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Member will ask the question in thislanguage
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M easures to tackle problems of inflation and inflow
of hot money

(5) HonVincent FANG Kang (Oral Reply)

The quantitative easing monetary policy of the United
States (“*US’) has led to a massive inflow of capital
into Hong Kong's investment markets and intensifies
the risk of an asset bubble, the Financial Secretary
therefore introduced further measures to curb property
speculation on 19 November 2010. There have been
comments that these measures mainly target at the
luxury property market, in which prices have recently
surged more sharply. As for commercia and
industrial properties, particularly shops, the measures
are less severe and there is no corresponding measure
for medium and small-sized residential flatsat al. In
addition, the continuous depreciation of the Hong
Kong dollar under the linked exchange rate with the
US dollar has resulted in an aggravating inflation trend,
and capital will also shift to seek other avenues. In
this connection, will the Government inform this
Council:

(@ of the performance of the property market since
the introduction of the aforesaid measures to
curb property speculation on 19 November this
year; whether the Government’s expected
targets have been met; whether capital in the
market has shifted from the luxury property
market to the markets of commercial and
industrial properties, shops and small-sized
residential flats, how the Government is going
to cope with the formation of asset bubbles in
these markets,

(b) given that the Financial Secretary has earlier
adjusted upwards the annual inflation rate by
only 0.2 percentage point to 1.7% while Asian



(©)

countries (including those which are less
vulnerable to the impact of prices in other
countries) have all adjusted upwards their
annual inflation rates to 4% or 5%, and the
prices of maor daily necessities and food in
Hong Kong have experienced high double-digit
increases in recent months, whether it has
assessed if Hong Kong has underestimated the
actual inflation and its impact; in view of the
continuous weakening of the Hong Kong
dollar, whether the current method of
calculating inflation will be modified to reflect
the actual situation; and

given that the Financial Secretary has expected
that hot money will continue to flow into the
Hong Kong market and that the interest rates in
the US will remain low, but he also anticipates
an eventual bounce-back of interest rates,
whether the Government has made any
projections as to how Hong Kong's economic
activities will be affected, how volatile the
investment markets (including the banking
sector) will become and how much loss these
markets will incur when the interest rates go up
and capital is withdrawn from Hong Kong?
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Regulation of credit reference agencies

(12) Hon LEUNG Kwok-hung (Written Reply)

A member of the public has complained to me that a
credit reference company which specidlizes in
providing banks and financial institutions with
consumer credit data had given incorrect personal data
about him to a bank, resulting in the regjection of his
bank loan application. Meanwhile, some members of
the public have also complained to me that the
company has retained the credit records of some
members of the public for more than seven years
and/or provided banks and financia institutions with
such records, thereby violating the requirements of the
Code of Practice on Consumer Credit Data (“the
Code’). In this connection, will the Government
inform this Council:

€)) apart from the Code promulgated by the
Privacy Commissioner for Personal Data
(“Privacy = Commissioner”) to  regulate
consumer credit data, whether the Goverment
has imposed regulation on credit reference
agencies (“CRAS") at present; if so, how they
are regulated and of the scope of regulation; if
not, the reasons for that;

(b) whether at present the Hong Kong Monetary
Authority (“HKMA”) has imposed regulation
on how banks and financial institutions accept,
rely on and use the consumer credit data
provided by CRAs, if so, how they are
regulated and of the scope of regulation; if not,
the reasons for that; and

(c) whether it knows if the Privacy Commissioner
or HKMA had in the past three years regularly
investigated whether CRAs had retained any
credit or other records of members of the public



for more than seven years or released such
records; if regular investigation had been
conducted, how often such investigations had
been conducted; if regular investigation had not
been conducted, of the reasons for that?
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Review of the implementation of section 39E of the Inland

Revenue Ordinance

(16) Dr Hon LAM Tai-fai (Written Reply)

Regarding the reply given by the Secretary for
Financial Services and the Treasury (“SFST”) to my
oral question on 24 November this year, will the
Government inform this Council

(@

(b)

(©)

whether it will fully publicize the report
submitted by the Joint Liaison Committee on
Taxation (“JLCT”) on the review of the
implementation of section 39E of the Inland
Revenue Ordinance (Cap. 112) (“section 39E”"),
as well as the relevant correspondences and
documents exchanged between the authorities
and JLCT; if it will, when they will be
published; if not, of the reasons for that;

given that SFST stated that “according to our
understanding, in the course of upgrading and
restructuring the processing trade in the
Mainland, considerable Hong Kong enterprises
have opted to transfer the title of their
machinery and plant to the newly established
Mainland enterprises as capital injection”,
whether the Government has data showing the
number of the aforesaid “considerable Hong
Kong enterprises’; if so, of the detalls; if not,
on what objective facts SFST has based in
arriving at such understanding;

given that SFST stated that “for some Hong
Kong enterprises which have provided
machinery and plant to the newly established
Mainland enterprises at a rent, they have to pay
business tax and income tax in the Mainland as
their rental income is taxable profits in the
Mainland”, yet there is in fact no question of



(d)

(€)

(f)

the Hong Kong enterprises receiving rent when
they provide machinery and plant to processing
enterprises to produce goods to be sold by
themselves, why the authorities could interpret
that such machinery and plant are provided “at
arent”;

given that SFST stated that “for machinery and
plant provided for use by the Mainland
enterprises rent-free [under ‘import
processing’'], we are worried that if we accede
to the request of some enterprises and provide
depreciation allowances in Hong Kong for such
machinery and plant, we may be perceived as
encouraging transfer pricing”’, vyet the
Organization for Economic Co-operation and
Development and the Inland Revenue
Department in Hong Kong have both issued
specific guidelines on the handling of the issue
of transfer pricing, of SFST’s justifications for
the aforesaid worry;

given that according to the Inland Revenue
Board of Review Case Nos. D37/01 and
D60/06, the Board has ruled that the tax
liability of ataxpayer should be determined by
local legidation, and no consideration should
be given to whether the foreign tax authorities
have suffered tax loss, why SFST raised the
Issue of taxing rights of other tax jurisdictions
(including the Mainland);

given that according to section 16 of the Inland
Revenue Ordinance, al outgoings and expenses
shall be deducted to the extent to which they
are incurred in the production of chargeable
profits, whether it has assessed if it is a
violation of the basic principles of “tax
symmetry” and deduction of expenses under
section 16 of the Inland Revenue Ordinance
when depreciation allowances for machinery
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(h)

(i)

()

and plant used in the production of chargeable
profits may not be granted merely because such
machinery and plant are used outside Hong
Kong; if not, of the reasons for that;

whether it has assessed the impact of the
authorities’ refusal to improve section 39E on
the commerce and industry sector, employment
in our society and economic development; and
whether it has assessed if the loss in tax
revenue suffered by the Government as a result
of reduced profits consequent upon decreased
productivity and competiveness in the wake of
Hong Kong enterprises reducing their
investment in machinery and plant will
outweigh the reduction in tax revenue brought
about by “relaxing section 39E” as referred by
SFST; if it has, of the details; if not, the reasons
for that;

given that members of the trade have requested
the authorities to resume compliance with the
legidative intent of section 39E, which is only
intended to strike down the acts of tax
avoidance through sale and leaseback and
leveraged leasing arrangements, why the
authorities have interpreted such a request as
“relaxing” section 39E;

whether the authorities will further consult the
commerce and industry sector, accountancy
sector and tax experts, etc. on the contents of
the reply to the question on 24 November this
year; if they will, of the details, if not, the
reasons for that; and

whether it will consider convening a joint
conference of sectors and  inviting
representatives from the four maor chambers
of commerce of Hong Kong, the chambers of
commerce of small and medium enterprises,
accounting and audit firms as well as tax



experts, etc. to discuss the ways in handling the
enforcement of section 39E; if it will, of the
details; if not, the reasons for that?



