(Gist Translation)

Minutes of Meeting of Islands District Council

Date

: 
18 December 2006 (Monday)

Time
: 
2:00 p.m.

Venue

: 
Conference Room, Islands District Council, 14/F., Harbour Building, 



    38 Pier Road, Central, Hong Kong.

I. Public Consultation on Tax Reform Interim Report

(Paper IDC 116/2006)

Mr. Frederick MA Si-hang, Secretary for Financial Services and the Treasury (SFST) briefed Members on the public consultation on broadening the tax base carried out by the Government.  He said that the Financial Secretary had announced on 5 December 2006 that the Government had conducted an interim review on tax reform.  The Government noted that the public generally opined that the current tax base of Hong Kong was narrow but most of the public objected to the introduction of a Goods and Services Tax (GST).  Therefore, during the remaining consultation period, the Government would not recommend GST but would concentrate on exploring other options to broaden the tax base with the public.

SFST explained that since the tax base of Hong Kong was narrow, the Government needed to broaden it.  Otherwise, it would be difficult for the Government to maintain stable revenue.

SFST also quoted relevant data in the past 8 years to show that government revenues would be easily affected by the economic environment.

SFST pointed out that the Government could not cut expenditure in public service just because there was a reduction in its revenue. An aging population would also cause the Government to increase its expenditure on medical and social welfare aspects.  With unstable revenue, increasing expenditure, an aging population and a decreasing number of taxpayers, the Government had to plan beforehand.

Lastly, SFST stressed that the purpose of the consultation was to explore ways to tackle problems that might arise in the long run with the public and not to hard sell any policy or levy any new tax at once.

Most of the Members agreed that the current tax base was narrow and praised the Government for not recommending GST any more.  

A Member suggested that the Government should consider levying a tax on luxury goods, a land departure tax and a green tax.

Another Member supported the Government’s idea of broadening the tax base.  He also supported the suggestion of introducing a progressive profits tax, increasing the progressive element of salaries tax and introducing a tax on luxury goods. However, he had reservation about levying a green tax.  Moreover, he opposed the introduction of a land departure tax.  He also opined that the Government should exercise austerity.

Another Member opined that a tax on electricity should correspond with the profit of the power companies.  If the Government decided to levy a tax on electricity, she suggested that the Government should introduce a mechanism of tax concessions for the lower class so that their quality of life would not be affected. She supported the Government in studying levying a green tax.  She suggested the Government to consider levying assets accretion tax on the speculators of properties and shares.  As for Government expenditure, she was of the view that the Government should consider shelving any plan of political appointment so as to cut expenses. As SFST had mentioned that the SAR Government had a current fiscal reserve of $300 billion, she opined that this reserve together with foreign exchange reserve amounted to $1,000 billion.  Hence, she considered there was no pressing need for increasing taxes.  At present, the rates of profits tax and salaries tax were higher than those in 2003.  She therefore opined that the Government should consider lowering the rates of the said taxes so as to achieve the purpose of “returning wealth to the people”. As for the problem of an aging population, she thought that by pushing back the retirement age and introducing the Quality Migrant Admission Scheme, it could help ease the problem.

The Vice-Chairman opined that the introduction of the progressive profits tax complied with the “capacity to pay” principle, levying tax on dividends and interest help curb speculation, and levying a green tax tied in with the idea of “Action Blue Sky” and the principle of “polluter bears the responsibility”.  She was of the view that the Government should study how to cut expenses.  For example, it should review whether the amount of expenses on education and social welfare were appropriate.  As for the problem of an aging population, she opined that as long as the Government had a clear direction of development and maintained the stability of the economic development of Hong Kong, it would attract talents from other regions and minimize the adverse effects of an aging population.  Recently, the Government had put many efforts in promoting the concepts of harmonious families and the youth taking care of the elderly, which were conducive to alleviating the problem.

The Chairman said that although many Members supported the introduction of a progressive profits tax, the Government should carefully consider if the tax would lead to the outflow of foreign capital and weaken the competitive edge of Hong Kong.

Another Member opined that any option that would lead to an increase in taxpayers would help broaden the tax base.  He was of the view that levying a tax on luxury goods and a land departure tax could achieve this purpose.  Under the existing tax system, employees who earned a monthly salary of $30,000 to $50,000 were under the greatest pressure as they had to pay heavy taxes and could not enjoy the welfare for the grass roots.  Only by introducing a tax system which is borne by all could the pressure on these employees be lessened.  At present, education expenses accounted for 24% of the total expenditure.  He opined that the Government had to make a prudent review so as to ensure this huge sum of money was properly and appropriately used. 

Another Member was of the view that GST had the merit of allowing the public to share the responsibility of paying taxes.  As it was introduced in over 100 countries, it surely had its merits.  He opined that the Government should consider the merits of this tax and tried to find out a viable option.  At present, most of the payers of salaries tax were from the middle class.  Their average age was above 50.  As the population aged and the birth rate dropped, the number of these people would continually decrease and the Government would get less revenue from salaries tax.  Only by introducing taxes such as GST which could provide stable revenue beforehand could the Government prevent from affecting the services it provided because of a reduction in revenue generated from taxes.

Another Member considered that the Government’s expenditure in welfare was huge.  She also suggested the Government to obtain the consent of the residents who support broadening the tax base before introducing any measure in doing so.

Another Member opined that the Government should consider adopting austerity measures, including studying cutting the current expenditure before considering introducing options for generating more revenue. Hong Kong was a city vibrant with life and energy and the social environment was ever- changing.  The Government should decide to levy the type of taxes according to the actual situation.

The Chairman was of the view that problems such as aging population and reduction in land resources greatly affected the future revenue of the SAR Government and the Government should carefully study these problems.

Another Member said that as currently only one third of enterprises were required to pay tax, the Government should consider broadening the tax base in this aspect.

Another Member opined that as the issue under discussion had not yet occurred, the Government could have ample time in coming up with an option that could achieve balanced budget.

SFST replied as follows:
1. The world trend was to reduce the rate of salaries tax to attract foreign-funded enterprises and world talents.  However, a few years ago, owing to fiscal deficits, Hong Kong raised the rates of profit tax and salaries tax.  Hence, the Government suggested that if tax reform was carried out, the relevant tax rates could be reduced to increase the competitiveness of Hong Kong.

2. A Member had alleged that the Government had a $1,000 billion strong reserve. SFST pointed out that the sum included reserve of foreign exchange fund used for protecting the Hong Kong currency and supporting the banks in issuing banknotes.  At present, the amount of reserve used for coping with fiscal deficits was less than $300 billion.

3. As for cutting expenses, the Government had all along strived to improve efficiency.  In the past two years, operational expenditure had been reduced.  In 2005/06, operational expenditure had been reduced to about $200 billion.  A few years ago, the establishment of the civil service had been more than 190,000.  At present, it was reduced to about 160,000.  The salaries of civil servants had also been reduced in the past few years.  He also explained that the expenditure of the Government was monitored by the Audit Commission.  The Commission would release audit reports about situations in which the public fund was inappropriately used and submit them to the Public Accounts Committee of the Legislative Council for discussion.  SFST stressed that the Government would continue to implement “a small Government” strategy by keeping the Government expenditure below 20% of Gross Domestic Product (GDP).  At present, the Government expenditure only accounted for 18% of GDP. In response to a question about the civil service expenses, SFST replied that taking the year of 2005/06 as an example, civil service expenses accounted for about 32% of the Government expenditure. Adding the financial assistance provided by the Government to the aided organizations, it accounted for 50% of the Government expenditure.

4. Members said that quite a number of countries levied GST.  SFST pointed out that many countries faced obstacles in the initial stage of introducing the tax.  When the Government put up the suggestion for the public to consider broadening the tax base by levying GST, it mainly hoped to listen to the views of the public on how to solve a problem that might arise in the long run. The Government was willing to study other viable options that could broaden the tax base with the public.

5. As for other options in broadening the tax base, SFST pointed out that it was estimated that the departure tax could not bring much revenue to the Government.  If a tax on luxury goods was to be levied, it had to first define what luxury goods were.  As for the introduction of a progressive profits tax, the Legislative Council had discussed the same.  It found that many countries tended to reduce direct taxes and raise indirect taxes so as to attract foreign investment. Singapore and Ireland were some examples.  As a result, these countries attracted much foreign capital.  If Hong Kong acted against the tide by raising the rate of profits tax, its competitiveness would be affected.  He concluded that in studying which option should be adopted to broaden the tax base, the Government had to comprehensively consider all factors.

The Chairman concluded that Islands District Council supported the Government’s suggestion to broaden the tax base and welcomed the Government to heed the advice of the people in deciding not to further recommend GST during the remaining consultation period.  Islands District Council urged the Government to adopt a tax option that was widely accepted by the public as well as conducive to the long-term development of Hong Kong after listening to all the opinions.

II. Confirmation of the Minutes of Meeting Held on 23 October 2006

The minutes of the said meeting were confirmed with amendments.

III.
Question on Public Recreational Facilities in Discovery Bay

(Paper IDC 106/2006)

A Member had asked the developer of Discovery Bay to open the multi-purpose hall of Discovery Bay Commercial Centre for the residents to practice tai chi sword there.  She was disappointed that Hong Kong Resort Company Limited had only given a written reply and had not sent any representative to meet her and the participants of the tai chi sword training class.  She pointed out that the Outline Zoning Plan of Discovery Bay had stated that there would be about 300,000 square metres of land for public recreational facilities. She urged Islands District Land Office (DLO) to follow up the lease signed with the developer of Discovery Bay so that the provision of recreational facilities could come into being.  She also requested Leisure and Cultural Services Department (LCSD) to solve the venue issue of tai chi sword training class. She also asked Hong Kong Resort Company Limited to give a response. 

District Land Officer (Islands) said that if the venue issue of the tai chi sword training class had not really been solved, Island DLO would provide assistance.  He also said that the developer of Discovery Bay was responsible for building the multi-purpose hall and opening it for public use and Islands DLO would follow up the issue.

The aforesaid Member requested Islands District Office, together with Lands Department, Planning Department, Buildings Department and LCSD, to hold a meeting with her before the year-end to discuss the development of Yi Pak Wan in Discovery Bay and the planning of recreational facilities for Discovery Bay.

District Officer (Islands) said that Islands District Office would liaise with the relevant government departments and arrange the discussion.

IV. Proposed 132kV Submarine Cable from Castle Peak, Tuen Mun to Chek Lap Kok Airport Island
(Paper IDC 118/2006)

District Land Officer (Islands) briefed Members on the background of the works whereas Mr. CHOI Yiu-hung of CLP Power Hong Kong Limited (CLP) briefed Members on the works.

The Chairman opined that CLP was experienced in laying submarine cables.  Nevertheless, he reminded CLP to control the concentration of suspended sediment lest as it would affect water quality and the fishing industry.  He also urged CLP to communicate with the affected fishermen.

A Member asked CLP how it would handle the matter if there was complaint about the works.  He considered that the works should be carried out and completed as soon as possible so as to tie in with the long-term development of Hong Kong.

Mr. CHOI Yiu-hung said that CLP would set up a 24-hour telephone hotline to answer the queries of the public.  If Members considered it necessary, CLP could arrange a site visit for them.

The Vice-Chairman opined that laying the submarine cable was conducive to the development of Hong Kong. However, she asked CLP to answer the following 4 questions: 

(i) How often do dolphins appear within the area of the suggested route for laying the cable?

(ii) Any potential archaeological value within the said area?

(iii) What was the result of the environmental assessment report?

(iv) Has CLP met the affected fishermen and has it worked out any compensation scheme?

In response, Mr. Terence C.W. FONG said that CLP had make reference to the record of Agriculture, Fisheries and Conservation Department about the activities of dolphins in the past ten years.  Dolphins seldom appeared in the work area.  As for cultural heritage, results of studies confirmed there were no cultural relics in the area. 

A Member requested CLP to ensure that there was clear indication on the sea when the works were being carried out.

Another Member urged the Government to closely monitoring the works.

Another Member pointed out that the works would last for 6 months and would affect the fishermen of Tung Chung.  He requested CLP to contact Tung Chung Rural Committee to discuss the matter.

Mr. Frank NG of CLP agreed to do so.

The Chairman concluded the discussion and said that Islands District Council supported the proposal as mentioned in the paper.

V. Report on the Work of the Islands District Management Committee (November 2006)

(Paper IDC 107/2006)

District Officer (Islands) briefed Members on the paper and supplemented the latest information.  He said that the ad hoc working group set up by Islands District Office in handling bicycle parking problems in Mui Wo Pier had made a site visit to Mui Wo Pier on 8 November 2006.  The working group decided to clear the broken bicycles that were abandoned in the cycle park first and then clear the bicycles that were illegally parked outside the park.  The departments concerned would take action to clear the bicycles after the arrangement was confirmed.  Moreover, Islands District Office together with Members of Islands District Council, sports clubs, schools, social service organizations in the district and the departments concerned had set up a working group to promote 5-a-side mini soccer games in Islands District.  The working group had formed 2 sub-groups to organize 5-a-side soccer training classes and competitions respectively.  To kick-off the scheme, Islands District Office and LCSD would hold a football competition-cum-carnival in the shopping arcade of Yat Tung Estate on 13 & 14 January 2007.

A Member asked what long-term method the Government would adopt in tackling the problem of illegal parking of bicycles.

In reply, District Officer (Islands) said that he hoped that law enforcement actions (i.e. clearance of illegally parked bicycles) could have deterrent effect.  Besides, the Government together with the Members concerned would step up publicity in educating the public. He believed that through these measures, the problem of illegal parking of bicycles could be alleviated.

VI. Reports on the Work of the IDC Committees

(Paper IDC 110-113/2006)

Members noted that an organizing committee under Community Affairs, Culture and Recreation Committee had been set up to co-ordinate activities held in the Islands District marking the 10th anniversary of the establishment of the HKSAR.

VII. Allocation of DC Funds

(i) Up-to-date Financial Position on the Use of DC Funds


(Paper IDC 114/2006)


The above paper was noted and approved by Members.

(ii)
Approval for Using DC Funds by Circulation since the Last Islands District Council Meeting held on 23 October 2006

(Paper IDC 115/2006)


The above paper was noted and approved by Members.

(iii)
Islands District Council Souvenirs
Members noted that a manicure set bearing the wording of “Islands District Council” would be procured as souvenirs and the expenses would be paid from 2006/2007 Islands District Council Fund.

(iv)
Islands District Students’ Study Tour
Members approved the allocation of DC Fund in the amount of $323,600 for Islands District Office to organize a study tour for students of Islands District.  

VIII. Schedule of Islands District Council Meetings for 2007
(Paper IDC 103/2006)

The above paper was noted and approved by Members.

IX. Date of Next Meeting

Part I of the meeting was adjourned at 4:25 p.m.  The next meeting would be held at 2 p.m. on 12 February 2007.
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