Revenue Sources of Revenue Chart 6
(2001-02 Updated Scenario)

Duties (4.0%) #Other recurrent revenue -

Stamp Duties $7.9b 1 \(ggognf)fmm properties and investments
(5.8%)$11.2 b 2. Loans, Reimbursements and Others ($4.1 b)

" Profits Tax 3. Motor Vehicle First Registration Tax ($3.4 b )

Other 4. Royalties and Concessions ($1.8 b)
Recurrent Revenue (23.5%) $45.7 b 5. Fines, Forfeitures and Penalties
10.0%) $19.4 b ($1.1b)
( 0) $ 6. Air Passenger Departure Tax ($0.8 b)
7. Hotel Accommodation Tax ($0.2 b)

Betting Duty (7.0%)

$13.6 b @QOther capital revenue -

fncome on Loan Fund ($5.0 b)

Fiscal Reserves
(5.6%) $11.0 b

Capital Investment Fund ($2.7 b)
Capital Works Reserve Fund $1.2 b)
Estate Duty ($1.2 b)

1
2
3
Rates (7.6%) 4
5. Civil Service Pension Reserve Fund and
6
7
8
9

14.9 b
$ Disaster Relief Fund ($0.3 b)
Salaries Tax,
Personal Assessment

and Property Tax

(16.6%) $32.3 b

Innovation and Technology Fund

($0.1 b)

Recovery from Housing Authority

($4.0 b)

Repayment of loans and advances ($0.4 b)
Taxi concessions and other receipts ($0.1 b)

Utilities, Fees

and Charges

(7.8%)$15.2 b
@other Land Premium

Capital Revenue (4.4%)%$8.5b
(7.7%) $15.0 b

* $1.5b classified | e
I:I Recurrent Revenue mt‘\udmg 1.5b classified under “Other
Capital Revel total investment

(879%) $1712 b TOtaI : $194. 7 b income on fiscal reserves amounts to
I:I Capital Revenue $12.5b
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* This chart gives an overview of Government recurrent and capital
revenue sources based on the 2001-02 Updated Scenario. Under the
Updated Scenario which reflects the latest GDP forecast for 2001
and the likely revised outturn on three major revenue items
(investment income on fiscal reserves, land premium and sale of
MTRC shares), tota revenue in 2001-02 would be $194.7 hillion,
$57 billion less than the original estimate of $251.7 billion.

* Income tax on companies (i.e. profits tax) and income tax on
individuals (i.e. salaries tax, personal assessment and property tax)
are the two most important sources of revenue for 2001-02.
Together they contribute 40% of total Government revenue.

* Land premium, which used to be an important source of capital
revenue, contributes only 4.4% of Government revenue in 2001-02.
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Revenue from Investment Income on Fiscal Reserves
and Land Premium Declining

1997-98 1998-99

Government Revenue
$ Billion  $Billion
(%) (%)

Profits Tax 55.3 45.3
(19.7%) (20.9%)
Salaries Tax, Personal 36.2 30.5
Assessment and (12.9%) (14.1%)
Property Tax
Utilities, Fees and 18.0 15.0
Charges (6.4%) (6.9%)
Investment Incomeon 17.9 39.3
Fiscal Reserves (7.1%) (15.6%)
Land Premium 63.6 19.3

(22.6%)  (8.9%)

Sale of MTRC Shares

1999-2000
$ Billion
(%)

37.7
(16.2%)

29.2
(12.5%)
14.2
(6.1%)

41.9
(16.7%)

34.8
(14.9%)

2000-01
$ Billion
(%)

43.0
(19.1%)

30.9
(13.7%)
14.3
(6.3%)

23.5
(9.3%)

29.5
(13.1%)

10.0
(4.4%)

2001-02
(Original
Estimates)
$ Billion

(%)

45.7
(18.2%)

32.3
(12.8%)
15.2
(6.1%)

355
(14.1%)

275
(10.9%)

15.0
(6.0%)

Chart 7

2001-02
(Updated
Scenario)
$ Billion
(%)

45.7
(23.5%)

32.3
(16.6%)
15.2
(7.8%)

12.5
(6.4%)

8.5
(4.4%)

0
(0%)

e This chart shows the revenue figures from the five largest
revenue sources in the five years from 1997-98 to 2001-02, and
revenue from the sale of MTRC shares.

* Inthe Updated Scenario for 2001-02, it has been assumed that
there would be only $12.5 billion of investment income on

fiscal reserves ($23 hillion less than the original estimate).

It

has also been assumed that only $8.5 billion is expected to be
collected from land premium ($19 billion less than the original

estimate).
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Major Revenue Sources On Declining Trend
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Revenue from the major sources (namely, profits tax,
Investment income on fiscal reserves, salaries tax, personal
assessment and property tax, land premium, stamp duty on
property and stamp duty on stock transactions) have been on a
declining trend over the past five years.
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Growth in Revenue
Falls Behind Growth in GDP
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e This chart compares the cumulative growth in total
Government revenue with the cumulative growth in GDP over
the last ten years.

» The growth in recurrent revenue has been falling behind the
growth in GDP in recent years.
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Chart 10

Major Recurrent Revenue Sources As Percentages
of Total Recurrent Expenditure Declining

Government Revenue 1997-98
$Billion (%)

Profits Tax 55.3 (37.0%)

Salaries Tax, Personal 36.2 (24.2%)

Assessment and Property

Tax

Utilities, Fees and Charqges 18.0 (12.0%)

Rates 6.3 (4.2%)

Betting Duty 13.5 (9.0%)

Investment Income on 17.9 (12.0%)

Fiscal Reserves

Stamp Duties 29.1  (19.5%)
Duties 85 (5 7%)
Total 184.8 (123.6%)

2001-02

$Billion

45.7

32.3

15.2

14.9

13.6

31.1

11.2

(Oriainal Estimates)

(%)
(22.5%)

(15.9%)

(7.5%)
(7.3%)
(6.7%)

(15.3%)

(5.5%)

79 _(39%)

171.9 (84.6%)

2001-02
(Upndated Scenario)

$Billion
45.7

32.3

15.2

14.9

13.6

11.0

11.2

(%)
(22.5%)

(15.9%)

(7.5%)
(7.3%)
(6.7%)

(5.4%)

(5.5%)

79 _(39%)

151.8 (74.7%)

Revenue from the major recurrent revenue sources (including
profits tax, salaries tax, personal assessment and property tax,
utilities, fees and charges, investment income on fiscal
reserves, stamp duties as well as duties) have declined during

the past five years.

Income from these recurrent revenue sources is increasingly
less adequate in funding recurrent expenditure. Income from
these sources was 123.6% of total Government recurrent
expenditure in 1997-98. Under the Updated Scenario for 2001-
02, it is estimated that these recurrent revenue sources would

drop to 74.7% of total recurrent expenditure in 2001-02.
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Salaries Tax Allowances and Deductions
Increase Faster Than Inflation
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 Thischart compares the cumulative increases in the allowances
and the major types of deductions under Salaries Tax with
cumulative inflation over the last ten years.

* Ove the last ten years, the amounts of the various allowances
and deductions have been adjusted upwards on many
occasions, providing relief to taxpayers. The cumulative rates
of increase in these allowances and deductions are significantly
above the cumulative rate of inflation (as measured by
Composite Consumer Price Index).
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Adjustments to Marginal Rates of
Salaries Tax Reduce Burden on Taxpayers

First $220,000 income for
a single person

$220,000 —
$213,000
$200,000
$170,000
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$190,000 12%
14% $178,000

$150,000 17% $160,000 7%

$140,000 8% $143,000

9% $130,000
$110,000 . $108,000

$100,000 - $100,000
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» This chart shows the changes in tax bands and marginal tax
rates since 1996-97.

 These revisions to the marginal rate structure have
substantially reduced the tax burden on taxpayers, inevitably
Impairing the revenue position.
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Increasing Reliance on

High Income Earners

1997-98 (Actual revenue)

Top100000 | 54.8%
2nd 100 000 |S— —— 16.8%
3rd 100 000 [ ] 8.3%
4th 100 000 LEE 6.7%
5th 100 000 3.7%
6th 100 000 LEEJ 3.0%
7th 100 000 2.4%
8th 100 000 1.7%
9th 100 000 lil-'l 1.1%
10th 100 000 0.8%
11th 100 000 0.4%
12th 100 000 0.2%
remaining 130 000 0.1%
Working population which does not pay any salaries tax 0%

(Total : 1 830 000)

2001-02 (Provisional Assessment)

Top 100000 61.4%
2nd 100000 16.1%
3rd 100 000 7.8%
4th 100 000 5.0%
5th 100 000 2.5%
6th 100 000 2.5%
7th 100 000 1.9%
8th 100 000 1.3%
9th 100 000 0.8%
10th 100 000 0.4%
11th 100 000 0.2%
12th 100 000 0.1%
Working population which does not pay any salaries tax 0%

(Total : 2 000 000)

» These charts arrange salaries taxpayers in 1997-98 and 2001-
02 in steps of 100,000 each according to their salaries tax hills,
and measure their respective contributions to the salaries tax
yield.

* In 1997-98, the top 100,000 taxpayers contributed 54.8% of
the total revenue from salaries tax. The share of revenue
contributed by these top 100,000 taxpayers is estimated to
increase to 61.4% in 2001-02, signifying an increasing
reliance on high-income earners.

* In 1997-98, there were 1.33 million taxpayers. In 2001-02,
taxpaying population is estimated to decrease to 1.2 million,
despite a growth in the number of employees from 3.16
million to 3.2 million over the same period.
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Top 500 Corporations Pay Most Profits Tax
(in the Year of Assessment 1999-2000)

Chart 14

59.9%

Assessable Profits No. of Corporations % of Total Tax Yield
~$50m 500(1.0%) |

>$30m to $50m 300(0.6%) [:l 5.9%
>$20m to $30m 500(1.0%) 1 5.1%
>$10m to $20m 1,200(2.3%) [ 7.9%
>$7.5m to $10m 800(1.5%) [:l 3.1%
>$5m to $7.5m 1,400(2.7%) NI 3.8%
>$3m to $5m 2,300(4.5%) || 4.1%
>$2m to $3m 2,500(4.8%) |::| 2.7%
>$1m to $2m 5,200(10.1%) ] 3.4%
$1 to $1m 36,900(71.5%) | 4.1%

e This chart shows the distribution of our profits tax burden
among the corporate taxpaying population in the Year of

Assessment 1999-2000.

* 60% of our profits tax was contributed by the top 500
taxpaying corporations out of more than 50,000 corporations.

Most small businesses pay little or no tax.
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Investment Income on Fiscal Reserves Declining
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* Investment income on fiscal reserves has declined substantially
since 2000-01 after a period of sharp growth.

* |ts contribution to Government revenue and its income as a
percentage of GDP have likewise dropped drastically.

* In the Updated Scenario for 2001-02, it is assumed that
investment income on fiscal reserves would be $12.5 billion,
65% less than the original estimate.
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Land Revenue Declining
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* Thefiguresbefore 1 July 1997 include the proceeds of land salesin Hong Kong paid to the former Trustees of the Hong Kong
Special Administration Region Government Land Fund. With effect from 1 July 1997, the Land Fund was set up to enablethe
investments held by the former Trusteesto beformally brought into the Gover nment's accounts

» Land revenue has declined significantly after 1997-98. Its
contribution to Government revenue and its level as a
percentage of GDP have likewise dropped drastically.

* In the Updated Scenario for 2001-02, it is assumed that
revenue from land premium would be $8.5 hillion, 69% less
than the 2001-02 original estimate.
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Fees and Charges

Types of Fees & Charges

J Full-cost fees (e.g. Fees for certificates of no criminal conviction)
~# Subsidized fees (e.g. Outpatient clinic charges)

' Tax-loaded fees (e.g. Business registration fees)

) Utilities fees (e.g. Government tunnel tolls)

) Market-related fees (e.g. Gazette advertisement fees)

» It isawel-established policy of the Government to apply the
“user pays’ and “full cost recovery” principle for setting the
fees and charges for services where a Government subsidy is
not justified.

» The rationale is to ensure that those who benefit from the
services should pay for them, so that the costs of the services
do not fall on the general taxpayers. This underpins our low
tax policy and is an important tool in striving to achieve fisca
balance.
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Utilities and Fees & Charges As Percentage of

Total Government Recurrent Expenditure Declining
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e In 1992-93, revenue from fees and charges and utilities
constituted 19% of total Government recurrent expenditure.
This percentage is estimated to drop significantly to 7% in
2001-02.

» The Government had frozen most fees and charges since 1998
as an exceptional measure to ease the burden on the
community at a time of economic setback. In view of the
steady recovery of the economy at the time, the Government
started revisiting some of the Government fees and charges that
do not affect peopl€e s livelihood or general business activities
in 2000-01.

» Following the onset of a further economic slowdown in 2001,
we will need to consider when is the appropriate time to revisit
these other fees and charges to restore the “user pays’ and “full
cost recovery” principles.




