Salaries Tax
Question 1 – 60-day Rule and Time Apportionment
Ms Betty, a US resident, is single, and working as the Asia Pacific quality assurance manager for a US company ('the Company'). She has come to Hong Kong intermittently to visit the Company's customers, agents and her friends but, apart from this, the Company has not carried on any activities in Hong Kong.
The following shows the time-table of Betty's visits to Hong Kong in the period December 2011 to December 2012:
10 December 2011 to 31 December 2012
1 January 2011 to 20 January 2012
1 February 2012 to 18 February 2012
1 April 2012 to 21 April 2012
1 May 2012 to 30 July 2012 (including 10 days of annual leave)

8 August 2012 to 31 August 2012
1 October 2012 to 21 October 2012
15 November 2012 to 20 December 2012
Required:
Based on the information provided, determine whether Betty will be subject to salaries tax in Hong Kong in respect of the employment income she receives from the US company for either or both of the years of assessment 2011/12 and 2012/13.
Question 2 – Offshore employment seafarer

Mr. Lok is a pilot of an overseas incorporated airline, and he was present in HK for the different numbers of days in various years of assessment. Fill in the following table to show his probable salaries tax liability.
	
	No. of Days in HK
	Salaries Tax Status

	Year 1
	62
	

	Year 2
	59
	

	Year 3
	46
	

	Year 4
	82
	

	Year 5
	55
	

	Year 6
	61
	


Question 3 – Incomes and expenditures
Mr. Shing was employed by Ace Consultant Ltd [“ACL”] as a Research Analyst. ACL filed an Employer’s Return in respect of Mr. Shing for the period 6 June 2006 to 31 March 2007, which showed the following income particulars:
	
	$

	Salary
	752,500

	Payment made to Bose Consultant Ltd [“BCL”] [Note 1]
	65,000

	Others [Note 2]
	210,378

	
	1,027,878


Note 1

Mr. Shing was previously employed by BCL before joining ACL. It was provided in the employment contract between Mr. Shing and BCL that either party may terminate the employment by giving one month notice or payment in lieu of notice to the other party. To get Mr. Shing earlier, ACL agreed to make the payment in lieu of notice for Mr. Shing given that he accepted the employment with it. The sum of $65,000 represented the payment in lieu of notice paid by ACL directly to BCL. Mr. Shing considers that this amount should not be subject to tax as the payment was made directly by ACL to BCL and he did not receive this amount from ACL.
Note 2

This represented the expenses paid by ACL in respect of Mr. Shing’s quarters in Shatin. ACL leased the property from the landlord and provided it rent free to Mr. Shing as his place of residence. The sum of $210,378 was comprised of the following:
	
	$

	Rent
	180,000

	Electricity, water and gas
	8,730

	Residents’ club expenses
	21,648

	
	210,378


(a)
The electricity, water and gas were billed in the name of the landlord of the property. ACL made the payment directly to the landlord.
(b)
The residents’ club expenses were billed in the name of Mr. Shing. Mr. Shing paid the expenses first and was later reimbursed by ACL.

Required:

(a)
Discuss whether the payment in lieu of notice made by ACL to BCL is part of Mr. Shing’s income chargeable to Hong Kong salaries tax.
(6 marks)

(b)
If the payment in lieu of notice was made by Mr. Shing himself rather than ACL, advise whether the payment made by Mr. Shing is deductible in computing his salaries tax liabilities.
(4 marks)

(c)
For the item “Others - $210,378” reported in the employer’s return by ACL, discuss whether the rent; electricity, water and gas; and residents’ club expenses are chargeable to Hong Kong salaries tax.
(10 marks)


(HKICPA QP Module D Taxation May 2008 Q4)
Question 4 – General rule for deduction, contract of service and contract for service
Frankie Tong was appointed as a dealer’s representative by stockbrokers Golden Securities Ltd (“Golden Securities”). Golden Securities required Frankie to sign a letter of indemnity to Golden Securities in which he agreed to indemnify Golden Securities against all non-payments due to Golden Securities from clients handled or referred by him. In addition, his engagement was under the following terms:
1.
His remuneration would be mainly commission based. It would be calculated as 50% of the fee income received/receivable from each client handled or referred by him. He would not be entitled to a year-end bonus or double pay by Golden Securities.

2.
His duties would mainly involve interviewing clients. As such, he would not be required to attend the office at regular hours. The office of Golden Securities was kept open for 24 hours with security guards and Frankie would be provided with an entry pass with which he could enter the office anytime.

3.
He would be paid a monthly allowance of $5,000, which intended to cover his traveling and entertainment expenses. However, he found that the allowance was not sufficient to cover the actual expenses incurred by him. He would not be required to provide details of each trip nor receipts to Golden Securities.
Golden Securities filed an employer’s return in respect of Frankie for the year ended 31 March 2012. It showed that a commission of $2,500,000 was accrued to him for the year. After checking, Frankie noticed that he had only received $1,800,000 from Golden Securities. The difference of $700,000 represented the “bad debts” deducted by Golden Securities because of non-payment of fees by clients handled by Frankie (details per the first paragraph).
Frankie was assessed under salaries tax in the amount of assessable income of $2,500,000 for the year of assessment 2011/12. He considered that the sum of $700,000 should not be included as his taxable income as he had not received the money and the sum represented the kind of expenses that he had incurred.
Required:
(a)
As the sum of $700,000 had never been received by Frankie, state whether this amount could be excluded from his assessable income for the year of assessment 2011/12.



(3 marks)

(b)
Assuming the sum of $700,000 in (a) is taxable, state whether the same amount should be allowed for deduction as “bad debts”.
(7 marks)

(c)
Discuss whether Frankie’s income should be subject to salaries tax or profits tax?



(10 marks)


(HKICPA QP Module D Taxation February 2007 Q6)
Question 5 – Location of employment
Mr. Wong is one of the staff assigned by M Limited, a Hong Kong company, to work at the Mainland factory. He is responsible for training and supervising the factory workers. He is under the supervision of and reports directly to the factory manager of the Mainland factory, Mr. Yam, who is another member of staff assigned by M Limited to the factory. Mr. Wong returns to Hong Kong every Saturday to stay with his family and goes back to the Mainland factory the following Monday. Occasionally, he carries some product samples from the Mainland and takes them to M Limited’s product designers when he returns to Hong Kong. During the year of assessment 2011/12, he was in Hong Kong for 125 days. For this purpose, part of a day when he stayed in Hong Kong is counted as one day. Mr. Wong has not paid any tax in Mainland China in respect of his income from M Limited.
Required:
Discuss Mr. Wong’s Hong Kong Salaries Tax liability with regard to his employment income from M Limited for the year of assessment 2011/12. You are not required to consider whether he has any tax liability in Mainland China.
(12 marks)


(HKICPA Model D Taxation September 2003 Section A Q4)

Question 6 – Tax Treatment of Various Incomes
Kelvin King, a Canadian resident, has been offered a new job in a Hong Kong resident company (the Company) under a two-year contract from 1 April 2012 to 31 March 2014. The following draft total remuneration package has been offered for his consideration:
	
	$

	Salary (800,000 × 12 × 2)
	1,920,000

	Bonus (100,000 × 2)
	200,000

	Contract gratuity (upon expiration of contract)
	500,000

	Incentive for acceptance of offer
	500,000

	Total
	3,120,000


Other major terms of the contract include:
1.
Kelvin is not allowed to work for another company engaged in the same business or industry for 12 months after the cessation or expiration of his contract with the Company.

2.
Subject to application by Kelvin and approval by the Company, a staff quarter can be provided by the Company at a rent equivalent to 5% of Kelvin’s monthly salary. Details of the choices of quarters are available in the Personnel Department upon request.

3.
Kelvin is entitled to benefit from the Company’s medical insurance scheme, which allows him to receive outpatient services at no cost. The annual premium per employee paid by the Company under the scheme is $6,000.

4.
Kelvin is entitled to annual leave of three weeks.

5.
Kelvin is given an option to choose one of two share-based benefits under the Company’s Staff Incentive Scheme:
(i)
Share option benefit – Kelvin will be granted an option to purchase 30,000 shares in the Company at a favourable option price. The options are unconditional.

(ii)
Share award benefit – Kelvin will be granted 25,000 shares in the Company. Half of the share award has no vesting period, while the other half has a vesting period of 18 months during which Kelvin is required to remain in employment with the Company; and he is only entitled to these shares at the end of the vesting period.
Kelvin does not own a property in Hong Kong, nor does he have any plan to buy one in the short term. It is likely that he will rent a furnished apartment near his workplace as he has been advised that the Company quarter is unfurnished and has no club facilities.
Kelvin plans to return to Canada after the contract expires on 31 March 2014. He is thinking of choosing the share option benefit as he believes that if he exercises the share option after he returns to Canada, no Hong Kong tax will be payable.
The Company will allow Kelvin to restructure his two-year remuneration package as long as the total remuneration package (other than the share-based benefits) at the end of the contract does not exceed $3,120,000.
Required:

As tax consultant to Kelvin King, write a letter to him giving advice on the following:

(a)
The Hong Kong salaries tax position of the draft package.

Note: you are NOT required to calculate his assessable/chargeable income or tax payable.
(20 marks)
(b)
How Kelvin should restructure his remuneration package so as to minimise the amount of salaries tax he will have to pay in Hong Kong.
(6 marks)
Professional marks will be awarded in question 2 for the appropriateness of the format and presentation of the letter and the effectiveness with which its advice is communicated.

(2 marks)



(28 marks)



(ACCA P6 (HKG) Advanced Taxation December 2011 Q2)

Question 7 – Deferral of Provisional Salaries Tax and Taxable Income
Carol Smith is employed by ABC Co. as sales and marketing manager. Her remuneration package consists of a base salary of HK$20,000 per month plus commission. If her sales exceed the quarterly target of HK$1M (“Target Sales”), she will be paid commission computed as follows: 1% x (Sales less Target Sales). Commission is paid on a quarterly basis, namely, on the following dates – 31 March, 30 June, 30 September and 31 December.
Last year, Carol’s annual chargeable income was HK$500,000. Provisional salaries tax was computed by reference to the aforementioned amount. For the current year of assessment, her bank statements revealed the following:
	Salaries for the months of April to June
	HK$60,000

	June Commission
	HK$20,000

	Salaries for the months of July to September
	HK$60,000


Carol informed you that she failed to meet her sales target for the quarter ending September. However, December is usually a good month and she should be able to exceed her target.
Carol will be taking 8 weeks leave from early January to travel round the world. This is because she is able to utilise her accumulated leave entitlement for the past three years.
She noted that the due date for her provisional salaries tax is 30 January.
Required:
(a)
Carol asked you if there is any way to defer or minimise her tax payment on 30 January so she could have more surplus funds for her round-the-world trip. Please advise Carol (with computation to illustrate if required).
(11 marks)
(b)
During ABC Co.’s annual party held on 15 December, Carol won a cash prize of HK$10,000. The next day, she also won HK$20,000 at the lucky draw held at her friend's wedding party. In appreciation of her contribution, ABC Co. awarded her a travel allowance of HK$8,000 for her round-the-world trip. Please advise if the above are taxable.
(3 marks)
(c)
ABC Co. reimbursed Carol for the parking fees and fines incurred during her visits to clients’ offices in the past year. Comment on the tax implications for Carol and for ABC Co.
(4 marks)


(HKICPA QP Module D Taxation June 2011 Q7)
Question 8 – Source of employment income, share option gain and notice of objection

Barry Fisher is a US resident. He graduated as an MBA in 2009. Just before his graduation, Barry was invited by A Inc., a fund house incorporated in the US, to discuss an employment offer in its New York office. The employment was concluded on that occasion with the following terms: (a) Barry’s annual salary was US$100,000 payable into his bank account in the US; (b) he would be granted an option to purchase 100,000 shares in A Inc. at US$0.10 upon the commencement of his employment, subject to a vesting period of one year; and (c) he would be paid a sum equivalent to his annual salary (“Sum A”) if his employment was terminated within two years.
Barry's employment commenced on 1 September 2009. During the first half year, Barry was required to work at the New York office. With effect from 1 April 2010, A Inc. assigned Barry to work for its subsidiary in Hong Kong, A-HK Ltd. His terms of employment with A Inc. remained unchanged during the assignment. Barry came to Hong Kong on 1 April 2010, whilst his wife stayed in the US to look after their two-year-old son. During the year of assessment 2010/11, Barry stayed in Hong Kong for 20 days each month.
As a result of group restructuring, A Inc. terminated Barry’s employment on 31 March 2011 and paid him Sum A pursuant to his terms of employment. Barry also exercised his share option on that day, when the relevant share closed at US$0.60.
A-HK Ltd. filed an employer’s return reporting the full amount of Barry’s remuneration for the year of assessment 2010/11 (comprising salary, Sum A and the share option gain) in May 2011. Failing to receive any tax return from Barry, the Assessor raised an estimated salaries tax assessment on Barry without granting any personal allowances in accordance with the employer’s return on 14 September 2011.
Required:
(a)
Determine the source of Barry’s income from employment for the year of assessment 2010/11.
(3 marks)

(b)
Evaluate whether Sum A should be chargeable to salaries tax. Cite the relevant authorities to support your analysis.
(3 marks)

(c)
Advise whether and if so, when and how the share option gain realised by Barry should be assessed to salaries tax (Note: (i) Computation of the share option gain is required; and (ii) Exchange rate: US$1 = HK$7.8).
(8 marks)

(d)
Barry engaged C Ltd. as his tax representative and decided to object to the 2010/11 estimated salaries tax assessment. Assuming that you are the tax manager of C Ltd. who has been assigned to this engagement, draft a notice of objection for Barry.
(6 marks)


(HKICPA QP Module D Taxation June 2012 Q5)
Question 9 – Stock option gain and share award benefit
HK Company Ltd (‘HK Co’) carries on business in Hong Kong. HK Co is wholly owned by UK Company Ltd (‘UK Co’) which is listed on the London Stock Exchange. Under the corporate group’s Executive Incentive Scheme, there are two types of share-based benefits awarded to selected staff members for good performance:
(1)
Share option benefit – Staff members are granted options to purchase UK Co’s shares at a favourable option price. As required under the relevant accounting standard, at the time of granting the option, UK Co will recharge HK Co by issuing a debit note to HK Co for the fair value of the options granted. HK Co will record the recharge as an inter-company payable to UK Co and as part of staff cost in its income statement. However, no payment has ever been made from HK Co to UK Co. The nominal value of UK Co’s shares is equivalent to HK$1 each, and the option price is determined based on a finance model taking into account the market price at the date of grant and the number of shares granted. When the option is exercised by the staff member, UK Co will issue new ordinary shares to the related staff member.
(2)
Share award benefit – Staff members are granted shares in UK Co, which will recharge HK Co based on the market value of the shares granted. Some share awards have a vesting period during which the staff member is required to remain in employment with HK Co. The staff member is only entitled to the shares at the end of the vesting period.
Required:

(a)
From the perspective of HK Co, discuss whether the part of the staff cost expensed in its income statement representing the recharge from UK Co at the time of granting the share options or awards is tax deductible to HK Co.
(7 marks)

(b)
From the perspective of the staff members of HK Co, discuss the Hong Kong salaries tax treatments of both benefits in the form of share options and share awards.


(10 marks)



(17 marks)


(ACCA P6 (HKG) Advanced Taxation December 2010 Q4)

Question 10 – Source of employment, deductibility of payments and PA
George is an American. On 1 April 2009, he entered into an employment contract with A Limited in New York, under which he was employed as a legal advisor. A Limited is a company incorporated in the State of Delaware. Being a leading investment advisor in the United States (US), A Limited required a team of qualified solicitors as its legal advisors.
Having worked in New York for two months, George was seconded by A Limited to manage its Hong Kong branch from 5 June 2009. During the period from 5 June 2009 to 31 March 2010, George stayed in Hong Kong for 200 days. His remuneration for the period comprised a salary of HK$1,200,000 plus an apartment in Mid-levels, for which he paid rent of HK$50,000 in total. George declared all the relevant income in his 2009/10 tax return and, against which, he claimed deduction of the subscription of HK$3,000 and a professional indemnity fee of HK$10,000 paid to the US Law Society.
In addition to his employment income, George also acquired a residential flat in Hong Kong (“the Property”) with tenancy on 1 February 2010. In his 2009/10 tax return, George declared rental income of HK$45,000 and claimed deduction of his payments for various expenses, including rates of HK$5,000, management fees of HK$24,000 and mortgage interest of HK$35,000. He also elected for Personal Assessment (PA).
George is married with no children. As his wife, Mary, did not come with him to Hong Kong, half of George’s salary was paid in the US to maintain Mary’s living expenses. Mary did not have any income chargeable to tax in Hong Kong.
Required:
(a)
Advise George on the following:

(i)
the source of his employment with A Limited; and
(3 marks)

(ii)
the deductibility of the payments made to the US law society.
(3 marks)
(b)
Determine the deductibility of the expenses claimed by George in respect of the Property.
(3 marks)

(c)
Discuss whether George is eligible to elect for PA for the year of assessment 2009/10.



(2 marks)

(d)
Assuming that George is eligible for PA election, compute the Net Chargeable Income of George under PA for the year of assessment 2009/10.
(9 marks)


(HKICPA QP Module D Taxation December 2010 Q5)
Question 11 – Deductibility of home loan interest

Mr. Lai, a resident of Hong Kong, is considering buying a residential property in Hong Kong [“Property A”] with his brother as joint tenants. His brother is a university student and does not derive any income in Hong Kong. Therefore, the purchase price of the property will be contributed by Mr. Lai alone. Mr. Lai is presently residing in another property in Hong Kong [“Property B”] of which he is the sole owner.
Mr. Lai is debating the following three financing alternatives for the purchase of Property A:
(1)
Mr. Lai will settle the down payment of Property A from his own savings. The payment of the balance of the purchase price will be financed by a mortgage loan obtained from Bank C with the security of Property A.

(2)
Mr. Lai will settle the down payment of Property A by credit card advance from Bank D. The balance of the purchase price will be settled by a mortgage loan obtained from Bank C with the security of Property B.

(3)
Mr. Lai will settle the down payment of Property A from his own savings. As he is unable to settle the balance of the purchase price, he will negotiate with the developer to postpone the completion date until he has fully settled the purchase price of Property A. He will pay the balance of the purchase price with interest to the developer by monthly instalments.
Mr. Lai will change his residence to Property A immediately after he has taken possession of the property. Property B will then be left vacant.
Required:

Assuming Mr. Lai is chargeable to Hong Kong salaries tax, explain to Mr. Lai about the deductibility of interest paid by him under the alternatives (1), (2) and (3) above.
(13 marks)

(HKICPA QP Module D Taxation September 2007 Q6)
Question 12 – Salaries tax computation

Mr. Wang is a sales manager with a Hong Kong company, Hana Trading Limited (“Hana”). He has provided you with the following information relating to the year ended 31 March 2012:
His annual salary was $420,000 (HK$ unless otherwise specified). Hana provided a flat to Mr. Wang as his living accommodation for the whole year and deducted 7.5% of his monthly salary as rent payment. Mr. Wang is single and lived in the flat with his 56-year old mother for the whole year. He paid $4,000 per month towards his mother’s maintenance.
According to the terms of the employment, Hana has to bear Mr. Wang’s Salaries Tax. During the year, Hana made a payment of $49,000 for settlement of his Salaries Tax liabilities.
On 13 December 2011, Hana granted Mr. Wang a right to subscribe to 4,000 shares of Hana Inc., Hana’s overseas parent company, at $15 each. On 2 February 2012, he exercised the option and paid $1,000 for the option to acquire 4,000 shares of Hana Inc. On 9 February 2012, he sold the shares making a profit of $8,500. He incurred Stamp Duty and a brokerage fee of $2,500 in the transaction. The market price of the shares on 13 December 2011, 2 February 2012 and 9 February 2012 was respectively $16, $20 and $18.
Hana provided a company car for Mr. Wang’s business and personal use: half of the time the car was used for business purposes necessary for his employment and the other half for private use.
During the year, Mr. Wang made a payment of $500 to subscribe to a monthly journal. This journal provides him with up-to-date market information, which is of use and benefit in the performance of his duties. He also undertook a university degree course which will allow him to qualify for a more senior position in Hana. Mr. Wang paid $38,000 in tuition and examination fees.
Required:
With the information provided, compute, with necessary explanations, Mr. Wang’s Salaries Tax liability for the year of assessment 2011/2012.
(20 marks)

(Adapted HKICPA QP Module D Taxation May 2006 Q2)
Question 13 – Location of employment and salaries tax computation
(a)
John Stevenson has been employed by Hi-tech Ltd (Hi-tech) in the UK as a project manager since 2008.
On 1 April 2009, John was assigned to Hong Kong to handle a project for two years for the Hong Kong branch of Hi-tech. The project required research and development in the PRC and Hong Kong. In consideration of his assignment to Hong Kong, Hi-tech revised John’s employment contract such that he enjoyed longer annual leave and the provision of housing benefit in Hong Kong. The organisation chart of the Hong Kong branch listed him as a project manager. However, during the two-year assignment, John is still required to report his work to his senior in the UK. During the year ended 31 March 2010, John worked for 170 days in Hong Kong, 150 days in the PRC, and 45 days (including 25 days annual leave) in the UK.
The Inland Revenue Department in Hong Kong assessed John’s income for the full year to Hong Kong salaries tax on the ground that his income was sourced in Hong Kong, contending that he entered into a new employment contract upon assignment to Hong Kong and that he formed part of the organisation team of the Hong Kong branch.
Required:

Explain whether, and if so to what extent, John Stevenson’s income should be assessed to Hong Kong salaries tax for the year of assessment 2009/10.
(6 marks)
(b)
When answering this part you should assume that only John’s income for his services rendered in Hong Kong is chargeable to Hong Kong salaries tax for the year of assessment 2009/10 on a time basis (under s.8(1A) of the Inland Revenue Ordinance).
The following additional information for the year ended 31 March 2010 is available in respect of John Stevenson (all amounts are denominated in Hong Kong dollars):
(1)
Annual salary: $1,200,000.

(2)
Hi-tech paid $90,000 to purchase air tickets for John, his wife and son to relocate them from the UK to Hong Kong.

(3)
John became entitled to a cost of living allowance as from March 2010. The allowance, of $5,000 per month, is payable on the second day of the next month.

(4)
Hi-tech gave John an entertainment allowance of $15,000 for the year. He informed the Inland Revenue Department that Hi-tech required him to socialise with clients. He spent $12,000 entertaining clients but he did not keep any receipts or evidence of the entertainment. He kept the balance of $3,000 for himself.

(5)
John sent his son, who was 15, for study in the USA. Hi-tech reimbursed $50,000 to him for part of the school fee incurred. Hi-tech also reimbursed the cost of his son’s air ticket in the amount of $8,000.

(6)
John rented a flat in Hong Kong at a monthly rent of $30,000. He also paid a monthly management fee of $2,000. Hi-tech reimbursed him $28,000 per month upon submission of the rental receipts.

(7)
Hi-tech operates a group employee medical scheme. During the year, John paid $6,000 to his family doctors for medical consultation in respect of his family. He received full reimbursement of this amount from the insurance company.

(8)
On 1 May 2009, John bought a second-hand car for $50,000 from his own funds. Hi-tech provides John with a corporate credit card, which he used to pay for his private car expenses in the amount of $22,000. The credit card balance was settled by Hi-tech.

(9)
On 10 December 2008, John was granted a right to subscribe for 6,000 shares in Hi-tech, at a price of $9 per share. On that date Hi-tech’s shares were traded at $11 per share. On 1 July 2009, when the market value was $15 per share, John exercised the option in Hong Kong to acquire all the shares allotted. On 15 January 2010, he sold all of the shares for $24 per share.
On 15 December 2009, upon successful partial completion of the project, John was granted a further right to acquire 10,000 shares at $40 per share in a UK affiliated company of Hi-tech. On that date the shares were traded at $45 per share. On 2 January 2010, John exercised the option to acquire 8,000 shares when the market value was $50 per share. Unfortunately, the share price dropped shortly afterwards. On 1 March 2010, John sold the option to acquire the remaining 2,000 shares for $2 per share, and all of the 8,000 shares at $39 per share.
(10)
During the year, Hi-tech paid the following tax bills in respect of John:
	Hong Kong salaries tax
	$60,000

	PRC individual income tax
	$150,000


(11)
John contributed a total of $18,000 to the Mandatory Provident Fund.

(12)
John’s wife has not worked since he was assigned to Hong Kong.
Required:

(i)
Compute the Hong Kong salaries tax liability of John Stevenson for the year of assessment 2009/10.

Note: you should ignore provisional tax and overseas tax.
(11 marks)

(ii)
Briefly explain the tax treatment you have applied to items (2) to (5) and (7) to (10) above.
(8 marks)



(25 marks)


(ACCA F6 (HKG) Taxation December 2010 Q1)

Question 14 – Joint assessment
Roger was a teacher at the Buddhist School (the School). He retired on 31 March 2011 at the age of 55, after having served the School for 30 years. He supplies you with the following information relating to the year ended 31 March 2011:
(1)
Roger received an annual salary of $600,000.

(2)
As part of an exchange programme between the School and a primary school in China, Roger was sent to teach in the primary school in China for two months. He was not required to pay any tax in China.

(3)
Roger was provided with a housing allowance of $15,000 per month. He used $10,000 per month to rent a flat in Tai Po, but he was not required to provide details of his accommodation to the School.

(4)
Roger visited an in-house doctor of the School four times for medical treatment. The total cost to the School was $1,000.

(5)
Roger was elected the best teacher of the year and received a cash prize of $5,000.

(6)
Under his contract of employment, Roger should have retired at the age of 60. Due to disputes with the Board of Directors of the School, he was compelled to retire five years earlier, and was paid a lump sum of $500,000 as compensation. Upon retirement, he also received a lump sum of $1,800,000 from the School’s provident fund. The fund is a recognised occupational retirement scheme.

(7)
As an expression of their affection towards Roger, his students gave Roger a gold Buddha as a retirement gift. The market value of the gold Buddha was estimated to be $1,200.

(8)
Roger was entitled to overtime pay of $36,000 for the period from 1 April 2007 to 31 March 2011. He received all of this overtime pay in April 2011, and elected to relate back the lump sum for tax purposes.

(9)
Roger had purchased a special projector for his teaching on 1 May 2009 for $20,000. The Inland Revenue Department accepted that it was essential for the performance of his duties. The rate of annual allowance for the projector was 20%. Upon retirement, he sold the projector for $9,000.

(10)
His wife, Rebecca, is also a teacher, earning an annual salary of $120,000. In September 2010 she spent $24,000 on a correspondence course on education offered by a university in the United Kingdom, half of which was reimbursed by her employer.

(11)
Roger and Rebecca maintain two sons aged 24 and 22 respectively. The elder one is a son from Roger’s previous marriage. The younger one is married. Both of the sons were full-time students during the year of assessment.

(12)
Roger contributed a total of $18,000 to the School’s provident fund; and Rebecca contributed a total of $9,000 (including the mandatory portion and the voluntary portion) to the Mandatory Provident Fund. The mandatory portion made to the Mandatory Provident Fund is computed at 5% of the employment income but capped at $1,000 per month.
Required:

(a)
Compute the salaries tax payable by Roger and Rebecca under separate taxation for the year of assessment 2010/11.

Note: you should ignore provisional tax and tax relief.
(11 marks)

(b)
Briefly explain the tax treatments you have applied to items (2) to (8), (10) and (11) above.
(12 marks)

(c)
Advise whether or not an election for joint assessment should be made by Roger and Rebecca in respect of the year of assessment 2010/11.
(2 marks)



(25 marks)


(ACCA F6 (HKG) Taxation June 2011 Q1)

Question 15
As a candidate applying for a position in the Hong Kong Inland Revenue Department, you are given the following short case studies.
Required:
Answer the questions posed in each of the following case studies, clearly stating your reasoning, as supported by the applicable tax law. If you consider that more information is needed for you to answer fully, this should be stated.
(a)
A earns a chargeable salary of $320,000 for the year of assessment 2008/09. A is single and lives in a rented apartment. A supports his 61-year-old father who has been living in Shenzhen since 2005; and his 53-year-old mother who was declared disabled by the Northern Hospital in March 2009 and is living with him throughout the year. A submitted an application for the Government’s Disability Allowance for his mother and approval was received in June 2009.
What tax reliefs can A claim?
(4 marks)

(b)
B does freelance jobs as a sole-proprietor. For the year of assessment 2008/09, B earned a total taxable profit of $500,000. B’s wife has been assisting B in doing his business but has received no income. The couple have no other income and no children.
How can the couple report their income in order to achieve the most advantageous tax outcome and how much tax will be saved as a result?
(3 marks)
(c)
As in (b) but B is considering engaging his wife as an employee of the sole-proprietorship business so that the deductible salary payments can help reduce the tax liability of the business.
Is B correct in his view?
(3 marks)
(d)
C had been working with a Hong Kong company for several years until the year of assessment 2006/07, when he left Hong Kong and moved to work and live in Singapore together with his wife. During his previous employment, C was granted some share options by his then Hong Kong employer company. He exercised the share options in July 2009 and the excess of the share price at the time of exercise over the total cost of his options was $300,000.
Is C taxable on the share option gain and, if so, in which year of assessment will the gain be assessed and will C be eligible for any tax reliefs?
(7 marks)


(17 marks)


(ACCA P6 (HKG) Advanced Taxation June 2010 Q5)

Question 16 – Personal assessment
The following is a summary of the income and expenses of Mr and Mrs Siu for the year ended 31 March 2012:

	Mr Siu’s income
	$

	(1)
Profit from a sole proprietorship business

(before deduction of any approved charitable donations)
	166,000

	(2)
Director’s fee from Cayman Ltd (Note (i))
	130,000

	(3)
Rental received from Property A (Note (ii))
	150,000

	(4)
Interest on a loan made to a relative
	10,600


	Mr Siu’s expenses/losses
	$

	(1)
Share of loss from a partnership business
	48,000

	(2)
Loss from property dealing (after deducting interest of $62,000: see Note (iii))
	36,000

	(3)
Interest paid (Note (iii))
	108,000

	(4)
Cost of repairs to Property A
	24,000

	(5)
Donations made to the Community Chest
	210,000


	Mrs Siu’s income
	$

	(1)
Salary from employment
	300,000

	(2)
Share of profits from a partnership business (Note (iv))
	92,000


	Mrs Siu’s expenses
	$

	(1)
Donations made to the Tung Wah Group of Hospitals
	80,000

	(2)
Cost of a medical chair donated to the above group of hospitals
	10,000

	(3)
Contributions to mother (Note (v))
	60,000


Notes:

(i)
Cayman Ltd is a company incorporated in the Cayman Islands. It is managed and controlled in Hong Kong. Its profits, however, are agreed by the Assessor as being derived from outside Hong Kong.
(ii)
Property A was solely owned by Mr Siu. It was rented to a tenant on 1 June 2011 for a term of two years at a monthly rent of $15,000 payable in advance. An initial premium of $180,000 was also paid. It was agreed that the rates were payable by the tenant and the costs of repairs were payable by Mr Siu.
(iii)
The interest paid by Mr Siu consisted of the following:
	
	$

	On a mortgage of Property A to finance its purchase
	46,000

	On a further charge on Property A to finance Mr Siu’s property dealing business (already taken into account in determining the property dealing loss)
	62,000

	
	108,000


(iv)
The partnership in which Mrs Siu was a partner had incurred heavy losses in 2010/11. Mrs Siu’s share of such losses was $180,000, of which $76,000 was unabsorbed in her personal assessment for 2010/11 and was therefore carried forward to 2011/12.
(v)
Mrs Siu’s mother, a Hong Kong resident, is aged 68. She did not live with the Siu family.
Mr and Mrs Siu have three children. Their eldest son, aged 22, is a full-time student at the Hong Kong University. Their elder daughter, aged 17, has been employed as a junior secretary in a Hong Kong company since 1 April 2011. Their younger daughter, aged 15, is studying in a secondary school.
Required:

(a)
State the conditions that must be satisfied before an election for personal assessment can be made.
(5 marks)
(b)
Compute the tax payable by Mr and Mrs Siu under personal assessment for the year of assessment 2011/12.
(15 marks)



(20 marks)


(Adapted ACCA F6 (HKG) Taxation June 2011 Q3)

Question 17 – Property tax and personal assessment
Ms. Poon was a Hong Kong resident and migrated to Canada for more than a decade ago. She returns to Hong Kong to visit her relatives and friends three to four times each year spending about ten days each time. In the year 2009, Ms. Poon acquired a local residential property during her stay in Hong Kong. The purchase consideration was partially settled by her personal savings and partially settled by a mortgage loan from a bank in Hong Kong.
The property was then leased to a tenant, Mr. Chan, under the following terms:
	(1)
	Term of lease
	:
	4 years from 1 July 2009

	(2)
	Monthly rental
	:
	HK$18,000 payable in advance on the first day of each month

	(3)
	Rent free period
	:
	1.5 months from 1 July 2009

	(4)
	Premium
	:
	HK$36,000 payable on 1 July 2009

	(5)
	Deposit
	:
	HK$35,000 payable on 1 July 2009

	(6)
	Rates
	:
	HK$3,000 net payment per quarter (after the Rates Concession), payable by Ms. Poon

	(7)
	Management fee
	:
	HK$1,500 per month, payable by Ms. Poon


Due to financial difficulties, Mr. Chan has only paid HK$11,000 per month as rental since January 2010 and from April 2010, Mr. Chan did not pay any rent to Ms. Poon at all. Finally, Mr. Chan moved out from the property on 31 July 2010 and cannot be traced anymore (the IRD agreed with Ms. Poon on the irrecoverable rent as bad debt on the same date).
Ms. Poon has become more cautious in the property leasing market and finally she leased the property to another tenant Mr. Cheng for a one year leasing term, with annual rental amount of HK$120,000 fully payable in advance. Rates (after the Rates Concession) and management fee, both in the same amount as last year, are fully payable by Ms. Poon. The new lease was effective on 1 September 2010.
Ms. Poon has incurred HK$55,000 and HK$86,000 mortgage loan interest for the years ended 31 March 2010 and 2011 respectively.
Required:
(a)
Calculate the property tax liability of Ms. Poon for the years of assessment 2009/10 and 2010/11.
(12 marks)
(b)
Discuss under what circumstances an individual deriving taxable rental income can deduct mortgage interest expenses under the IRO, and advise if the circumstances are applicable to Ms. Poon.
(5 marks)


(HKICPA QP Module D Taxation December 2011 Q7)
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