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Purpose

This paper provides the Administration’s response to the
questions raised by Members at the meeting of the Bills Committee on
the Boundary Facilities Improvement Tax Bill (the Bill) held on 2 July.

Practicability of on-site collection

Principal considerations

2. As explained at the last Bills Committee meeting, the
Administration’s principal considerations in proposing the mode of
collection for the Boundary Facilities Improvement Tax (BFIT) are that
collection and enforcement against evasion should not cause disruption or
delay to the flows of people and vehicles, or crowd management problem
at the control points; and that it should be convenient to the taxpayers.
The Administration has carefully examined various options for collecting
BFIT which include on-site collection but has come to the view that on-
site collection is not desirable.

Cross boundary figures

3. There were on average 322,000 and 57,000 people using the
land and sea boundary facilities respectively everyday in 2002.  During
the busy periods, the number of people passing through the busier land
control point such as Lo Wu and Lok Ma Chau control points could be as
high as 359,000 and 66,000 per day respectively.  As regards vehicle
flows, there were 24,000 vehicles crossing Lok Ma Chau on an average
day in 2002, which went up to 26,500 during busy periods.  The
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numbers of the boundary crossing people and vehicles have been
increasing substantially over the past 10 years and are expected to grow
rapidly.  Taking Lok Ma Chau as an example, the daily passenger and
vehicle departure trips have grown by 436% and 76% respectively
between 1996 and 2002.

Problems of on-site collection

4. Requiring each and every traveller to pay BFIT at the
departure points will inevitably prolong the time they stay in the
departure halls.  Currently, immigration officers at, for example, Lo Wu
Control Point only require 21 seconds on average to clear a departing
person and the queuing time at the immigration counters is 15 minutes on
average.  If the officers have to, as advocated by some parties, collect
tax coupon from the persons, check their exemption status, explain to
them how to get a tax coupon if the tax-liable persons have not paid the
tax etc., the immigration processing time and the queuing time may
substantially increase depending on the procedures for checking and the
knowledge of the travellers about BFIT.  Besides, people who could not
effect the tax payment at the counters (e.g. not knowing they have to buy
tax coupon or forgetting to bring it) would have to turn back in a contra
flow direction to get the coupon.  This will lead to confusion and chaos,
affecting the people in the queues.

5. The other option of on-site collection, i.e. installing
collection tax machines inside the departure halls has other and yet
similar drawbacks.  Under this method, departing persons will have to
queue up for payment of tax after or before immigration.  The existing
control points are limited in space.  There is inadequate space to
accommodate tax collection machines, payment office, queuing area for
payment, passenger holding area for inspection of exemption status etc. in
a way which would not cause disruption to people flow and
inconvenience to taxpayers.  The confusion and chaotic situations as
described above would also occur to the queues for tax payment,
especially during busy periods.  Considering that there can be over 2000
people at any one time during busy hours waiting for departure inside the
departure halls (at Lo Wu Control Point), it is not unforeseeable that a
bottleneck or tailback will be created, thus causing serious adverse effects
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on the flow of people.  Even during the less busy hours, a slight hiccup
will cause congestion at the departure halls, leading not only to delay to
the people and vehicles, but also crowd control and safety problems under
the worst case scenario, which may in turn lead to dangerous
consequences.    

6. In addition to the above crowd management problems, on-
site collection at the Immigration or Customs clearance counters will
distract Immigration and Customs officers from their primary duties of
enforcing immigration and customs controls.  It may undermine the
service standard of our control point and compromise the effectiveness of
immigration or customs control.  The on-site collection method is not
desirable from the security point of view.
   
7. Some advocates of on-site collection suggested that people
would get used to the tax arrangements with experience and there would
be less and less hiccups over time.  However, currently, over 17% of the
travellers who make use of our land and sea control points are non-HK
Identity card holders and most of them are visitors.  Tourists might lack
knowledge of our local tax arrangements.  They may not possess Hong
Kong currency when they reach the boundary crossing points.  It would
not be in the interest of the development of our tourism industry if there is
any disruption to boundary crossing, as the confusion and inconvenience
would leave a bad impression among our visitors.

Practicability of off-site collection

8. As smooth flow of people is the paramount concern, tax
collection activities should best be diverted away from the immigration
halls and the control point areas.  Under off-site collection, the flow of
people at control points will not be delayed or obstructed due to tax
collection activities, and it will be most convenient to taxpayers as they
do not need to pay tax separately from their transport fare.

9. Off-site tax collection is the method used by ferry companies
in respect of the Passenger Embarkation Fee (PEF) and by airlines in
respect of the Air Passenger Departure Tax at the moment.  In respect of
departure by sea, the Administration considers that collection of BFIT
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should best be performed by the sea operators, along the same line as the
current arrangements for PEF.  We expect little technical difficulty on
the part of the sea operators.  As regards land transport, the majority of
land departures (about 80% of all passengers departing from land control
points in 2002) is through Lo Wu.  The Administration recommends that
BFIT from train passengers to Lo Wu should be collected through
Kowloon-Canton Railway Corporation (KCRC).  Both KCRC and
Octopus Cards Limited advise that it would be technically feasible to
factor the BFIT into their ticket fare or use the Octopus card for the
purpose.  Currently, over 80% of KCRC’s Lo Wu passengers use
Octopus cards to pay ticket fares.  As such, for most passengers, the
need to pay BFIT should not cause any disruption or inconvenience.
For the remaining land transport passengers, the proposal is for them to
pay BFIT when paying transport fare.

10. The Administration recognises that with off-site collection
the risks of tax evasion and under-collection would be higher than on-site
collection.  We will put in place appropriate monitoring and risk-
management systems to minimise the risk of revenue leakage as far as
possible.  We will also put in place appropriate support mechanisms to
help operators enforce the tax.

Consultation with transport operators

11. Since 2002, we have conducted several rounds of
consultation with concerned transport operators on the proposed off-site
collection method.  Feedback from KCRC, majority of cross-boundary
ferry, cruise, and coach operators is that generally off-site collection is
feasible, although they have also expressed concerns and reservations on
certain aspects of enforcement.  Some of them have offered comments
on the Bill, which have been incorporated as appropriate.  Some
operators have expressed objections to off-site collection, making
counter-proposal on on-site collection.

12. Some of the operators have indicated a preference for the
Administration to draw up operational manual/guidance notes to set out
our requirements on collection and enforcement of the tax.  In recent
months, we have therefore drawn up a set of such manual/notes and are in
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the process of consulting the concerned operators.  Many of them have
come back providing useful feedback suggesting, for example, that
procedures should be streamlined to shorten the passenger processing
time, the record-keeping and returns requirements should be simplified,
better use of electronic payment, less onerous responsibilities on
operators etc.  They have expressed that Government should reimburse
them for the administrative fee incurred in the tax implementation.  We
will consider their suggestions with a view to devising a set of reasonable
and practical manual/notes for the use of operators.

Estimate of Revenue from BFIT

13. The proposal to levy a BFIT is estimated to generate about
$1 billion of additional revenue each year for the Government on a
recurrent basis, after deducting the revenue from the existing PEF
which will be abolished upon introduction of BFIT.

14. The above estimate is based on 2002 departure figures.  In
2002, a total of about 69,317,000 passengers and 1,009,000 private cars
departed through all the land and sea boundary crossings of Hong Kong.
Taking into account the offer of monthly tickets at $270 per month per
person for some 40 000 frequent commuters, the exemptions and the
deduction of the revenue of $0.18 billion from PEF, at a tax rate of $18
per person and $100 per private car, total revenue from BFIT would
amount to about $1 billion a year.

15. According to the Planning Department’s projections, the
total number of land and sea arrivals and departures is projected to reach
251 million a year by 2016.  Detailed forecasts of the cross-boundary
passenger flows are at Annex.  Total number of private cars which make
use of the boundary crossing points is projected to reach 9.7 million a
year by 2016.  These projections however have not taken into account
the most recent initiatives such as the proposed Hong Kong-Zhuhai-
Macao Bridge and the individual visit scheme.
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Estimate of Recurrent Fund for Collection and Enforcement

16. The Administration estimates that a recurrent funding of $38
- 55 million per year will be required for the collection and enforcement
of the BFIT.  This mainly covers the payments to system providers,
administration fees for transport operators and relevant agents for
collecting the tax on behalf of the Government in respect of both land and
sea departures, and staff cost and expenses of the Government.

17. The payments to system providers cover the recurrent
payments payable to contractors/operators for the on-going management
and maintenance of the tax collection and ticketing systems for BFIT
purpose.  This recurrent expenditure is estimated to range from $0 to $6
million, depending on whether it can be absorbed within existing
resources.  The recurrent staff cost and expenses for enforcing the tax
are estimated to be around $16 million, supporting an implementation
team with 32 staff which comprises accounting officers, transport officers
and clerical officers.

18. The remaining (around $22 million to $33 million) is
reserved for the payment of administration fee to transport operators and
agents.  As many of the operators are working on cost estimates,
discussion on administrative fee has yet to be completed.  We would
only have a better idea as to how much this item of expenditure would
amount to when discussions are completed.

Implications of BFIT on KCRC’s Passenger Flow and Fare Income

19. As explained at the last Bills Committee meeting, the
Administration has not examined whether or how the introduction of
BFIT would impact on the businesses of transport operators.  Hence we
do not have any estimates in relation to BFIT’s impact on KCRC’s
passenger flow/fare income.  We have relayed Members’ request for
information to KCRC.    
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KCRC Fare Structure

20. As advised by the Environment, Transport and Works
Bureau, KCRC implemented the separate fare structures in April 1984 for
domestic and Mainland travel to reflect the substantial differences in the
nature of travel, the resources required to provide the services, and the
competitive environment faced by KCRC in the two markets.  The fare
differences were not attributed to a Government levy on the cross-
boundary line fare and/or related charges in the past.

Treasury Branch
Financial Services and the Treasury Bureau
September 2003




