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No new taxes

No tax rebate is offered to
taxpayers

Bill on “Green tax” will be
introduced to the Legidative
Council for discussions

A 9 month public
consultation period on the
introduction of GST will be
launched

1% reduction on the marginal
tax rates on the 2nd, 3rd and
the top band of salaries tax

Extension of the deduction
period of salariestax home
loan interest to 10 years

Group tax lossrelief and tax
loss carry- back arrangements
will not be introduced to the
profits tax system

Suitable assets of the
Government are being
identified for sales and
securitization purposes
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Save for the rainy days

Mr Henry Tang, Anancial Secretary of the HKSAR presented
his 3“ Budget speech for 2006/07 at the Legislative Council
on 22 February 2006.

It is encouraging to hear that the Hong Kong economy had
experienced a tremendous recovery since 2005. It is
anticipated that there will be a HK$5.8 billion surplus for
2005/06 and thiswill be the first fiscal year since 1997 that
the Government operates with a surplus. It is a general belief
that Hong Kong will experience continuous economic growth
for the yearsto come. However, Mr Tang remains cautiously
optimistic and does not choose to offer major treatsto the
Hong Kong citizens as a result of the current economy
recovery.

As Hong Kong is operating under an out-going economic
model, its economic stability is very susceptible to external
economic factors from other countries including the
mainland. Therefore, Mr Tang considered it being critical that
we save up for the rainy days.

The budget has been prepared on the principles of “Market
Leads, Government Facilitates’. Yet, Mr Tang reiterated the
objective to maintain Hong Kong as a low tax jurisdiction and
public expenditure should not overwhelm. It ishistarget to
contain annual public spending to no more than 20% of the
total annual revenue. One of the core measures to control
Government expenditure isto maintain the civil service fleet
at areasonable size. It isanticipated that the civil service
establishment will be reduced to 160,000 by March 2007 as
compared to 198,000 at the beginning of 2000.

Recognizing the limit of relying on traditional sources of
revenue, e.g. direct taxes and land premiums, the Government
Is serioudy considering broadening the tax base and plans to
consult the public on the introduction of the Goods and
Sarvices Tax (“GST") in the foreseeable future.
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Establishing closer economic working
relationships with the PRC, maintaining the
position as the key platform for PRCentitiesto
raise funds via the security and bond markets
remain the major goals of the Government.

Other objectives include ending the persistent
fiscal problem, maintain Hong Kong's
fundamental economic strengths, save for the
rainy days, help the poor and address their
needs, and reduce taxes and give the middle
class arespite.

Other key points mentioned in the budget

gpeech are summarized here for quick reference.

“Green tax”

The Secretary for the Environment, Transport
and Works will introduce the Product Eco-
responsibility Bill to the Legidative Council for
discussion later in the year to provide a legal
framework based on the Polluter Pays principle.

GST

A nine month public consultation period on the
introduction of GSTwill be launched in the
middle of 2006.

It isintended that the smple and low tax
regime should not be affected dueto the
introduction of GST. Measures on GST refunds
to vistors and allowing importersto defer
payments will be considered in the detailed
proposal.

It will take about three years from public
consultation to the actual implementation of
GSTin Hong Kong.

Salaries tax
It is proposed that the marginal tax rates of the

second, third and top tax bands to be reduced
by 1% point to 7%, 13% and 19%.

Another proposed tax relief is extending the
home loan interest deduction period from 7 to 10
years

Profits tax

Group tax lossrelief and tax loss carry-back had
been considered. However, these changes will

not be introduced to the profitstax sysem asthe
CGovernment is concerned that the group tax
relief can eadly be abused as a meansto evade
tax and loss carry-back arrangements would
place enormous pressure on tax revenue during
periods of economic downturn.

Rates

The rates chargesin 2006/07 will remain
unchanged at 5%.

Sales and securitization of government assets

By observing the principle of “Big Market, Small
Government”, the Government is continuing to
identify suitable assets for sale or securitization.

This program serves both to increase government
revenue and to offer more investment optionsto
the public, spurring the development of the local
financial market.

Hscal reserves

It is expected that fiscal reserves will stand at
HK$300.8 billion by 31 March 2006, equivalent
to 16 months of equivalent to 16 months of
government expenditure. For the next five years,
the fiscal reserves will be maintained at a level
between HK$300 hillion and HK$390 hillion, the
equivalent of 15 to 17 months of government
expenditure.
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ofits Tax Rates, Deduction and Allowances 2005/06 2006/07
Gorporations 17.5% 175%
Unincorporated businesses 16% 16%
Royaltiesto non-residents
- Rate of deeming assessable profits 30% or 100% 30% or 100%
- Efective tax rate 5.25% or 17.5% 5.25% or 17.5%
uction
Charitable donations Up to 25% of assessable profits Up to 25% of assessable profits
reciation allowances
Allowances for plant and machinery
- Initial allowance 60% 60%

- Annual allowance

Gommercial building allowance
Industrial building allowance

- Initial allowance

- Annual allowance

Manufacturing plant and machinery, and
computer hardware and software
Building refurbishment

Sngle taxpayer

Married couple

Frst to ninth child

Sngle parent

Dependent parent/ grandparent

Aged55t059

- Basc

- Additional (for dependent
living with taxpayer)

Aged 60 or above

- Basc

- Additional (for dependent
living with taxpayer)

Disabled dependent

Dependent brother/ sister

Charitable donations

Sf education expenses

Home mortgage interest

Hderly residential care expenses

(7 years for 2005/06)

Contributions to recognized retirement schemes

10%, 20% or 30%
4%

20%
4%

100% immediate write- of f
20% write-off for 5 years

16%

First HK$30,000 - 2
Next HK$30,000 - 8%
Next HK$30,000 - 14%
Upon the remainder - 20%

HK$100,000
HK$200,000
HK$40,000 per head
HK$100,000

HK$15,000
HK$15,000

HK$30,000
HK$30,000

HK$60,000
HK$30,000

Up to 25% of assessable income

Up to HK$40,000
Up to HK$100,000 **
Up to HK$60,000
Up to HK$12,000

The deduction is granted to each taxpayer for 10 years of assessment, whether continuous or not.

10%, 20% or 30%
4%

20%
4%

100% immediate write-off
20% write-off for 5 years

16%

Frst HK$30,000 - 2
Next HK$30,000 - 7%
Next HK$30,000 - 13%

Upon the remainder - 19%

HK$100,000
HK$200,000
HK$40,000 per head
HK$100,000

HK$15,000
HK$15,000

HK$30,000
HK$30,000

HK$60,000
HK$30,000

Up to 25% of assessable incomy
Up to HK$40,000
Up to HK$100,000 **
Up to HK$60,000
Up to HK$12,000

Sdlariestax is charged on net chargeable income at progressive rates. The tax charged however islimited to tax at the standard rate
on the person's assessable income less concessionary deductions.
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IProperty tax 2005/06 2006/07
16% 16%
Stamp Duty 2005/06 2006/07

Stock transactions

Hong Kong stock

Property transactions

Property consideration/HK$
- 1,000,000

1,000,001 - 2,000,000
,000,001 - 3,000,000
,000,001 - 4,000,000
,000,001 - 6,000,000

0.2% per transaction
(payable half by the vendor and
half by the purchaser)

HK$100
0.75%
1.50%
2.25%
3.00%
3.75%

2005/06

0.1% (Capped at HK$30,000

0.2% per transaction
(payable half by the vendor and
half by the purchaser)

HK$100
0.75%
1.50%
2.25%
3.00%
3.75%

2006/07

0.1% (Capped at HK$30,000
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If you wish to discuss the above, please notify your usual ShineWing contacts or contact:
Eric Chiang Tax Principal T (852) 3583 8063 E eric.chiang@ shinewing.com.hk
Barry Ip Director T (852) 3583 8038 E barry.ip@shinewing.com.hk
Chan Wing Kit Director T (852) 3583 8018 E kit.chan@shinewing.com.hk
Banny Tam Director T (852) 3583 8008 E banny.tam@ shinewing.com.hk
Loratta Lau Director T (852) 3583 8028 E lorattalau@ shinewing.com.hk

The aim of this summary isto alert taxpayers on the recent developments. The information is general in nature and
should not be taken as a substitute for specific advice. Accordingly, Shinewing (HK) CPA Limited accepts no responsibility
for any loss that occurs to any party who acts on information contained herein without further consultation with us.




