*

o O 1564
i RREETAER MR T R B R e,

O Law, ECPA, CAJConminl
TONY KWOK TUNG NG & CO. Somunl S Chis AL
ECPA, ETLNK, CPA. Austrebie)
] Philea Wi Kea Chon IR
BA. IONR, 6C.CA, EUAK, ECPA
Kovin Y.X, Kwok 372
BA, CPA, FTAHA, CPA. aniralal,
Your Ref. owtet. SC
The Honourable Henry Tang Ying-yen, 28th September, 2006
Financial Secretary,
Hong Kong S.A.R.
12th Floor, West Wing,
Central Government Officers,
Lower Albert Road,
Hong Kong.
Dear Sir.

Re: Introduction of GST in Hong Kong

In January, 2000, as the Vice President of the Taxation Institute of Hong Kong: 1 have
prepared a draft position paper to initiate a discussion on the introduction of “Sales T?x” in Hong
Kong (similar in concept as GST) amongst Council Members. I am enclosing herewith copies of- -
these papers and also a copy of my interview with the pross on this subject. Yoummgahnﬁs,‘
find some of the points raised of use in your publicity on GST. N

For the public to accept the idea of GST, it is suggested that Government should present a
projection of the fiscal position of Government for 5 to 10 years showing (A) the expenditure
required in the provision of public services taking into account the increase and aging of the
population and (B) the collection of Revenue having regards to ups and downs of the economic
cycle. It is to be expected that there will be years when budget deficits will occur and the
Government is forced to tighten its belt which will mean the public, particulatly the poors, will
suffer because social welfare and medical servioes may have to be curtailed. If depression should
occur, the increase in tax rate would not help to increase Government revenue, owing to great
reduction of profits and income in the business and employment sectors.

It has been argued that the poors will suffer most by GST. However, in your.prgp_osal&
some reliefs will be provided to the poors if GST is to be implemented. I suggest this point be
emphasized in your publicity campaign demonstrated with examples.

Yours faithfully,

(Editor's note: The newspaper cuttings, publications or website (Signed)
materials, etc. contained in this submission are not published in the
compendium.)

(Samuel S. K. CHIU)
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What is “Sales Tex~ 7

base of taxation than “Income Ta Nowadays, “Sales Tax” sdopted in the world generally
falls into thres groups.  Viz: (a) value-addaq tax, (b) wholesala tax and (¢) retail tax, .

£)] Yalug-added tax is (definition) lnd is adopted in countries such as

. () Wholesale 1y i (definition) and ig adopted in countries nich a9
(©) Eﬁli.l.nxis'(deﬁnhion)lndiudoﬁedincountdes such ay

Introduction of “Sales Tax is often opposed on the following grounds:-
@

(®)  “Sales Tax" woulg Chuse inflation and makes Jife more difficult for the poor.
© “Sales Tux” Wwould deter tourigts from visiting Hong Kong and would not help 10
promote tourism_
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The arguments put forward for the introduction of “Sales Tax” are:-
(®)  “Sales Tox” provides & broad base of taxation and shoyld produce a relatively stable
source of revenue for Government as it is less vulnerable to economic cycles.

®) Becnueofthebmdhmofumion, it is possible to majnuinalownxmeandyet
pmd\qutherequredmemibrmebudgqedupendmm

(©)  Apart from basic beeds (which can be provided for by special measures), Sales Tax is
optional becanse people can elect o spend less and thus avoid the payment of Sales
Tax.  Generally Speaking, the people who are payin_é .more “Sales Tax™ arg the
affluent persons who have much greater spending sbility. o

(d)  “Sales Tax” can be uged 45 8 fiscal policy to discourage mdsmuemuboymr N ,,‘j;;_‘é‘- %
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@ M-Enmhhninmm
Taxation has been described as g price of civilisau‘on": In a civilised world the
Government is committed to provide a safe, comfortable and peaceful environment of living
forpeople Fortheprov:sxonofmchmenwonmenmummytohavetherequm
funds 5o that pablic services can be provided. Taxation js 2 system which detemuna as to
howmchﬁmdsfoxpubhcmcesarewbeconnibutedbythcatm. It follows that if
006 person pays less tax another person wil] hnvetopaymorgtocompanmefonhedeﬁdt.
There can be little argument that a good taxation system should have the following features.-

(a) ItmducﬁthoremﬁredmvamforGovanmemtoprovidetheduimdpuhﬁc services.
®) mmmisu|owupomb1esomni:givamemmmpmmmemn¢myua
whole. |

(€) Itis equitable and genenally acceptable to the public.
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HougKongldoptsaTvuﬁonSystomvdﬁchuxeswningmdincomeonuterﬁtoﬁdsounce
concept. Hawcva.mdlineomemdamingsaresubjocttomtioninﬂongl(dng. For
mmple.thueismtaxondividendandbankimereﬁreedved. There is no tax on capital
Mwﬁﬂpmﬁtsondispoalofnpiulmasmamludedﬁnmthenxm Because of
thetantaulmcmcqnmeomeandpmﬁtmxvudbymxdomofﬂougxmgﬁ-omcx-
Hoag Kong sources are not taxed. kupossxblcdmtmmﬂongxongmxdemsthh

mwulthmdlugamcaneneedmymuxnnﬂongxong. From Governmeat statistics,
'nilnmedthnnxesﬁromproﬁtsmdelmings contribute 48% to 51% of the total

Government Revenue.  Of the Profits Tax collected, over 50% Wwere paid by property and
baaking corporations, OftheSahna'nxeollecude%WcmmbmdbysouNOOO
taxpayers. Thurepresumﬂfoofdlewnlnhryuxpayersmd 1.38% of the total

Population of 6.8m. It will besoenthntheuxbaumHongKomismnmelynmw;é-i’,-

Ammmummmngmmbemnopmmmconemgﬂuw‘-5*"
revenue for the Government Expenditure, at the time of sconomic recession, when eamings
mdproﬁtsdmpped(mchumthoymlmwand1999/2000)Gwanmnwouldnmbe
abletocolleamﬁcxunmoneyformbudgetedo:pendnm An idea that may seem worth
mmzsmmm:umwewmmmmmmmwm
(depends on his sbility) towards the public coffer. This is the idea behind the proposal of
introduction of Sales Tax, hktobcemedthntheamoumofmestupddwillbein
pmpaﬁonmbm:ymwofmpwplewuchisaxsoinpmbaﬁonmmeirmnhmd
income, ItisnotdeniedtlmSalesTaxmyausehardshiptothcpoorhnthhcmbe
remedicd by special measures as adopted by other countries practising Sales Tax.
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(6) Impact on Fconomic Development by Sales Tax
Itiseu'uinthnimrodueﬁonodeesTaxwillcausoinﬂationbu:howgratisthisimp.aon
the economy will depend on the tax rate. If the tax rate of Sale Tax is only 3% (compared to
CuﬁadaoflS%nndNewZalandof.O .o).itisbelievedthattheimmaisnotlogwu
some have mggested. Furthermore, it is not believed that tourists will refrain from- wstung
toHongKongbeewseofthe?.%SalesTax (SuggesttoproducemmcofCuudl.New
Zealand which bave Sales Tax to support this)

() Canclusion
I!Hongl(ongistominuinmIovgﬁxnteonalongtumbasis,itisobviounhtiutax
base must be broaden. Only with a broad base of taxation that a low tax rate is possible to
generate the required revenue. Itis_saidthatlgoodmm\;misouethﬂhlulinle
eoommceﬁ'ectuposubleandtlusmoﬂybeacpxwedbylowmofmon. How
ngl(onganpodnutlwmmdmmforuspubhccxpmdmundyamum;ﬁ‘:fs:?
bwuxmnhnggmmmsmbjeabemwduedbynwmmmmmof
members from the public,
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