Part V Personal Assessment

(I)
Multiple Choice Questions

	1.
	B
	

	2.
	B
	

	3.
	C
	

	4.
	C
	

	5.
	D
	

	6.
	D
	

	7.
	D
	


(II)
Examination Style Questions

Answer 1

	(a)
	Marks

	Election for personal assessment must be made in writing and lodged with the Commissioner of Inland Revenue not later than:

(i)
two years after the end of the year of assessment in respect of which the election is to be made;

(ii)
one month after an assessment of any income or profit which forms part of the total income for such year of assessment becomes final and conclusive under section 70; or

(iii)
such further period as the Commissioner of Inland Revenue may allow as being reasonable in the particular circumstances.
	1

1

1

1


(b)

Mr and Mrs Lau

Personal assessment

Year of assessment 2008/09

	
	Mr Lau
	Mrs Lau
	Joint
	Marks

	
	$
	$
	$
	

	Net assessable value (W1)
	105,600
	89,600
	
	1

	Net assessable income
	1,400,000
	180,000
	
	1

	Net assessable profit
	207,000
	-
	
	0.5

	
	1,712,600
	269,600
	
	

	Less: Mortgage interest (W2)
	96,000
	48,000
	
	1

	
	1,616,600
	221,600
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (W3)
	(39,840)
	(77,560)
	
	1

	Home loan interest (limited to $100,000)
	(50,000)
	(50,000)
	
	1

	Contributions to MPF
	(12,000)
	(9,000)
	
	1

	
	1,489,760
	85,040
	
	

	Business loss
	
	(419,960)
	
	0.5

	
	
	(334,920)
	
	

	Inter-spouse loss set-off
	(334,920)
	334,920
	
	1

	
	1,154,840
	Nil
	1,154,840
	1

	
	
	
	
	

	Less: Married person’s allowance
	
	216,000
	
	0.5

	Child allowance
	
	50,000
	
	0.5

	Dependent parent allowance
	
	30,000
	296,000
	0.5

	Reduced total income after personal allowances
	
	
	858,840
	0.5

	
	
	
	
	

	Tax at progressive rate $(858,840 – 120,000) x 17% + $8,400
	
	
	134,002
	0.5

	
	
	
	
	

	Net assessable income at standard rate:
($1,185,240 x 15%)
	
	
	173,226
	0.5

	
	
	
	
	

	Salaries tax payable
	
	
	134,002
	0.5


Workings:

W1
Computation of net assessable value for Mr Lau:

$11,000 x 12 x 80% = $105,600

Computation of net assessable value for Mrs Lau:

$14,000 x 12 x 80% x 2/3 = $89,600

W2
Computation of mortgage interest for Mr Lau:

$8,000 x 12 = $96,000

Computation of mortgage interest for Mrs Lau:
$72,000 x 2/3 = $48,000

W3
Maximum amount of donations available to Mrs Lau:

$221,600 x 35% = $77,560

Amounts of donations not used and transferred to Mr Lau:

$100,400 – $77,560 = $22,840

Amount of donation available to Mr Lau under personal assessment:

	Donations made by him
	40,000
	Marks

	Donations allowed under profits tax
	23,000
	

	
	17,000
	

	Donations transferred from spouse
	22,840
	

	
	39,840
	

	
	
	

	Maximum amount of donations available to Mr Lau:

$(1,616,600 + 23,000) x 35% – $23,000)
	550,860
	1.5

	Amount to be allowed under personal assessment
	39,840
	


[Examiner’s comment: Many candidates did not give the precise time limit for the election for personal assessment as required in part (a).

In part (b), most candidates were able to give the correct presentation under personal assessment. However, candidates should notice that:

(i)
business losses should be deducted from the total income after concessionary deductions;

(ii)
concessionary deductions should be separately deducted from each of the spouses’ income; and

(iii)
candidates were generally not familiar with the calculation of the amount of approved charitable deductions in respect of the husband and wife respectively.]

Answer 2

(a)

Mr Fung and Mr Lo

Property tax

Year of assessment 2008/09

	
	
	$
	Marks

	Rent receivable ($24,000 x 12)
	
	288,000
	0.5

	Premium ($120,000 x 12/36)
	
	40,000
	1.5

	
	
	328,000
	

	Less: Rates
	
	9,250
	0.5

	
	
	318,750
	

	Less: 20% statutory deduction
	
	63,750
	0.5

	Net assessable value
	
	255,000
	0.5

	T/T personal assessment (2/3)
	
	170,000
	1

	
	
	85,000
	

	
	
	
	

	Property tax payable @15%
	
	12,750
	0.5
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(b)

Peer Limited

Profits tax

Year of assessment 2008/09

	
	$
	$
	Marks

	Rent receivable
	
	288,000
	0.5

	Less: Mortgage loan interest
	150,000
	
	0.5

	Rates
	9,250
	
	0.5

	Government rent
	5,520
	
	0.5

	Management fee
	14,400
	
	0.5

	Decoration and repairs
	8,000
	
	0.5

	Sundry expenses
	20,000
	207,170
	0.5

	Assessable profit
	
	80,830
	0.5

	
	
	
	4


(c)

Mr Fung

Personal assessment

Year of assessment 2008/09

	
	$
	$
	Marks

	Net assessable value
	
	170,000
	0.5

	Net assessable income ($200,000 – $2,100)
	
	197,900
	1

	Net assessable profit
	
	180,000
	0.5

	
	
	547,900
	

	Less: Mortgage loan interest ($100,000 x 2/3)
	
	66,666
	1

	
	
	481,234
	

	Less: Approved charitable donations (limit to 35% of $481,234 but restricted to donations made)
	42,000
	
	1

	Elderly residential care expenses
	60,000
	102,000
	0.5

	
	
	379,234
	

	Business loss
	
	(100,000)
	1

	
	
	279,234
	

	Less: Married person’s allowance
	216,000
	
	1

	Child allowance
	100,000
	316,000
	0.5

	Reduced total income after personal allowances
	
	Nil
	1

	
	
	
	

	Tax payable under personal assessment
	
	Nil
	1

	
	
	
	9


[Examiner’s comment:

Part (a) was a property tax question on jointly owned property. Candidates’ performance on property tax question is usually on the good side. However, some candidates wrongly counted the number of months for the year of assessment concerned.

Part (b) was the computation of assessable profit of a corporate owner of property. The performance here was not good. Many candidates showed the following weaknesses:

(i)
The full amount of premium was to be assessed in the year of receipt and therefore no part of premium was included.

(ii)
Many candidates wrongly applied the format in the computation of property tax in the deduction of sundry expenses.

Part (c) was a personal assessment question, and many candidates did not correctly compute the net assessable income included under personal assessment. They also wrongly included dividends in the computation of assessable income.]

Answer 3

(a)

Mrs Tin and her father

Property tax

Year of assessment 2008/09

	
	
	$
	Marks

	Rent ($25,000 x 12)
	
	300,000
	1

	Less: 20% statutory deduction
	
	60,000
	0.5

	Net assessable value
	
	240,000
	

	Mrs Tin’s share of NAV transferred to PA (60%)
	
	144,000
	1

	Balance of net assessable value
	
	96,000
	0.5

	
	
	
	3


(b)

Mr and Mrs Tin
Personal assessment

Year of assessment 2008/09

	
	Mr Tin
	Mrs Tin
	Joint
	Marks

	
	$
	$
	$
	

	Net assessable value
	
	144,000
	
	0.5

	Net assessable income (Note 1)
	750,000
	230,000
	
	

	Assessable profit
	180,000
	
	
	0.5

	
	930,000
	374,000
	
	

	Less: Mortgage interest ($80,000 x 60%)
	
	(48,000)
	
	0.5

	
	
	326,000
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (Note 2)
	(54,400)
	(124,600)
	
	

	Elderly residential care expense
	
	(60,000)
	
	0.5

	Home loan interest
	(50,000)
	(50,000)
	
	1

	Contributions to MPF scheme
	(12,000)
	(12,000)
	
	1

	
	793,600
	79,400
	
	

	Less: Business loss
	(450,000)
	
	
	0.5

	Loss b/f
	(600,000)
	
	
	0.5

	
	(256,400)
	
	
	

	Inter-spouse loss set-off
	79,400
	(79,400)
	
	1

	Loss carried forward
	(177,000)
	Nil
	
	1

	
	
	
	
	

	Reduced total income
	
	
	Nil
	0.5

	
	
	
	
	

	Tax payable under PA by Mr and Mrs Tin
	
	
	Nil
	0.5


Notes:

	(1)
	Computation of net assessable income
	$
	

	
	Mr Tin
	
	

	
	Salary
	600,000
	0.5

	
	Housing allowance
	150,000
	0.5

	
	
	750,000
	

	
	Mrs Tin
	
	

	
	Salary
	260,000
	0.5

	
	Less: Self-education expenses
	30,000
	0.5

	
	
	230,000
	

	
	
	
	

	(2)
	Computation of approved charitable donations
	
	

	
	Mrs Tin
	
	

	
	$(326,000 + 30,000) x 35%
	124,600
	0.5

	
	Total donations made by her
	139,000
	0.5

	
	Donations transferred to spouse
	14,400
	

	
	Mr Tin
	
	

	
	Lower of:

$(930,000 + 20,000) x 35% – $20,000 = $312,500 and

($60,000 – $20,000) + $14,400 = $54,400
	
	0.5

0.5

	
	
	
	12


	(c)
	Marks

	As Mrs Tin’s father does not ordinarily reside in Hong Kong, he is not regarded as a permanent resident as defined under s 41(1) of the Inland Revenue Ordinance. Assuming that Mrs Tin’s father will also visit Hong Kong for not more than one month during the year of assessment 2009/10, he is also not a temporary resident of Hong Kong. As such, Mrs Tin’s father is not eligible to elect for personal assessment for the year of assessment 2008/09
	1

1

1

	
	3


[Examiner’s comment: Despite this being a common examination topic, candidates demonstrated the following weaknesses:

(i)
some candidates wrongly computed the income and tax payable under personal assessment of husband and wife separately;

(ii)
the dividend was wrongly included as assessable income; and

(iii)
they were not familiar with the calculation of the amount of approved charitable deductions in respect of the husband and wife respectively.

In pact (c), candidates were unable to specify the criteria required to consider whether Mrs Tin’s father was eligible to elect for personal assessment.]

Answer 4

(a)

Mr To, Mr Ip and Mr Ma

Profit/loss allocation

Year of assessment 2008/09

	
	Mr To
	Mr Ip
	Mr Ma
	Total
	Marks

	Salary
	240,000
	160,000
	200,000
	600,000
	1.5

	Residue (2:1:1)
	(50,000)
	(25,000)
	(25,000)
	(100,000)
	1.5

	
	190,000
	135,000
	175,000
	500,000
	

	T/T to PA
	190,000
	135,000
	0
	325,000
	1

	Balance
	0
	0
	175,000
	175,000
	

	
	
	
	
	
	

	Profits tax payable @15%
	
	
	
	26,250
	1
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(b)

Mr To

Property A

Year of assessment 2008/09

	
	
	$
	Marks

	Rent ($12,000 x 12)
	
	144,000
	0.5

	Premium ($160,000 x 12/24)
	
	80,000
	0.5

	
	
	224,000
	

	Less: 20% statutory deduction
	
	44,800
	0.5

	Net assessable value
	
	179,200
	0.5

	
	
	
	2


(c)

Mr To

Personal assessment

Year of assessment 2008/09

	
	$
	$
	Marks

	Net assessable value
	
	179,200
	0.5

	Net assessable income
	
	120,000
	0.5

	Net assessable profit: Sole proprietorship
	
	800,000
	0.5

	Partnership
	
	190,000
	0.5

	
	
	1,289,200
	

	Less: Mortgage loan interest
	
	60,000
	1

	
	
	1,229,200
	

	Less: Approved charitable donations [lower of ($1,229,200 + $50,000) x 35% – $50,000 and $300,000]
	300,000
	
	1

	Home loan interest ($100,000 x 1/2)
	50,000
	
	1

	Elderly residential care expense
	60,000
	410,000
	0.5

	
	
	819,200
	

	Less: Share of partnership loss
	
	400,000
	0.5

	
	
	419,200
	

	Less: Loss b/f and set-off
	
	50,000
	1

	
	
	369,200
	

	Less: Married person’s allowance
	216,000
	
	0.5

	Child allowance
	100,000
	316,000
	0.5

	
	
	53,200
	1

	
	
	
	

	Net chargeable income at progressive rates:
	
	
	

	40,000 @ 2%
	800
	
	

	13,200 @ 7%
	924
	
	

	
	
	1,724
	1

	Net assessable income at standard rate:
	
	
	

	$369,200 x 15%
	
	55,380
	0.5

	
	
	
	

	Tax payable under personal assessment
	
	1,724
	0.5

	
	
	
	11


[Examiner’s comment:

Part (a) concerned the computation of profits tax liability of a partnership business.

(i)
some candidates did not know that they had to draw up the profit/loss allocation for a partnership business if a partner had elected for personal assessment for that year of assessment;

(ii)
they did not familiar with the format in drawing up the profit/loss allocation;

(iii)
they wrongly applied the corporation profits tax rate in computing the partnership’s profits tax payable.

Part (b) concerned the computation of the net assessable value of a property owned by a partner, and the candidates’ performance in this part was good.

Part (c) concerned the computation of tax payable under personal assessment. Candidates should notice that:

(i)
the business loss was to be deducted after the deduction of concessionary deductions;

(ii)
as the spouse did not have income in the year of assessment 2008/09, Mr To was allowed to deduct the spouse’s loss brought forward from the year of assessment 2007/08;

(iii)
since the spouse did not nominate Mr To to claim deduction of her share of home loan interest, Mr To was only entitled to 50% of the deduction.]

Answer 5

(a)

Mr Wu

Property tax

Year of assessment 2008/09

	
	
	$
	Marks

	Rental income (1 June 2008 – 31 March 2009)

($100,000 x 10)
	
	1,000,000
	1.5

	Premium ($150,000 x 11/30)
	
	55,000
	1.5

	
	
	1,055,000
	

	Less: Rates ($9,000 x 4)
	
	36,000
	1

	
	
	1,019,000
	

	Less: 20% statutory deduction
	
	203,800
	1

	Net assessable value
	
	815,200
	1

	
	
	
	6


(b)

Mr and Mrs Wu

Personal assessment

Year of assessment 2008/09

	
	Mr Wu
	Mrs Wu
	Joint
	Marks

	
	$
	$
	$
	

	Net assessable value
	815,200
	
	
	0.5

	Net assessable income
	120,000
	180,000
	
	1

	
	935,200
	180,000
	
	

	Mortgage loan interest ($100,000 + $60,000)
	(160,000)
	
	
	1

	
	775,200
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (Workings)
	(15,000)
	(63,000)
	
	

	Contribution to MPF
	(6,000)
	(9,000)
	
	1

	
	754,200
	108,000
	
	

	Less: Business loss
	(140,000)
	
	
	1

	Reduced total income
	614,200
	108,000
	722,200
	1

	Less: Married person’s allowance
	
	
	216,000
	0.5

	Reduced total income after personal allowances
	
	
	506,200
	

	
	
	
	
	

	Tax at progressive rate

[($506,200 – $120,000) x 17% + $8,400
	
	
	74,054
	1

	
	
	
	
	

	Limitation test: $722,200 x 15%
	
	
	108,330
	1

	
	
	
	
	

	Tax payable under personal assessment
	
	
	74,054
	

	
	
	
	
	

	Tax payable by Mr Wu:
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	62,980
	1

	
	
	
	
	

	Tax payable by Mrs Wu:
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	11,074
	1


Workings:

	
	
	$
	

	Approved charitable donations

Mrs Wu

Maximum deduction:

($180,000 x 35%)
	
	63,000
	1

	
	
	
	

	Mr Wu
	
	
	

	Own donations
	
	10,000
	

	Transferred from wife
	
	5,000
	

	
	
	15,000
	1
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[Examiner’s comment:

Part (a) dealt with the computation of the net assessable value of a property owner, and the candidates’ performance in this part was good. However, many candidates failed to exercise care in counting the number of months to be included in computing the rent receivable and the premium.

Part (b) required the computation of tax payable by a husband and wife respectively. Many candidates applied the wrong concept by the computing the income of husband and wife under personal assessment separately. Candidates should also notice that:

(i)
the business loss was to be deducted after the deduction of concessionary deductions;

(ii)
the mortgage loan interest paid to Mr Wu’s mother was deductible;

(iii)
the dividend was not taxable income; and

(iv)
the total tax payable under personal assessment should be apportioned between husband and wife in the ratio of their respective reduced income.]

Answer 6

(a)

Mr Kong

Property tax

Year of assessment 2008/09

	
	
	$
	Marks

	Rent received
	
	
	

	Property A
	
	180,000
	0.5

	Property B
	
	240,000
	0.5

	
	
	420,000
	

	Less: 20% statutory deduction
	
	84,000
	0.5

	Net assessable value
	
	336,000
	

	
	
	
	

	Property tax @ 15%
	
	50,400
	0.5


Mrs Kong

Property tax

Year of assessment 2008/09

	
	
	$
	

	Rent received – Property C
	
	150,000
	0.5

	Less: 20% statutory deduction
	
	30,000
	0.5

	Net assessable value
	
	120,000
	

	
	
	
	

	Property tax %15%
	
	18,000
	

	
	
	
	3


(b)

Mr Kong

Profits tax computation

Year of assessment 2008/09

	
	
	$
	

	Adjusted profit
	
	100,000
	0.5

	Less: Approved charitable donations (35%)
	
	35,000
	1

	Assessable profit
	
	65,000
	

	
	
	
	

	Profits tax @16.5%
	
	10,725
	0.5

	
	
	
	2


(c)

Mr and Mrs Kong

Personal assessment

Year of assessment 2008/09

	
	Mr Kong
	Mrs Kong
	Total
	Marks

	
	$
	$
	$
	

	Net assessable value
	336,000
	120,000
	
	1

	Net assessable income
	1,400,000
	390,000
	
	1

	Net assessable profit
	65,000
	190,000
	
	1

	
	1,801,000
	700,000
	
	

	Less: Mortgage loan interest (W1)
	184,000
	-
	
	0.5

	
	1,617,000
	700,000
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (W2)
	(175,000)
	(160,000)
	
	

	Home loan interest
	(50,000)
	(50,000)
	
	1

	Elderly residential care expense
	-
	(60,000)
	
	0.5

	Contribution to MPF scheme
	(12,000)
	(12,000)
	
	1

	
	1,380,000
	418,000
	
	

	Business loss
	-
	(330,000)
	
	0.5

	Reduced total income
	1,380,000
	88,000
	1,468,000
	

	
	
	
	
	

	Less: Marries person’s allowance
	
	
	216,000
	0.5

	Dependant parent allowance
	
	
	60,000
	0.5

	Reduced total income after personal allowances
	
	
	1,192,000
	

	
	
	
	
	

	Tax at progressive rate

$(1,192,000 – 120,000) x 17% + $8,400
	
	
	190,640
	0.5

	
	
	
	
	

	Limitation test: $1,468,000 x 15%
	
	
	220,200
	0.5

	
	
	
	
	

	Tax payable under personal assessment
	
	
	190,640
	

	
	
	
	8,000
	

	
	
	
	182,640
	

	
	
	
	
	

	Tax payable by:
	
	
	
	

	Mr Kong: 
[image: image3.wmf]640

,

182

000

,

468

,

1

000

,

380

,

1

´


	
	171,691
	
	

	Mrs Kong: 
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	10,949
	

	Tax paid:
	
	
	
	

	Property tax
	
	(50,400)
	(10,725)
	0.5

	Salaries tax
	
	(224,800)
	(4,470)
	0.5

	Profits tax
	
	(12,000)
	-
	0.5

	Balance payable (refundable)
	
	(115,509)
	(4,246)
	


Workings:

W1

	
	Property A
	Property B
	Total
	Marks

	
	$
	$
	$
	

	Net assessable value

(180,000 x 80%; 240,000 x 80%)
	144,000
	192,000
	
	

	Interest allowed limited to NAV
	144,000
	40,000
	184,000
	1

	
	
	
	
	

	W2
	
	
	
	

	Mr Kong:

Lower of $(1,627,000 + 25,000) x 35% – $25,000 and $175,000

Mrs Kong

Lower of $700,000 x 35% and $160,000
	


[Examiner’s comment:

This question was concerned with personal assessment. Although candidates’ performance on this question was quite good, they demonstrated the following weaknesses:

(i)
some candidates wrongly computed the income and tax payable under personal assessment of husband and wife separately;

(ii)
they were not familiar with the calculation of the amount of charitable donations in respect of husband and wife to be deducted under personal assessment; and

(iii)
they failed to apportion the amount of tax payable under personal assessment between husband and wife.]

Answer 7

(a)

Mr Wu

Property tax

Year of assessment 2007/08

	
	
	$
	Marks

	Rent received
	
	
	

	Property A
	
	180,000
	

	Property B
	
	150,000
	

	
	
	330,000
	

	Less: 20% statutory deduction
	
	66,000
	

	Net assessable value
	
	264,000
	1


(b)

Mr Wu

Mortgage loan interest computation

	
	NAV
	Interest paid
	Interest allowed
	

	Year of assessment 2007/08
	$
	$
	$
	

	Property A
	144,000
	10,000
	10,000
	

	Property B
	120,000
	140,000
	120,000
	

	
	
	
	130,000
	1

	Year of assessment 2008/09
	
	
	
	

	Property A
	144,000
	8,000
	8,000
	

	Property B
	120,000
	118,000
	118,000
	

	
	
	
	126,000
	1


(c)

Mr and Mrs Wu

Personal assessment

Year of assessment 2007/08

	
	Mr Wu
	Mrs Wu
	Total
	

	
	$
	$
	$
	

	Net assessable value
	264,000
	-
	
	0.5

	Net assessable income
	600,000
	120,000
	
	1

	Net assessable profit
	200,000
	-
	
	0.5

	
	1,064,000
	
	
	

	Less: Mortgage loan interest
	(130,000)
	
	
	0.5

	
	934,000
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (working)
	(233,500)
	(30,000)
	
	

	Home loan interest
	(100,000)
	-
	
	0.5

	Elderly residential care expense
	(60,000)
	-
	
	0.5

	Contribution to MPF scheme
	(12,000)
	(6,000)
	
	1

	
	528,500
	84,000
	
	

	Loss b/f
	-
	(50,000)
	
	0.5

	Business loss
	(800,000)
	(470,000)
	
	1

	Loss c/f under personal assessment
	(271,500)
	(436,000)
	
	

	Reduced total income
	
	
	Nil
	


Working:

	Mrs Wu:
	

	$120,000 x 25% = $30,000
	0.5

	Mr Wu:
	

	Total donations available for deduction: $180,000 + ($100,000 – $30,000) = $250,000
	

	Limitation: $934,000 x 25% = $233,500
	0.5

	
	7


(d)

Year of assessment 2008/09

	
	$
	$
	$
	

	Net assessable value
	264,000
	-
	
	

	Net assessable income
	720,000
	150,000
	
	

	Net assessable profit
	900,000
	-
	
	

	
	1,884,000
	
	
	

	Less: Mortgage loan interest
	(126,000)
	
	
	0.5

	
	1,758,000
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations
	(260,000)
	(30,000)
	
	1

	Home loan interest
	(90,000)
	-
	
	0.5

	Elderly residential care expense
	(60,000)
	-
	
	0.5

	Contribution to MPF scheme
	(12,000)
	(7,500)
	
	1

	
	1,336,000
	112,500
	
	

	Loss b/f
	(271,500)
	(436,000)
	
	0.5

	Business loss
	(350,000
	-
	
	0.5

	
	714,500
	(323,500)
	
	

	Inter-spouse loss set-off
	(323,500)
	323,500
	
	0.5

	Reduced total income
	391,000
	-
	391,000
	

	Less: Married person’s allowance
	
	216,000
	
	0.5

	Child allowance
	
	30,000
	
	0.5

	Dependant parent allowance
	
	30,000
	276,000
	0.5

	Reduced total income after personal allowances
	
	
	115,000
	0.5

	
	
	
	
	

	Tax at progressive rate:
	
	
	
	

	$40,000 x 2%
	
	800
	
	

	$40,000 x 7%
	
	2,800
	
	

	$(115,000 – 80,000) x 12%
	
	4,200
	7,800
	0.5

	
	
	
	
	

	Limitation test: ($391,000 x 15%)
	
	
	58,650
	0.5

	
	
	
	
	

	Tax payable under personal assessment by Mr Wu
	
	
	7,800
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[Examiner’s comment:

They demonstrated the following weaknesses:

(i)
some candidates wrongly assessed the husband and wife separately under personal assessment;

(ii)
they wrongly included the business loss in total income;

(iii)
they were not familiar with the calculation of mortgage loan interest and approved charitable donations; and

(iv)
they did not realize that voluntary contributions to an MPF scheme were not deductible.]

Answer 8

(a)

Mr Lee

Profits tax computation

Year of assessment 2008/09

	
	
	$
	Marks

	Loss per accounts
	
	(620,000)
	0.5

	Add: Mr Lee’s salary
	
	240,000
	0.5

	Mr Lee’s MPF contribution
	
	12,000
	0.5

	Donation
	
	60,000
	0.5

	
	
	(308,000)
	

	Less: Mr Lee’s MPF contribution
	
	(12,000)
	0.5

	Depreciation allowance
	
	(40,000)
	0.5

	Loss transferred to personal assessment
	
	(360,000)
	


Statement of loss

	Loss b/f and c/f
	
	(100,000)
	1
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(b)

Mr and Mrs Lee

Personal assessment

Year of assessment 2008/09

	
	Mr Lee
	Mrs Lee
	Total
	

	
	$
	$
	$
	

	Net assessable value ($120,000 x 80%)
	96,000
	-
	
	1

	Assessable profit – partnership
	1,000,000
	-
	
	0.5

	Net assessable income
	-
	280,000
	
	0.5

	
	1,096,000
	
	
	

	Less: Mortgage loan interest
	(18,000)
	
	
	1

	
	1,078,000
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations
	(60,000)
	
	
	0.5

	Home loan interest
	(78,000)
	
	
	0.5

	Elderly residential care expense
	(60,000)
	
	
	0.5

	MPF contribution
	
	(12,000)
	
	0.5

	
	880,000
	268,000
	
	

	Business loss
	(360,000)
	
	
	1

	Reduced total income
	520,000
	268,000
	788,000
	

	Less: Married person’s allowance
	
	216,000
	
	0.5

	Child allowance
	
	50,000
	
	0.5

	Dependant parent allowance (aged 55 – 59)
	
	30,000
	296,000
	1

	Reduced total income after personal allowances
	
	
	492,000
	1

	
	
	
	
	9


	(c)
	Marks

	An election for personal assessment must be:

(a)
made in writing; and

(b)
received by the Commissioner of Inland Revenue not later than

(i)
2 years after the end of the year of assessment in respect of which the election is made; or

(ii)
1 month after any notice of assessment on any income or profit which forms part of the total income for such year of assessment becomes final and conclusive; or

(iii)
such further period as the Commissioner may allow as being reasonable in the particular circumstances, whichever is the later.

In the case of a husband and wife not living apart and each having chargeable income, both must elect jointly.
	1

1

1

1

1

	
	5


[Examiner’s comment:

Candidates’ overall performance was only average despite this being a common topic. This might due to the fact that part (c) required a written answer.

Part (a) required candidates to prepare the profits tax computation of a sole proprietorship business. Many candidates did not allow the proprietor’s contribution to the MPF in the computation.

Part (b) concerned the computation of the reduced total income after personal allowances under personal assessment. Many candidates demonstrated the following weaknesses:

(i)
some candidates wrongly included Mr Lee’s salary from his sole proprietorship business in the personal assessment;

(ii)
they wrongly included the business loss in total income;

(iii)
the wrongly allowed Mr Lee’s contribution to MPF under personal assessment;

(iv)
they mistakenly restricted the deduction for home loan interest to $50,000;

(v)
they wrongly transferred the loss brought forward under the sole proprietorship business to personal assessment; and

(vi)
they did not realize that the donation not allowed under the proprietorship business could be allowed under personal assessment.

Part (c) required candidates to state the time limit and procedures for making an election for personal assessment; the performance here was not good. Many candidates did not attempt this part, meaning that they did not obtain a good result in this question.

Answer 9

(a)

Mr and Mrs Wong

Profits tax computation

Year of assessment 2008/09

	
	
	$
	Marks

	Rent receivable
	
	
	

	1.4.2008 – 30.9.2008 ($20,000 x 6)
	
	120,000
	1

	1.11.2008 – 31.3.2009 ($22,000 x 5)
	
	110,000
	1

	
	
	230,000
	

	Premium ($120,000 x 6/24 + $120,000 x 6/30)
	
	54,000
	1

	
	
	284,000
	

	Less: Rates ($2,250 x 4)
	
	9,000
	0.5

	
	
	275,000
	

	Less: 20% statutory deduction
	
	55,000
	0.5

	Net assessable value
	
	220,000
	4


(b)

Mr and Mrs Wong

Personal assessment

Year of assessment 2008/09

	
	Mr Wong
	Mrs Wong
	Total
	

	
	$
	$
	$
	

	Net assessable value ($220,000 / 2)
	110,000
	110,000
	
	1

	Net assessable income ($1,200,000 + $100,000)
	1,300,000
	
	
	0.5

	
	1,410,000
	
	
	

	Mortgage loan interest
	(50,000)
	(50,000)
	
	1

	
	1,360,000
	60,000
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations
	(30,000)
	
	
	0.5

	Home loan interest
	(70,000)
	
	
	0.5

	Elderly residential care expense
	(45,000)
	
	
	0.5

	MPF contribution
	(12,000)
	
	
	0.5

	
	1,203,000
	
	
	

	Business loss
	(600,000)
	
	
	1

	Loss b/f
	-
	(180,000)
	
	1

	
	603,000
	(120,000)
	
	

	Inter-spouse loss set off
	(120,000)
	120,000
	
	1

	Reduced total income
	483,000
	-
	483,000
	

	Less: Married person’s allowance
	
	216,000
	
	0.5

	Child allowance
	
	50,000
	266,000
	0.5

	Reduced total income after personal allowances
	
	
	217,000
	1

	
	
	
	
	

	Tax at progressive rate

$(217,000 – 120,000) x 17% + $8,400
	
	
	24,890
	0.5

	
	
	
	
	

	Limitation test: $483,000 x 15%
	
	
	72,450
	0.5

	
	
	
	
	

	Tax payable under personal assessment by Mr Wong
	
	24,890
	0.5

	
	
	
	11


	(c)
	Marks

	For the purpose of personal assessment:

A permanent resident means an individual who ordinarily resides in Hong Kong (section 41(4)).

A temporary resident means an individual who is in Hong Kong for a period or periods amounting to more than:

(a)
180 days during the year of assessment in which the election is made; or

(b)
300 days in two consecutive years of assessment one of which is the year of for which an election is made (section 41(4)).
	1

1

1

	
	3


[Examiner’s comment:

Part (a) of the question focus on the computation of the net assessable value under property tax. The performance on property tax question is usually on the positive side. Most candidates were able to show that they had a basic understanding of this kind of computation. However, some candidates erroneously included the rent for the rent free period. Some wrongly allowed the management fee paid by the landlord in the computation.

Part (b) covered personal assessment and candidates’ performance was not satisfactory.

(i)
they were not familiar with the format in computing the tax payable under personal assessment;

(ii)
for property jointly owned by husband and wife, the net assessable value should have been included under their name according to their share of ownership;

(iii)
dividend was not taxable;

(iv)
share of partnership loss was deducted after concessionary deductions;

(v)
no dependant parent allowance was granted as the dependant was not over aged 55; and

(vi)
the loss brought forward by Mrs Wong under personal assessment should have been set off against her share of net assessable value.

Part (c) was related to the explanation of “permanent resident’ and “temporary resident” for the purpose of personal assessment. Although this is a common question, candidates’ answers were poor.]

Answer 10

	(a)
	Marks

	Election for personal assessment must be lodged with the Commissioner of Inland Revenue not later than:

(i)
two years after the end of the year of assessment in respect of which the election is to be made,

(ii)
one month after an assessment of any income or profit which forms part of the total income for such year of assessment becomes final and conclusive under section 70 of the Inland Revenue Ordinance, or

(iii)
such further period as the Commissioner of Inland Revenue may allow as being reasonable in the particular circumstances.
	1

1

1

	
	3


(b)

Mr and Mrs Pang

Personal assessment

Year of assessment 2008/09

	
	Mr Wong
	Mrs Wong
	Total
	

	
	$
	$
	$
	

	Net assessable value ($240,000 x 80%)
	192,000
	
	
	1

	Net assessable value ($18,000 x 12 x 80% x 1/3)
	
	57,600
	
	1

	Net assessable income
	500,000
	290,000
	
	1

	Net assessable profit
	135,000
	-
	
	0.5

	
	827,000
	347,600
	
	

	Mortgage loan interest
	(80,000)
	
	
	1

	
	747,000
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (Note)
	(105,600)
	(121,660)
	
	

	Elderly residential care expenses
	(50,000)
	
	
	0.5

	Home loan interest
	(60,000)
	
	
	1

	MPF contributions
	(12,000)
	(12,000)
	
	1

	
	519,400
	213,940
	
	

	Less: Loss b/f
	(200,000)
	
	
	0.5

	Business loss
	(250,000)
	
	
	0.5

	Reduced total income
	69,400
	213,940
	283,340
	

	
	
	
	
	

	Less: Married person’s allowance
	
	216,000
	
	0.5

	Child allowance
	
	50,000
	266,000
	0.5

	Reduced total income after personal allowances
	
	
	17,340
	

	
	
	
	
	

	Tax at progressive rate: ($17,340 x 2%)
	
	
	346
	0.5

	
	
	
	
	

	Tax at standard rate ($283,340 x 15%)
	
	
	42,501
	0.5

	
	
	
	
	

	Tax payable under personal assessment
	
	
	556
	

	
	
	
	
	

	Tax payable by Mr Pang:

($346 x 69,400/283,340)
	85
	
	
	1

	Tax payable by Mrs Pang

($346 x 213,940/283,340)
	
	261
	
	1


Notes:

	Mrs Pang: $347,600 x 35% = $121,660
	1

	Unused donations transferred to Mr Pang: $(142,260 – 121,660) = $20,600
	1

	
	

	Maximum allowable donations allowed to Mr Pang under personal assessment:

$(747,000 + 45,000) x 35% – $45,000 = $232,200

Donations available for deductions:

$(80,000 – 45,000 + 50,000 + 20,600) = $105,600

Donations allowed under personal assessment = $105,600
	1

	
	15


[Examiner’s comment:

Part (a) asked the time limit for the election of personal assessment and many candidates did not answer it. Those who attempted this part did not answer well.

Part (b) concerned the computation of tax payable under personal assessment. Many candidates showed the following weaknesses:

(i)
they did not prepare the computation for husband and wife jointly;

(ii)
they wrongly included the business loss in total income;

(iii)
the did not take into account the charitable donations not allowed under profits tax in personal assessment;

(iv)
they wrongly included loan interest income in the total income;

(v)
they failed to identify the amount of loan interest to be deducted from the net assessable value.]

Answer 11

	(a)
	Marks

	An individual is eligible to elect for personal assessment if he or she is:

(1)
(i)
of or above the age of 18 years, or

(ii)
under that age if both his/her parents are dead; and

(2)
a permanent or temporary resident of Hong Kong

In case of husband and wife not living apart and both have taxable income, personal assessment must be made by both of them.
	0.5

0.5

0.5

0.5

	
	2


(b)

Mr Au

Property tax

Year of assessment 2007/08

	
	Property A
	Property B
	Property C
	Total
	

	
	$
	$
	$
	$
	

	Rent
	144,000
	180,000
	216,000
	540,000
	3

	Less: Irrecoverable rent
	
	39,000
	
	39,000
	0.5

	
	
	141,000
	
	501,000
	

	Less: Rates paid by landlord
	
	12,800
	14,000
	26,800
	1

	
	
	128,200
	202,000
	474,200
	

	Less: 20% statutory deductions
	28,800
	25,640
	40,400
	94,840
	1.5

	Net assessable value
	115,200
	102,560
	161,600
	379,360
	6


(c)

Mr and Mrs Au

Personal assessment

Year of assessment 2007/08

	
	Mr Au
	Mrs Au
	Total
	

	
	$
	$
	$
	

	Net assessable value
	379,360
	
	
	0.5

	Net assessable income
	600,000
	150,000
	
	1

	Net assessable profit
	100,000
	
	
	0.5

	
	1,079,360
	
	
	

	Mortgage loan interest (Note 1)
	265,200
	
	
	

	
	814,160
	
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (Note 2)
	(47,500)
	(37,500)
	
	

	MPF contributions
	(12,000)
	(6,000)
	
	1

	
	754,660
	106,500
	
	

	Less: Loss b/f
	
	(400,000)
	
	0.5

	Business loss
	(300,000)
	
	
	0.5

	
	454,660
	(293,500)
	
	

	Inter-spouse loss set-off
	(293,500)
	293,500
	
	1

	Reduced total income
	161,160
	0
	161,160
	

	
	
	
	
	

	Less: Married person’s allowance
	
	200,000
	
	0.5

	Child allowance
	
	50,000
	250,000
	0.5

	Reduced total income after personal allowances
	
	
	Nil
	

	
	
	
	
	

	Tax payable under personal assessment
	
	
	Nil
	


Note 1:

	
	Property A
	Property B
	Property C
	Total
	

	
	$
	$
	$
	$
	

	Net assessable value
	115,200
	102,560
	161,600
	379,360
	

	Interest paid
	180,000
	100,000
	50,000
	330,000
	

	Interest allowed
	115,200
	100,000
	50,000
	265,200
	2


Note 2:

	Mrs Au: $150,000 x 25% = $37,500
	1

	Unused donations transferred to Mr Au: $(45,000 – 37,500) = $7,500
	

	
	

	Maximum allowable deductions of Mr Au under personal assessment:

$814,160 x 25% = $203,540
	

	Donations available for deductions:

$(40,000 + 7,500) = $47,500

Donations allowed under personal assessment = $47,500
	1

	
	10


[Examiner’s comment:

This question focused on property tax and personal assessment and candidates’ overall performance was good. However, they either wrongly stated that any person who had income chargeable to tax could elect for personal assessment or the advantages for the election for personal assessment in part (a).

For the computation of net assessable value under part (b), many wrongly included government rent and management fees in their computation.

Part (c) was concerned with the computation of tax payable under personal assessment and many candidates demonstrated the following weaknesses:

(i)
they wrongly included the business loss in total income.

(ii)
they failed to compute properly the amount of donations allowed.]

Answer 12

	(a)(i)
	Marks

	A “permanent resident” means an individual ordinarily residing in Hong Kong.

A “temporary resident” means an individual who stays in Hong Kong for a period or a number of periods amounting to more than:

(i)
180 days during the year of assessment in respect of which the election is made; or

(ii)
300 days in two consecutive years of assessment one of which is the year of assessment in respect of which the election is made.
	1

0.5

0.5

	
	2


	(a)(ii)
	

	Election for personal assessment must be made in writing to the Commissioner of Inland Revenue not later than:

(i)
two years after the end of the year of assessment in respect of which the election is to be made,

(ii)
one month after an assessment of any income or profit which forms part of the total income for such year of assessment becomes final and conclusive under section 70 of the Inland Revenue Ordinance, or

(iii)
such further period as the Commissioner of Inland Revenue may allow as being reasonable in the particular circumstances, whichever is the later.
	0.5

0.5

0.5

0.5

	
	2


(b)(i)

Mr Chu

Year of assessment 2007/08

Property tax computation

	
	
	$
	Marks

	Rental income
	
	360,000
	

	Less: 20% statutory deduction
	
	72,000
	

	Net assessable value
	
	288,000
	

	
	
	
	

	Tax payable @ 16%
	
	46,080
	

	Less: Tax waived
	
	25,000
	

	Property tax payable
	
	21,080
	1


Profits tax computation

	
	
	$
	

	Assessable profit
	
	400,000
	

	
	
	
	

	Tax payable @16%
	
	64,000
	

	Less: Tax waived
	
	25,000
	

	Profits tax payable
	
	39,000
	1


Mrs Chu

Year of assessment 2007/08

Property tax computation

	
	
	$
	

	Rental income
	
	240,000
	

	Less: 20% statutory deduction
	
	48,000
	

	Net assessable value
	
	192,000
	

	
	
	
	

	Tax payable @ 16%
	
	30,720
	

	Less: Tax waived (75% on $30,720)
	
	23,040
	

	Property tax payable
	
	7,680
	1

	
	
	
	3


(b)(ii)

Mr and Mrs Chu

Personal assessment

Year of assessment 2007/08

	
	Mr Chu
	Mrs Chu
	Total
	

	
	$
	$
	$
	

	Net assessable value
	288,000
	192,000
	
	1

	Net assessable income
	780,000
	170,000
	
	1

	Net assessable profit
	400,000
	0
	
	0.5

	
	1,468,000
	362,000
	
	

	Less: Mortgage loan interest
	140,000
	192,000
	
	2

	
	1,328,000
	170,000
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations
	(240,000)
	(10,000)
	
	1

	Home loan interest
	(50,000)
	(50,000)
	
	1

	Elderly residential care expenses
	(58,000)
	0
	
	0.5

	MPF contributions
	(12,000)
	(6,000)
	
	1

	
	968,000
	104,000
	
	

	Less: Business loss
	380,000
	0
	
	0.5

	Reduced total income
	588,000
	104,000
	692,000
	

	
	
	
	
	

	Less: Married person’s allowance
	
	200,000
	
	0.5

	Child allowance
	
	50,000
	250,000
	0.5

	Reduced total income after personal allowances
	
	
	442,000
	

	
	
	
	
	

	Tax at progressive rate

$(442,000 – 105,000) x 17% + $7,350
	
	
	64,640
	0.5

	
	
	
	
	

	Tax at standard rate ($692,000 x 16%)
	
	
	110,720
	0.5

	
	
	
	
	

	Tax payable
	
	
	64,640
	

	Less: Tax waived
	
	
	25,000
	0.5

	Tax payable under personal assessment
	
	
	39,640
	11


[Examiner’s comment:

Part (a), candidates failed to define the meaning of “permanent resident” and “temporary resident” under personal assessment. They wrongly applied the 60 days rule in defining “temporary resident”.

Part (b)(i) was concerned with the computation of tax payable under property tax and profits tax. Many candidates failed to apply tax relief to each tax computation.

For the computation of tax payable under personal assessment, many candidates demonstrated the following weaknesses:

(i)
failed to restrict the mortgage loan interest to net assessable value;

(ii)
wrongly included the business loss in total income;

(iii)
wrongly allowed both elderly residential care expense and dependent parent allowance.]

Answer 13

	(a)
	Marks

	Election for personal assessment must be made in writing to the Commissioner of Inland Revenue not later than:

(i)
two years after the end of the year of assessment in respect of which the election is to be made,

(ii)
one month after an assessment of any income or profit which forms part of the total income for such year of assessment becomes final and conclusive under section 70 of the Inland Revenue Ordinance, or

(iii)
such further period as the Commissioner of Inland Revenue may allow as being reasonable in the particular circumstances, whichever is the later.
	1

1

1

1

	
	4


(b)

Mr and Mrs Chan

Personal assessment

Year of assessment 2007/08

	
	Mr Chu
	Mrs Chu
	Total
	

	
	$
	$
	$
	

	Net assessable value ($6,000 x 12 x 0.8 x 1/2)
	28,800
	28,800
	
	1

	Net assessable income
	1,200,000
	360,000
	
	1

	Assessable profit
	300,000
	0
	
	0.5

	
	1,528,800
	388,800
	
	

	Less: Mortgage loan interest
	20,000
	20,000
	
	1

	
	1,508,800
	368,800
	
	

	Less: Concessionary deductions
	
	
	
	

	Approved charitable donations (working)
	247,800
	92,200
	
	1

	MPF contributions
	12,000
	12,000
	
	1

	Home loan interest
	0
	100,000
	
	0.5

	Elderly residential care expense
	60,000
	0
	
	0.5

	
	1,189,000
	164,600
	
	

	Less: Share of partnership loss b/f
	(550,000)
	(190,000)
	
	1

	
	639,000
	(25,400)
	
	

	Inter-spouse loss set-off
	(25,400)
	25,400
	
	1

	
	613,600
	0
	613,600
	

	
	
	
	
	

	Less: Married person’s allowance
	
	200,000
	
	

	Child allowance
	
	50,000
	
	

	Dependent parent allowance
	
	30,000
	280,000
	1.5

	Reduced total income after personal allowances
	
	
	333,600
	

	
	
	
	
	

	Tax payable at progressive rates:

$(333,600 – 105,000) x 17% + $7,350
	
	
	46,212
	1

	
	
	
	
	

	Limitation test: $613,600 x 16%
	
	
	98,176
	0.5

	
	
	
	
	

	Tax payable
	
	
	46,212
	

	Less: Tax waived
	
	
	25,000
	0.5

	Tax payable under personal assessment by Mr Chan
	
	21,212
	12


Working:

Mrs Chan: $368,800 x 25% = $92,200

Donations transferred to Mr Chan: $120,00 – $92,000 = $27,800

Mr Chan: Total donations available for deduction:

$220,000 + $27,800 = $247,800 (less than 25% on $1,508,800)
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