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LEGISLATIVE COUNCIL BRIEF

Executive Council

REVENUE BILL 2003

INTRODUCTION
At the meeting of the Executive Council on 25 March 2003, the

Council ADVISED and the Chief Executive ORDERED that the Revenue
Bill 2003, at Annex A, should be introduced into the Legislative Council to
implement the revenue proposal in the 2003-04 Budget relating to motor
vehicles first registration tax (FRT).

JUSTIFICATIONS

Abolishing exemptions
2. It is proposed that the exemption for three vehicle accessories,
namely air-conditioners, audio equipment and anti-theft devices, and
warranties provided by vehicle distributors, be abolished.

3. The motor vehicle FRT is charged on the Published Retail Price
(PRP) of vehicles.  At the time when the pre-Budget system was first
designed (in 1994), the above vehicle accessories and distributors’
warranties were either fitted to vehicles locally after the vehicles had
arrived, or did not form part of the sales contracts of vehicles.  Hence, these
items were excluded from the taxable value of motor vehicles under the
pre-Budget system.  However, the trade practice has changed over the
years.  Today, the vast majority of the exempted accessories are in-built
items.  The majority of the warranties form part of the sales contracts of the
vehicles.  In any case, if the warranties form part of the price of a vehicle,
they should be liable to tax.  The current system of providing these
exemptions has become largely outdated.  It poses an unnecessary cost of
compliance on the part of the trade (as vehicle distributors are required to
apportion the values of the three exempted accessories even though the
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prices of such individual items are not separately provided by the
manufacturers) and gives rise to tax evasion problems (through over-
declaring the value of the tax-exempted items).  We therefore recommend
to abolish these exemptions.

4. The Government has consulted the trade on the proposal to
remove the exemptions.  It is supported by the Motor Traders Association
of Hong Kong (MTA).

Adjusting the bandwidths and tax rates
5. As the value of exempted items constitutes a larger percentage of
the total value of the vehicle for lower-priced private cars (e.g. 68% for
private cars with taxable value, i.e. published retail price of the motor
vehicle excluding the value of exempted items, below $100,000), we
propose to widen the tax bandwidths for private cars from $100,000 for the
first three steps to $150,000 for the first two steps and $200,000 for the
third step, and to decrease the effective tax rate for these cars to mitigate
the impact of abolishing the exemptions.

6. In order to raise additional revenue, we also propose to increase
the tax rates for more expensive private cars with taxable value over
$150,000, and make the tax more progressive.  The proposed marginal rates
are 35%, 75%, 105% and 150% for the four bands respectively, while the
effective tax rates for private cars with taxable value below $150,000,
between $150,001 and $300,000, between $300,001 and $500,000 and
above $500,000 would be 35%, 46%, 65% and 95% respectively on
average.

7. Separately, we propose to switch to a marginal tax system which
is more equitable.  This was actually a proposal of the MTA.  The current
and proposed tax bandwidths and rates are set out in Annex B.

8. While the above proposed changes will bring about an increase in
tax liability for the majority of private cars, the increase is merely due to
the abolition of exemptions rather than any increase in the tax rate for the
bulk of the private cars.
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9. The impact of the proposal will be higher for more expensive
private cars.  Nevertheless, expensive cars only represent a small portion of
the private car market in Hong Kong.  In 2002-03 (up to 5 March 2003),
only about 6%, or 1,800, of the private cars first registered have a taxable
value (after including the tax-exempted items) going over $500,000.  The
proposal is not expected to affect people’s livelihood.  The table at Annex
C sets out the impact of the proposals on some representative car models.

10. For van-type light goods vehicles less than 1.9 tonnes, we
propose a marginal tax system similar to that for private cars to prevent
abuse.

11. As regards van-type light goods vehicles exceeding 1.9 tonnes
and other goods vehicles, the rates are proposed to be reduced to 17% and
15% respectively.  As for taxis, light buses, buses and special purpose
vehicles, the rate is proposed to be reduced to 3.7%.   Reductions in tax
rate are proposed for these commercial vehicles to mitigate the impact of
the abolition of exemptions on them.  For motor cycles and motor
tricycles, it is proposed that the existing rates of 40% be maintained, as
abolition of the exemption will have minimal impact on them.

Anti-avoidance measures
12. We propose to include a requirement for registered vehicle
owners to declare to the Transport Department (TD) the purchasing of
warranties (in addition to accessories) from any person (in addition to
registered distributors and associated persons); and extend the requirement
for payment of additional FRT for the accessories and warranties from
three months after registration to six months thereafter.  If registered
distributors or associated persons offer the warranties, they should also
make the declaration to TD.  This strengthens the existing provisions that
prevent tax avoidance through the purchase of accessories after first
registration and levels the playing field for all providers of accessories and
warranties.  These are strongly supported by the MTA.  The registered
distributors, associated persons and registered owners would be required to
keep the records of the distribution, sale and purchase of vehicles, and the
accessories and warranties as applicable for thirty months from first
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registration for inspection when required.  This will complement the
enforcement of the anti-avoidance provisions.

Public Revenue Protection Order
13. For the purpose of revenue protection, we arranged for the
proposals relating to FRT to be covered by the Public Revenue Protection
(Revenue) Order 2003, which was put into effect as from 2:30 p.m. on 5
March.  All vehicles not registered before then will be subject to the
revised tax system and rates.  The Order gives legal effect to the proposals
for a maximum period of four months.  The proposals will cease to have
effect as from 5 July should the Revenue Bill 2003 not be passed by the
Legislative Council by then.

OTHER OPTIONS
14.  There has been suggestion that exemption should be granted to
distributors’ stocks and cars for which orders have been placed and
deposits paid before the PRPO took effect.

15. FRT is a tax on registering vehicles for use in Hong Kong.  When
FRT rates are changed, the new rates always apply to all vehicles which
have not been registered at the time when the changes take effect.  This is
also the practice for all other tax measures, such as duty on wine and
tobacco.   In practice, an exemption for cars on order is extremely difficult
to enforce because of the difficulty in verifying the timing of orders placed
by vehicle buyers.  Substantial revenue loss will result if this suggestion is
adopted.

THE BILL
16. The main provisions of the Bill are as follows:

(a) clauses 3, 4, 5, 13 and 14 remove the existing references to
the exemption of accessories from FRT;

(b) clauses 6 and 8 require the registered owners and
registered distributors to declare to TD the values of
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accessories fitted or taxable warranties obtained within six
months after first registration of vehicles and require the
payment of additional FRT upon delivery of the declaration
to TD;

(c) clause 7 makes distributors’ warranties part of the taxable
value and provides for the calculation of additional FRT
payable for accessories fitted and taxable warranties
obtained within six months after first registration;

(d) clause 9 imposes a duty on registered distributors,
associated persons and registered owners of motor vehicles
to keep records in respect of sale and purchase of any
vehicles, accessories and taxable warranties;

(e) clause 10 provides the penalty for the contravention of the
requirements to make declaration and keep records;

(f) clause 11 sets out the marginal tax bands and rates for
private cars and light goods vehicles not exceeding 1.9
tonnes and the revised tax rates for other vehicles; and

(g) clause 12 contains transitional provisions.

17. The existing provisions proposed to be amended are at Annex D.

LEGISLATIVE TIMETABLE
18. The legislative timetable will be -

Publication in the Gazette 28 March

First Reading and commencement of
Second Reading debate

9 April

Resumption of Second Reading
debate, committee stage and Third

to be notified
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Reading

IMPLICATIONS OF THE PROPOSAL
19. The proposal is in conformity with the Basic Law, including the
provisions concerning human rights.  It does not affect the existing binding
effect of the Motor Vehicles (First Registration Tax) Ordinance.  It has no
productivity or environmental implications.  It does not have major
sustainability implications.  It would lead to an increase in retail price in a
range between 5% and 27% for the representative vehicle models in Annex
C.  However, some distributors may choose not to pass the full tax burden
to consumers.  If so, the increase in retail price because of the abolition of
exemptions and tax increases would be smaller.

20. The Budget proposals on FRT are expected to bring about
additional revenue of about $700 million in 2003-04.  This estimate has
already taken into account possible changes in the pricing strategy of
vehicle distributors and the suppression effect of the tax increase on new
vehicle sales.  The Customs & Excise Department (C&ED) will have
additional workload arising from the increased need to inspect vehicles
connected with suspicious cases or complaints.  TD will continue to check
the declared values against the invoices submitted.  They will be able to
absorb the additional resource requirement.

PUBLIC CONSULTATION
21. We consulted the motor trade, including the car distributors,
associations, motor trade companies as well as association representing
consumer interests in 2001.  5,068 submissions were received, of which
5,026 were standard letters from employees of motor trade companies.  The
rest were from MTA or its members, the Hong Kong Right Hand Drive
Motors Association (RHDMA) and Hong Kong Automobile Association
(HKAA).  MTA expressed support for abolishing the exemption for the
three accessories and the distributors’ warranties.  It advocated the
adoption of marginal tax rates for private cars and widening the first tax
band from $100,000 to $150,000.  It also suggested the lengthening of the
anti-avoidance period for accessories and warranties and the proposed
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record-keeping period.  RHDMA expressed the view that removal of
exemption for anti-theft devices might be a disincentive to the public to
install the device and that distributors’ warranty should not be subject to
tax as it was not part of the machinery of the vehicle.  It was also opposed
to the requirement for registered owner of vehicles, registered distributors
and associated persons to declare fitting of accessories and distributors’
warranty on grounds of administrative complexity.  Both Associations
called for a reduction in the tax rates for private cars to mitigate the impact
of the exemption abolition.  HKAA did not have any objection to the
proposal to abolish exemptions but urged the Government to revise the tax
bands and lower the tax rates for private cars, especially for lower-priced
private cars.  The employees of the motor traders expressed support for
Government’s proposals to curb tax abuse, but expressed concern that high
tax rates would jeopardise car sales and their jobs.

22. Owing to the confidentiality of the Budget, no formal
consultation has been carried out in respect of the specific proposal to raise
FRT rates.  

23. We have met with the MTA and RHDMA after the Budget
announcement.  Both associations expressed concerns about the impact of
the tax increases on the business and employment of the motor trade.  MTA
reaffirmed its support for the abolition of exempted items and adoption of
the marginal tax system, but expressed concerns over the size of the tax
increases.  It counter-proposed that the marginal tax rates for the second to
fourth tax bands should be reduced to 60%, 85% and 105%.  RHDMA
expressed reservations on the requirement for declaration of accessories
within six months from first registration.  It also proposed that cars
imported within two months from Budget Day be taxed at the old rates and
that the then exempted items should be taxed at a flat rate separate from the
standard vehicle.  During TD’s briefing to the trade after Budget
announcement, the motorcycle trade raised objections to the higher tax
rates for motorcycles.  It demanded that the rate for motorcycles be reduced
to 35%, the same as private cars in the lowest tax band.
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PUBLICITY
24. We issued a press release on the Budget proposals on 5 March
and have briefed the trade.  We will issue a press release on this Bill.  A
spokesman will be made available to answer media and public enquiries.

BACKGROUND

Current tax system
25. Currently, FRT is levied ad valorem on the PRP of a motor
vehicle.  PRP is the retail price of the standard motor vehicle and all the
associated items.  Air-conditioners, audio equipment and anti-theft devices
and warranties offered by vehicle distributors are exempted from FRT and
their values are excluded from the calculation of taxable value.  If the
C&ED considers that the PRP of a motor vehicle submitted by distributors
does not reflect the market value or that the PRP of tax-exempted elements
is constructed in such a way as to avoid the payment of FRT, the
Department may reject the PRP and make a separate assessment.   In the
2000-01 Budget, we announced that we would review the scope of
exemptions from FRT with a view to updating the system.

26. We have consulted the trade and completed the review.  We
found that the original justifications for providing tax exemption for the
three accessories and distributor’s warranty have become largely outdated.
At the end of 2001, we proposed to the trade that these exemptions should
be abolished.  We also proposed to reduce the tax rates by 8% to 15% in
order to mitigate the impact of the abolition of exemptions on vehicles.

OTHERS
27. In case of enquiries about this brief, please contact Miss Erica
Ng, Principal Assistant Secretary for Financial Services and the Treasury,
at 2810 2370.

Treasury Branch
Financial Services and the Treasury Bureau
March 2003
legcobf-e.doc






























































































































































