Part IV Tax Administration

(I)
Multiple Choice Questions

1.
Who may prescribe the procedure to be followed in an appeal to the Board of Review?

A
The Commissioner of Inland Revenue 

B
The Chief Justice 

C
The Board of Review 

D
The Board of Inland Revenue

2.
Which of the following statutes is NOT administered by the Inland Revenue Department?

A
Stamp Duty Ordinance 

B
Inland Revenue Ordinance 

C
Estate Duty Ordinance 

D
Air Passenger Departure Tax Ordinance

3.
Which of the following tax is NOT currently imposed in Hong Kong?

A
Interest Tax

B
Salaries Tax

C
Property Tax

D
Profits Tax

4.
Which of the following persons is NOT answerable for complying with the obligations of a corporation under the Inland Revenue Ordinance?

A
Manager

B
Secretary

C
Shareholder

D
Director

5.
If a taxpayer disagrees with the Commissioner of Inland Revenue’s determination in relation to a notice of assessment under objection, he may lodge an appeal to the:

A
Commissioner of Inland Revenue

B
Board of Inland Revenue

C
Court of First Instance

D
Board of Review

6.
When a taxpayer lodges an appeal to the Board of Review against the Commissioner of Inland Revenue’s determination, which of the following documents is NOT required to be enclosed with the notice of appeal?

A
A copy of the reasons for the determination

B
A statement of the grounds of appeal

C
A copy of the notice of assessment in dispute

D
A copy of the Commissioner of Inland Revenue’s determination

7.
Under the Auto Tax Payment Service of the Inland Revenue Department for salaries tax, the taxpayer can open a Tax Reserve Certificate (TRC) account. After purchase of a TRC, the TRC will bear the rate of interest prevailing at:

A
end of the month immediately preceding tax due date

B
the date of purchase

C
the date of payment of tax

D
end of the month of purchase

8.
The notice of objection under profits tax must be received by the Commissioner of Inland Revenue (assuming no extension is given):

A
within two months of the date of the notice of assessment

B
within four months of the date of the notice of assessment

C
within three months of the date of the notice of assessment

D
within one month of the date of the notice of assessment

9.
Tax Reserve Certificates will cease to earn interest after how many months from date of purchase?

A
36 months

B
48 months

C
12 months

D
24 months

10.
An assessment of additional tax may be made by:

A
only the Commissioner personally

B
a deputy commissioner personally or an assessor personally

C
an assessor personally

D
the Commissioner personally or a deputy commissioner personally

11.
Which of the following taxes is NOT a type of direct tax in Hong Kong?

A
Salaries Tax

B
Betting Duty

C
Profits Tax

D
Property Tax

12.
Which of the following persons is a member of the Board of Inland Revenue?

A
Chief Secretary

B
Financial Secretary

C
Secretary for Justice

D
Chief Executive

13.
Which of the following is not a characteristic of the Hong Kong taxation system?

A
Territorial source concept

B
Total income tax concept

C
Simplicity

D
No capital gain tax

14.
Which of the following statement is true?

A
The CIR can delegate his power and duty to any officer in the IRD.

B
An Assistant Commissioner can exercise any power conferred upon an assessor by the IRO.

C
An Assistant Commissioner can exercise any power conferred upon the CIR by the IRO.

D
The CIR may authorize in writing a public officer to perform any duty imposed upon him by the IRO.

15.
Which of the following is not a function of the Board of Review?

A
To hear appeals from the taxpayer against the CIR’s determination

B
To hear appeals from the taxpayer against the CIR’s or a DCIR’s assessment to section 82A additional tax

C
To prescribe forms under the IRO

D
To consider the applications by the CIR to request for statements of assets and liabilities

16.
The CIR may communicate information obtained to:

A
the Commissioner of Rating and Valuation.

B
the Collector of Stamp Revenue.

C
(a) and (b).

D
None of the above.
17.
Which of the following is not a statute administered by the Inland Revenue Department?

A
Betting Duty Ordinance

B
Hotel Accommodation Ordinance

C
Rating Ordinance

D
Estate Duty Ordinance

18.
Notwithstanding the secrecy provisions of the Inland Revenue Ordinance, the Commissioner of Inland Revenue may communicate any information obtained in the course of his duties to the following persons, EXCEPT the:

A
Commissioner of Police.

B
Commissioner of Rating and Valuation.

C
Collector of Stamp Duty.

D
Commissioner of Estate Duty.

19.
A salaries tax payer is normally required to submit his Tax Return – Individauls within:

A
28 days from the date of issue.

B
14 days from the date of issue.

C
1 month from the date of issue.

D
None of the above.

20.
A salaries taxpayer who is liable to pay salaries tax and has not received the Tax Return – Individuals for the year of assessment 2008/09 is required to inform the CIR his chargeability to salaries tax not later than:

A
31 March 2009.

B
31 March 2010.

C
31 May 2009.

D
31 July 2009.

21.
An employer is normally required to notify the CIR the departure of his employee from Hong Kong if the employee, not for employment reason, will leave Hong Kong for more than:

A
2 weeks

B
1 month
C
2 months

D
1 year

22.
Who is answerable for complying with the obligations of a corporation under the IRO?

A
Director of the corporation

B
Liquidator of the corporation

C
All of the above

D
None of the above

23.
Which of the following is not a ground for lodging a section 70A claim?

A
An arithmetical error made by the assessor in calculating the assessable income.

B
A wrong estimate of the assessable income made by the assessor.

C
A wrong figure of salary in the employer’s return.

D
An omission to claim child allowance.

24.
If the appellant or his authorized representative fails to appear before the Board of Review at the time fixed for hearing of the appeal, which of the following actions that the Board of Review may take is false?

A
Adjourn the hearing

B
Summon the appellant to attend before the Board of Review

C
Hear the appeal in the absence of the appellant or his representative

D
Dismiss the appeal

25.
Which of the following notices does the recipient have the right to lodge an objection against?

A
Notice of computation of loss

B
Notice of payment of provisional tax

C
Notice of revised assessment after agreement reached

D
Notice of salaries tax assessment

26.
After hearing by the Board of Review, if the assessment is not reduced or annulled, the Board of Review may order the appellant to pay a sum not exceeding:

A
$5,000

B
$10,000

C
$15,000

D
$20,000

27.
Which of the following persons cannot impose section 82A additional tax?

A
The Commissioner of Inland Revenue

B
A deputy Commissioner of Inland Revenue

C
An Assistant Commissioner

D
An acting Commissioner of Inland Revenue

28.
Which of the following is not the ground for an appeal against an estimated assessment to section 82A additional tax?

A
The taxpayer is not liable to additional tax

B
The amount of additional tax exceeds the amount the taxpayer is liable

C
The amount of additional tax is excessive after having regard to the circumstances

D
The taxpayer is in financial difficult

29.
What is the maximum penalty that can be imposed under section 82A of the Inland Revenue Ordinance?

A
$10,000

B
$25,000

C
Treble the amount of tax undercharged or would have been undercharged has the offence not been detected

D
$10,000 plus imprisonment for 6 months

30.
Mr Cheung did not pay salaries tax of $30,000 three days ago (the due date) without informing the IRD. Which of the following is false?

A
The IRD will contact Mr Cheung first before taking action.

B
The CIR may impose a surcharge of 5% on the tax in default.

C
The CIR may issue a written notice to Mr Cheung’s employer requiring his employer to pay the tax.

D
The CIR may issue a written notice to Mr Cheung’s bank requiring the bank to pay the tax.

31.
Mr Lee received a notice of assessment for the year of assessment 2008/09 (final) and 2009/10 (provisional) with the first instalment of $80,000 and the second instalment of $17,000 payable on 10 January 2010 and 10 April 2010 respectively. If Me Lee does not pay on the first due date, what will be the amount of surcharge to be imposed immediately by the CIR?

A
$4,000

B
$4,850

C
$9,700

D
10,185

32.
Mr Chan has an outstanding tax bill of $18,000. The Commissioner of Inland Revenue may institute proceedings for recovery of tax against Mr Chan in:

A
the small claims tribunal

B
the magistrate Court

C
the District Court

D
the Court of First Instance

(II)
Examination Style Questions

Question 1

(a)
Mr Ho started work with Kingston Limited, a company incorporated in Hong Kong, on 1 June 2006 at a monthly salary of $25,000. On 1 August 2009, he informed Kingston Limited that he would resign on 1 September 2009 and would leave Hong Kong to further his studies in Canada.

Required:

(i)
Advise Mr Ho of his obligations under the Inland Revenue Ordinance in relation to his employment in Hong Kong.
(6 marks)

(ii)
Advise Kongston Limited of its obligations as an employer under the Inland Revenue Ordinance concerning Mr Ho’s commencement and cessation of employment, as well as his departure from Hong Kong.



(6 marks)

(b)
Mr Chung is a garment manufacturer in Hong Kong and has a factory in Mainland China. He owes tax of $500,000 to the Inland Revenue Department. He knows that he might be prevented from leaving Hong Kong due to his outstanding tax liabilities, and has approached you for tax advice.

Required:

(i)
Advise Mr Chung on how and under what conditions the Commissioner of Inland Revenue may apply for a departure prevention direction to prevent a person from leaving Hong Kong.
(3 marks)

(ii)
Advise Mr Chung of his right of appeal against the departure prevention direction if such a direction has been served upon him.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2003 C5)
Question 2

Under the Inland Revenue Ordinance, the Commissioner of Inland Revenue or a Deputy Commissioner of Inland Revenue may impose penalties in the form of additional tax under section 82A on a person who has committed certain offences without reasonable excuse.

Required:

(a)
What is the maximum amount of the additional tax that can be imposed under section 82A of the Inland Revenue Ordinance?
(2 marks)

(b)
After the tax undercharged has been assessed and finalized, state the details of actions to be taken by the Commissioner or a Deputy Commissioner before imposing section 82A additional tax.
(6 marks)

(c)
State the requirements of a valid appeal against an assessment of additional tax under section 82A.
(7 marks)

(d)
What are the grounds that can be made by the appellant upon appeal against the assessment to section 82A additional tax?
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2003 C5)
Question 3

Mr Ho is the managing director of ABC Ltd. The notice of profits tax assessment of ABC Ltd for the year of assessment 2007/08 and demand notice for payment of provisional profits tax for the year of assessment 2008/09 shows the following particulars:

	
	$

	Date of issue: 1 November 2008
	

	Profits per accounts
	120,000

	Add: Profit on sale of residential property
	200,000

	Assessable profit
	320,000

	
	

	Tax thereon
	51,200

	Less: 2007/08 provisional profits tax already charged
	60,000

	
	(8,800)

	Add: 2008/09 provisional profits tax
	21,000

	Balance of tax payable
	12,200


First instalment of $6,950 to be paid on or before 19 January 2009.

Second instalment of $5,520 to be paid on or before 19 April 2009.

Mr Ho told you toady (assumed to be 15 December 2008) that he was responsible for the company’s accounting function. As he has been sick during the past five weeks and busy in attending other matters, he only realized the existence of the notice of assessment this morning. He said that:

(a)
the profit on sale of residential property should be capital in nature; and

(b)
the company expected that there would be a loss for the year of assessment 2008/09.

Required:

(a)
Advise Mr Ho of the requirements for a valid objection under the Inland Revenue Ordinance.
(6 marks)

(b)
Explain to Mr Ho whether the company will be successful in lodging an objection against the 2007/08 profits tax assessment.
(2 marks)

(c)
Advise Mr Ho of the requirements for lodging an application for holding over the payment of provisional profits tax and state any three of the grounds for such an application.
(6 marks)

(d)
What is the maximum amount of 2008/09 provisional tax that can be held over for ABC Ltd if a valid holdover application is lodged?
(2 marks)

(e)
State any FOUR of the badges of trade that are considered to be relevant in determining whether a transaction amounts to an adventure in the nature of trade.
(2 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2004 C5)
Question 4

Tech Ltd has been carrying on business in Hong Kong for many years. On 1 June 2008, it employed Mr Leung to be the company’s accountant at a monthly salary of $40,000. Mr Leung was previously working in Singapore and this was his first employment in Hong Kong. Mr Leung is married and had no other dependants in Hong Kong.

On 31 July 2008, Mr Ong gave a resignation letter to Tech Ltd stating that he would resign on 1 September 2008, as he would be starting a full-time course in a university in Hong Kong. Mr Ong was working as a book-keeper in Tech Ltd at a monthly salary of $20,000.

On 1 December 2008, Mr Chiu gave a notice of resignation to Tech Ltd stating that he would leave Hong Kong and immigrate to Canada on 18 January 2009. Starting from 18 January 2009, he would commence his annual leave and then cease his employment with the company on 31 January 2009. Mr Chiu was employed by Tech Ltd as a designer at a monthly salary of $45,000.

Required:

(a)
Advise Tech Ltd about its obligations as stipulated under the Inland Revenue Ordinance regarding:

(i)
the commencement of employment of Mr Leung;

(ii)
the cessation of employment of Mr Ong; and

(iii)
the emigration to Canada of Mr Chiu.



(9 marks)

(b)
Advise Mr Leung about his obligation under the Inland Revenue Ordinance regarding his commencement of employment with Tech Ltd.
(4 marks)

(c)
Advise Mr Ong of his obligation under the Inland Revenue Ordinance regarding his cessation of employment with Tech Ltd.
(2 marks)

(d)
Advise Mr Chiu about his obligation under the Inland Revenue Ordinance regarding his emigration to Canada.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2005 C5)
Question 5

(a)
A person who is chargeable to tax has to notify the Commissioner of Inland Revenue under section 51(2) of the Inland Revenue Ordinance that he is chargeable.

Required:

What is the time limit within which the person must fulfill this obligation? State the circumstances where such an obligation is NOT required.
(2 marks)

(b)
An assessor is empowered under section 51(1) of the Inland Revenue Ordinance to require a person to furnish a return within a reasonable time. An assessor may then assess a person whom he considers to be chargeable to tax after the expiry of the time limit for submitting a return.

Required:

(i)
State the circumstances where an assessor is empowered to raise an assessment without issuing any tax return or before expiry of the time limit for submitting a return.
(2 marks)

(ii)
What actions will an assessor take after the expiry of the time limit for submitting a return regarding the raising of an assessment?
(3 marks)

(iii)
What is the time limit for raising an assessment or an additional assessment by an assessor, as specified under the Inland Revenue Ordinance?
(3 marks)

(iv)
What is the time limit for raising an assessment on the executor of a deceased person by an assessor, as specified under the Inland Revenue Ordinance?
(2 marks)

(c)
A person who is aggrieved by an assessment may object to the assessment.

Required:

State the requirements for a valid objection against the assessment as specified under the Inland Revenue Ordinance.
(6 marks)


(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2005 C5)
Question 6

Mr Ip told you that yesterday he received a notice of salaries tax assessment for the year of assessment 2008/09 and demand for payment of provisional tax for the year of assessment 2009/10. He advised you of the following:

(1)
A sum of $120,000 was included in the total income for the year of assessment 2008/09. He said that the sum was in fact compensation for the termination of his employment and should not be subject to salaries tax.

(2)
He was unemployed after he left his former employer. He said that he was going to continue his studies and therefore he would not have any income for the year of assessment 2009/10.

(3)
He would find it difficult to pay the tax by the due date.

Mr Ip approaches you for advice.

Required:

(a)
Advise Mr Ip of the requirements for the action to be taken by him regarding his disagreement to the inclusion of the compensation sum in his income for the year of assessment 2008/09.
(6 marks)

(b)
Advise Mr Ip of the requirements of making an application for holdover of provisional salaries tax and the grounds for such an application.
(6 marks)

(c)
Advise Mr Ip on the amount of surcharge that may be imposed by the Commissioner of Inland Revenue if tax is not paid by the due date.
(2 marks)

(d)
Outline the actions that can be taken by the Commissioner of Inland Revenue to recover the tax in default as provided under the Inland Revenue Ordinance.



(4 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2006 C5)
Question 7

Mr Tse has been carrying on a business in Hong Kong for many years. As a result of an investigation conducted by the Inland Revenue Department, Mr Tse has been assessed with additional profits of $12,000,000 for the years of assessment 2003/04 to 2008/09 with additional profits tax payable of $2,000,000. Recently, he received a notice from the Inland Revenue Department issued under section 82A(4), stating that he will be liable to additional tax under section 82A of the Inland Revenue Ordinance. He has been asked to submit written representations within 1 month from the date of the notice.

Mr Tse approaches you for advice.

Required:

(a)
State the officers of the Inland Revenue Department who have the authority to issue a notice under section 82A(4).
(2 marks)

(b)
State the circumstances where the issue of the notice under section 82A(4) can be dispensed with and the Inland Revenue Department can assess the taxpayer to additional tax under section 82A immediately.
(2 marks)

(c)
State the officers of the Inland Revenue Department who can make an assessment to additional tax under section 82A.
(2 marks)

(d)
What is the maximum amount of the additional tax that can be imposed under section 82A?
(2 marks)

(e)
State the requirements of a valid appeal against an assessment to additional tax under section 82A.
(7 marks)

(f)
What are the grounds of appeal that can be put forward by a taxpayer in his appeal against an assessment to additional tax?
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2006 C5)
Question 8

Normally, an assessor will issue a tax return to a taxpayer asking him to furnish the return within the time limit as specified, and the assessor may raise an assessment on the taxpayer after the expiration of the time limit specified in the return.

Required:

(a)
In relation to the raising of an assessment, specify the actions that may be taken by the assessor after the expiration of the time limit for furnishing a return.



(6 marks)

(b)
Under what circumstances may an assessor raise an assessment on a taxpayer without issuing a return or before the time limit specified in a return expires?



(2 marks)’
(c)
What is the time limit for an assessor to raise an assessment or additional assessment as specified under section 60 of the Inland Revenue Ordinance?



(4 marks)

(d)
An assessment will become final and conclusive for all purposes of the Inland Revenue Ordinance according to the circumstances specified in Section 70 of the Ordinance. Under what circumstances can an assessment be reopened on an application by the taxpayer concerned after the assessment has become final and conclusive?
(6 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2007 C5)
Question 9

When Mr Tse took out his notice of salaries tax assessment 2008/09 for the payment of tax today (assumed to be 4 December 2008 in this question), he discovered that he had erroneously sated in his tax return that his income was $880,000 instead of amount of $800,000. The notice of assessment was issued on 5 September 2008.

Mr Tse approaches you for advice.

Required:

(a)
Advise Mr Tse of the requirements of a valid objection against an assessment as specified under the Inland Revenue Ordinance.
(6 marks)

(b)
Advise Mr Tse of the circumstances under which an assessment can be reopened after it has become final and conclusive.
(6 marks)

(c)
What action will an assessor take if he refuses to correct the assessment upon application under (b), and what is the right of the taxpayer then?
(3 marks)

(d)
Advise what Mr Tse can do in ration to his notice of assessment concerning the correction of his income and specify the time limit within which he must make this application.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2007 C5)
Question 10

(a)
The new personnel manager of your client told you that she was not familiar with the obligations of an employer as required under the Inland Revenue Ordinance. She told you the following:

(i)
A new employee is to be employed.

(ii)
A technician will resign.

(iii)
Due to the poor performance of a clerk, he was dismissed yesterday and one-month’s salary in lieu of notice was paid to him.

(iv)
The sales director will resign and leave Hong Kong for his home country.

(v)
An engineer under contract term has requested to change his term of employment to permanent basis with an increase of monthly salary.

All the above employees are or are likely chargeable to salaries tax.

Required:

In relation to each of the above situations, advise the personnel manager the obligations of her employer as required under the Inland Revenue Ordinance.


(13 marks)

(b)
Mr Chu is going to resign from his present job soon and continue his studies in Hong Kong. Before the commencement of his studies, he will go to London to assist his friend to set up a business there. He will also move out from his current residence and live with his parent. Mr Chu is chargeable to tax for the current year of assessment.

Required:

Based on the above information, advise Mr Chu’s obligations under the Inland Revenue Ordinance.
(5 marks)


(Total 18 marks)


(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2008 C5)
Question 11

Recently, Ms Ma received a notice of profits tax assessment from the Inland Revenue Department for the year of assessment 2008/09 and noticed that the assessor had assessed the profit form her disposal of a residential property during that year. Ms Ma seeks your advice.

Required:

(a)
List six badges of trade to Ms Ma which are considered to be the relevant factors in determining whether a transaction constitutes trading.
(3 marks)

(b)
Advise Ms Ma of the requirements of a valid objection against the assessment, as specified under the Inland Revenue Ordinance.
(6 marks)

(c)
In case the Commissioner of Inland Revenue has issued a determination to confirm the profits tax assessment after Ms Ma had lodged an objection, advise Ms Ma of the requirements of a valid appeal, if she disagrees with the Commissioner’s determination.
(6 marks)

(d)
The Board of Review will fix a date for hearing of the appeal after it has received a valid notice of appeal from the appellant. State the actions that may be taken by the Board of Review if either the appellant or his authorized representative fails to attend the hearing.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2008 C5)
Question 12

Mr Yiu is a resident of Hong Kong and is working in a trading company there. He has recently received a notice of assessment for the year 2008/09 in which the profit on his disposal of a property amounting to $900,000 was assessed under profits tax. The property was purchased by Mr Yiu on 1 February 2008 and sold on 1 August 2008.
Mr Yiu approaches you for advice.

Required:

(a)
List the six badges of trade for Mr Yiu that will be taken into account in considering if a transaction constitutes an adventure in the nature of trade.


(3 marks)

(b)
Advise Mr Yiu the requirements of a valid objection against the assessment as specified under the Inland Revenue Ordinance.
(6 marks)



(Adapted HKIAAT Paper 5 Principles of Taxation Pilot Paper 2008 C3(b))
Question 13

Mr. Chu approached you for advice.

He told you that he had recently received a notice of salaries tax assessment for the year of assessment 2007/08 and demanding the provisional tax for the year of assessment 2008/09. He said that he had been dismissed on 1 June 2008 and he had no money to pay the tax demanded in the notice.

Required:

(i)
Advise Mr. Chu how to apply for a holdover of the provisional salaries tax and all the possible grounds for such an application as provided under the Inland Revenue Ordinance.
(7 marks)

(ii)
What actions may be taken by the Commissioner of Inland Revenue to recover taxes not paid on or before the due date. You are only required to list out the possible recovery actions that can be taken by the Commissioner of Inland Revenue.
(6 marks)


(Adapted HKIAAT Paper 5 Principles of Taxation June 2009 C2(b))
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