Supplementary Questions – Salaries Tax

Question 1

Mr Lui was a financial controller of a property development company. On 1 February 2009, he retired at the age of 55 after serving the company for 35 years.

Income

(1)
Salary ($40,000 per month): $400,000

(2)
Bonus: $80,000: Mr Lui received the bonus on 1 June 2009. The bonus was paid to him in respect of the company’s financial result for the year ended 31 March 2009.

(3)
During the year of assessment, Mr Lui’s employer refunded monthly rent of $18,000 to Mr Lui, although Mr Lui had to pay monthly rent of $20,000 to his landlord.

(4)
In July 2008, Mr Lui was sent to Shanghai, Mainland China, to monitor the operation of the newly established subsidiary there. He received special allowance of $12,000 while he stayed there.

(5)
Mr Lui was elected as the company’s best employee and received a cash prize of $10,000.

(6)
Under his contract of employment, Mr Lui should retire at 60. Due to the reorganization of the company, he was directed to retire at the age of 55. As compensation, the company paid him a lump sum of $500,000.

(7)
He received a lump sum of $3,000,000 upon retirement from the company’s provident fund. The fund was a MPF exempt recognized occupational retirement scheme. Mr Lui was not required to make any contribution towards the scheme.

(8)
During the farewell dinner held on 31 January 2009, he received the following:

(a)
an ex-gratia payment of $27,000 by his employer in recognition of his good performance over the past years;

(b)
a gold plate from his colleagues as a retirement gift. The market value of the gold plate was $8,000.

(10)
In August 2008, Mr Lui took a 7-day business trip to Malaysia and extended his stay for 14 days as his vacation leave with his family. His employer paid the following expenditure for Mr Lui’s whole family in respect of his 21-day trip:

	
	$

	Air tickets
	

	Mr Lui
	10,000

	Mrs Lui
	10,000

	Mr Lui’s son
	8,000

	
	28,000

	Hotel accommodation and other expenses
	63,000

	
	91,000


(11)
Mr Lui’s employer granted an annual travel allowance of $24,000 to Mr Lui for his travel between home and office. Mr Lui spent 2/3 of the allowance on this travel.

(12)
A monthly entertainment allowance of $3,000 was paid to Mr Lui to cover his expenditure for entertaining clients. If the expenditure was greater than the monthly allowance, Mr Lui could claim the excess from the company. However, if the actual expenditure was less than the allowance, Mr Lui could keep the balance. Mr Lui was able to show that 50% of the amount was spent for business purposes.
(13)
The company allowed Mr Lui to use the company car, both for business and private purposes. During the year ended 31 March 2009, depreciation of the car of $15,000 was charged in the profit and loss account of the company. The company paid expenses of $18,000 related to the car and it was agreed that $6,000 was related to the private use of Mr Lee.
(14)
The company reimbursed $18,000 to Mr Lui being his expenditure on electricity, gas and telephone charges. The bills were issued in the name of Mr Lui.
(15)
On 1 February 2008, Mr Lui was granted the right to acquire at a cost of $20,000 an option with which he was entitled to purchase 100,000 shares of Company A’s shares at $2.5 per share within two years. On 30 April 2008, he acquired the option. On 1 July 2008, Mr Lui assigned half of the option to his friend at a consideration of $110,000. On 1 September 2008, he exercised the other half of the option. The market value of the shares of Company A at the above relevant dates were as follows:
	Date
	Market value per share

	
	$

	1 February 2008
	5.10

	30 April 2008
	4.80

	1 July 2008
	7.50

	1 September 2008
	8.20

	31 March 2009
	10.00


(16)
Starting from 1 March 2009, Mr Lui was employed by a restaurant as a part-time accountant and received a monthly salary of $10,000.

During the year ended 31 March 2009, Mr Lui paid the following expenses:

(1)
Allowable outgoings and expenses: $8,000

(2)
Cash donations to approved charitable institutions: $220,000

(3)
Mandatory contributions to MPF scheme: $12,000

(4)
Salary to domestic helper: $36,000
(5)
Membership fee to HKICPA: $2,100
(6)
Tuition fees for a Higher Diploma course in China Business organized by a university in Hong Kong: $10,000.

(7)
Fees paid to a residential care home for Mr Lui’s father who is aged 70: $70,000

Mr Lui is married with two children. Mrs Lui is a housewife. Their children are aged 27 and 22 and they are studying full-time in England.

Required:

Compute the salaries tax payable by Mr Lui for the year of assessment 2008/09. Ignore provisional salaries tax.
(19 marks)

Show all your workings.

Question 2

Mr Cole has been employed as a sales manager by A Ltd in France for many years. Starting from 1 April 2007, he has been assigned to Hong Kong to oversee A Ltd’s subsidiary, A (HK) Ltd, in Hong Kong and to be responsible for the company’s operations in Far East Asia. During his assignment to Hong Kong, he is still under the employment of A Ltd. It is accepted that his employment with A Ltd is located outside Hong Kong.

You have been supplied with the following information regarding the year ended 31 March 2008:

	(1)
	Travel schedule:
	Days

	
	Hong Kong
	177

	
	Singapore
	46

	
	Mainland China
	85

	
	Thailand
	28

	
	Japan (on vacation)
	30

	
	
	366


(2)
A Ltd paid traveling expenses of $46,000 for Mr Cole’s relocation to Hong Kong on 1 April 2007 with his family.

(3)
Salary: $1,800,000

(4)
Bonus: $200,000

(5)
Allowance during his stays in Hong Kong: $88,500 ($500 x 177 days)

(6)
Allowance during his stays in Mainland China: $25,500 ($300 x 85 days)

(7)
On 1 April 2006, Mr Cole was granted an option to purchase 100,000 shares of A Ltd for $2 each with vesting period for 2 years. Mr Cole had not visited Hong Kong during the year ended 31 March 2007. Mr Cole exercised the option on 31 March 2008. The market prices of the shares were:
	1 April 2006
	$4.20 per share

	31 March 2007
	$5.50 per share

	31 March 2008
	$6.60 per share


(8)
Mr Cole was provided with a flat for his residence. The flat is owned by A (HK) Ltd. A (HK) Ltd deducted a rent of $1,000 from his salary monthly for the accommodation.

(9)
Mr Cole was employed by a university in Hong Kong to give some lectures. He received salary of $50,000 for such lectures.

(10)
Mr Cole received Director’s fee from another company, Intela Limited, $120,000.

(11)
Mr Cole is married and his wife is a housewife. They have a child, who was born on 10 January 2008.

(12)
Mr Cole’s father is aged 70 and is living in France. Mr Cole gave his father $20,000 for living expenses during the year.

(13)
Mr Cole paid residential care expenses of $54,000 for each of the years of assessment 2007/08 in respect of his mother-in-law, who is aged 68 years old. The residential care home is located in Hong Kong.

Required:

(a)
According to DIPN 10, the Commissioner of Inland Revenue will accept that an employment is located outside Hong Kong if certain factors are satisfied. What are these factors?
(3 marks)

(b)
Compute Mr Cole’s total number of days attributable to Hong Kong services for the year of assessment 2007/08.
(3 marks)

(c)
Compute Mr Cole’s chargeable share option gain for the year of assessment 2007/08.
(3 marks)

(d)
Compute Mr Cole’s salaries tax liability for the year of assessment 2007/08. Ignore provisional salaries tax.
(10 marks)


Show all your workings.



(Total 19 marks)
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