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Supporting the retention of Estate Duty is based on “ignorance”!
-In Response to Mr. Ronny Tong’s Article

The recent article published by Mr. Ronny Tong entitled “Is supporting the retention of
Estate Duty based on ignorance?” contains a number of misleading and inaccurate
information:

1. THEC03/04 Fgyd > o MRy EERUS T PRt = sSpufEg szq [EE S
A SN ﬂ[[;e)—”?‘ @ﬁ, <ot ) Jr:ﬁgF,llﬁ} 2ooof T o

Let’s take a look at how many people are involved. In 2003/04, only 258 estates out
of the total registered deaths of 37,108 were subject to Estate Duty. Of these, only
about 80 involved estates with value in excess of $20 million.  So it clearly makes
no sense for an outdated tax to be retained just for the sake of taxing 80 “rich guys”.

2. TRHBFH PIAE o B REE) TR I O ST ?
The reason is simple! Estate Duty is imposed only on Hong Kong assets.
Therefore one of the most effective avoidance methods is the relocation of assets
overseas.

3. TRHH PSSR DAL BB

Even if investments are made through a corporate vehicle, the shares of those
companies will still be subject to Estate Duty on the death of the shareholder if they
are Hong Kong shares or shares of an overseas company which falls within the
definition of a “controlled company”.

TSI I DL A R
£ SR B V]

This statement is incorrect! Estate Duty is levied on the value of Hong Kong
assets passing on the death of an individual. The place of death is not relevant.
Further, Estate Duty is imposed on both movable and immovable property, not just
on immovable property.

o

PV R R 7 (T VIS 91 -

The lack of an accurate estimate does not mean that the abolition of Estate Duty
will fail to attract international investors to Hong Kong. As pointed out by the
Financial Secretary in his speech to LegCo on 27 April, abolition of Estate Duty
will remove a major obstacle to the further development of our asset management
business. He also estimated that the total assets in Hong Kong’s fund management
business may double, to more than $5,000 billion within the next five years. The
expanded asset management business will bring additional job opportunities to
Hong Kong and will facilitate the development of other related industries,
benefiting not only asset owners but also many other citizens.
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7.

8.

9.

10.
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The unfairness is that it is clearly not a tax paid by the very rich. It is a tax on the
ill-informed, typically the middle class who have worked hard throughout their
lives but have not sought proper tax advice. There is no blanket exemption on the
residential property lived in by the deceased. The only relief available is the
matrimonial home relief which exempts the property if ownership passes to the
surviving spouse. This relief is very narrow and fails to take into account modern
day relationships or arrangements. For example, it does not apply where the
matrimonial home is held via a company. It also does not apply if the property is
passed onto other family members rather than to the spouse.
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It makes no sense to waste time and resources on improving the collection
mechanism just to impose tax on 80 “rich guys”.
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Most countries which abolished estate duty did not have a capital gains tax at the
time of abolition. For example, Australia abolished estate duty in the 1970s when
it did not have a capital gains tax. Malaysia, New Zealand and Macau also
abolished estate duty in the absence of a capital gains tax.
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We agree that any stable source of revenue, however small the amount, should not
be given up lightly. However, far from being a revenue loss, abolition of Estate
Duty could be revenue positive to the Government. It is obvious that abolition
will retain and attract wealthy investors who will buy Hong Kong properties and
shares, set up regional offices here and employ our people, our lawyers, accountants,
bankers and fund managers to look after their global assets. The activities will
result in additional stamp duty, profits tax and salaries tax.
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We do not agree with this approach. Tinkering with such an outdated tax would
only make it more complex and unfair. \We reiterate that it makes no sense to
waste time and resources in reforming a tax which is imposed only on 80 “rich
guys”. More importantly, it makes no sense to forfeit Hong Kong’s chance of
being a premier asset management centre just to impose an outdated tax on a
handful of people. Abolition is not a measure that “robs the poor to help the rich”.
Evidence shows that the majority of the dutiable cases involve assets with an estate
value (after exemptions) below $20 million. Therefore, those who stand to benefit
directly are mostly SMEs and the middle class rather than the rich. In fact, the
whole community will benefit as abolition will remove a major obstacle to Hong
Kong’s further development of our asset management business.
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