse or firaud

LR R e

18









	Hong Kong Tax Base�香港稅基��Media Workshop�傳媒工作坊�
	Hong Kong’s tax base is exceptionally narrow�香稅基非常狹窄
	Hong Kong’s tax base is exceptionally narrow�香稅基非常狹窄
	Problems of a narrow tax base�稅基狹窄所帶來的問題
	Need to Broaden the Tax Base�需要擴濶稅基
	What is GST?�何謂商品及服務稅?
	GST Tax Credit Mechanism �商品及服務稅的稅收抵免機制
	How GST Operates�商品及服務稅的運作模式
	How GST Operates�商品及服務稅的運作模式
	How GST Operates�商品及服務稅的運作模式
	How GST Operates�商品及服務稅的運作模式�Taxable Supply 應課稅供應
	Supplies under GST �商品及服務稅的「供應」
	How GST Operates�商品及服務稅的運作模式�Zero rated Supply 零稅率供應
	How GST Operates�商品及服務稅的運作模式�Exempt Supply 獲豁免供應
	Comparison of GST and RST�商品及服務稅與零售稅的比較
	Comparison of GST and RST�商品及服務稅與零售稅的比較
	Questions�發問
	Thank you�多謝

