Part V Personal Assessment

(I)
Multiple Choice Questions

1.
Which of the following is true regarding election for personal assessment?

A
A husband and wife must elect personal assessment jointly.

B
The election for personal assessment must be in writing.

C
The elector must either be a permanent or temporary resident of Hong Kong.

D
The elector must be aged 18 or above.

2.
Which of the following is true in relation to personal assessment?

A
When computing the total income, the net assessable income is net of approved charitable donations.

B
When computing the total income, the net assessable income is before deduction of concessionary deductions.

C
When computing the total income, the assessable profit is before deduction of approved charitable donations.

D
When computing the total income, the net assessable value is net of interest payable on money borrowed for producing the rental income.

3.
Which of the following is not an advantage obtained by electing for personal assessment?

A
An individual who is chargeable to property tax can obtain personal allowances under personal assessment.

B
An individual may obtain more deductions for approved charitable donations.
C
Excess concessionary deductions can be carried forward under personal assessment.

D
An individual having a trading loss can set off the loss against his other income.

4.
Under personal assessment, a temporary resident in the year of assessment 2008/09 is an individual who is:

A
an ordinary resident in Hong Kong during the year ended 31 March 2009.

B
present in Hong Kong for more than 120 days during the year ended 31 March 2009.

C
present in Hong Kong for more than 300 days during the two years ended 31 March 2009.
D
present in Hong Kong for more than 90 days during the year ended 31 March 2009.

5.
Who is eligible to elect for personal assessment?

A
An individual who visits Hong Kong for less than 180 days in a year of assessment 

B
An individual who carries on business in Hong Kong 

C
An individual who receives rental income from a property situated in Hong Kong 

D
A permanent resident of Hong Kong who is aged 18
6.
Which of the following person is a temporary resident for personal assessment purposes?

A
An individual who has a Hong Kong identity card 

B
An individual who has a place of abode in Hong Kong 

C
An individual who ordinarily resides in Hong Kong 

D
An individual who is present in Hong Kong for more than 180 days in the year of assessment
7.
Mr. L is single. During the year ended 31 March 2008, he had employment income of $120,000 and assessable profits of $300,000 (after deducting charitable donations of $90,000). Mr. L has not yet claimed an approved charitable donation of $30,000. Mr. L has elected for personal assessment for the year of assessment 2007/08. The amount of approved charitable donations deductible as a concessionary deduction under personal assessment is:
A
$37,500 

B
$15,000 

C
$127,500 

D
$30,000
(II)
Examination Style Questions

Question 1

Mr and Mrs Lau are permanent residents of Hong Kong. They supply you the following information for the year ended 31 March 2009:

(1)
Mr Lau owns a residential flat in North Point. The property was let to Mr Lee at a monthly rent of $11,000. The property purchase was financed by a mortgage loan from Hang Seng Bank Ltd with monthly repayment of $12,000, including $8,000 interest.

(2)
Mr Lau carries on his own business in Central. The 2001/02 profits tax assessment showed the following particulars:

	
	$

	Profit per account
	190,000

	Add: Charitable donations
	40,000

	
	230,000

	Less: Approved charitable donations
	23,000

	Assessable profit
	207,000


The charitable donations of $40,000 were cash donations to approved charitable organizations.

(3)
Mr Lau is an executive director and shareholder of a private company in Hong Kong. He received a director’s fee of $1,400,000 and dividends of $20,000 during the year.

(4)
Mrs Lau owns a residential flat in Wanchai with her sister and the ownership ratio is 2:1. The property was let to Mr Chan at a monthly rent of $14,000. They repaid a mortgage loan of $96,000 to Hongkong Bank, including loan interest of $72,000.

(5)
Mrs Lau carries on a beauty care business in Hong Kong. The assessor advised her that the business loss for the year of assessment 2008/09 was $419,960.

(6)
Mrs Lau is also working in the same private company mentioned in point (3) above and received total remuneration of $180,000.

(7)
Mr and Mrs Lau paid home loan interest of $180,000. The flat is jointly owned by them.

(8)
Mr and Mrs Lau made contributions of $12,000 and $9,000 respectively to the mandatory provident fund.

(9)
Mrs Lau made cash donations of $100,400 to approved charitable organizations.

(10)
Mr and Mrs Lau have to children. The elder son is 23 years old and is studying at City University of Hong Kong. He was married last year and his spouse, who is aged 22, is also studying at the same university. They are living with Mr and Mrs Lau. The younger son is aged 18 and is receiving full time education in Hong Kong.

(11)
Mr Lau contributes $24,000 to his father who is aged 70 and is not living with him.

Required:

(a)
What is the time limit for the election for personal assessment and how can this election be made?
(4 marks)

(b)
Compute the respective tax payable under personal assessment by Mr and Mrs Lau for the year of assessment 2008/09. You are required to show your workings on the net assessable value transferred to personal assessment and the respective amounts of donations allowed to them under personal assessment. You may ignore any tax paid by them. Show all your workings.
(14 marks)



(Total 18 marks)



(Amended HKIAAT P5 Hong Kong Taxation June 2003 C3)

Question 2

(a)

Mr Fung and Mr Lo own a residential property at Beauty Garden in the ratio of 2:1. The acquisition of the property was financed by a bank loan with Bank A in Hong Kong. The property was let to Mr cheng under the following terms:

	(1)
	Lease period:
	1 October 2007 to 30 September 2009 (36 months)

	(2)
	Monthly rent:
	$24,000 payable on the 1st day of each month in advance

	(3)
	Initial premium:
	$120,000 payable on 1 October 2007

	(4)
	Government rent and rates:
	Payable by landlord

	(5)
	Management fee:
	Payable by landlord


The landlord paid the following expenses during the year ended 31 March 2009:

	
	
	$

	(1)
	Mortgage loan interest
	150,000

	(2)
	Rates
	9,250

	(3)
	Government rent
	5,520

	(4)
	Management fee
	14,400

	(5)
	Decoration and repairs
	8,000


Only Mr Fung has elected for personal assessment for the year of assessment 2008/09. No property tax is demanded on his share of net assessable value.

Required:

Compute the property tax payable charged on the property for the year of assessment 2008/09. Ignore provisional property tax. Show all your workings.
(5 marks)

(b)

Suppose the landlord of the above property is Peer Ltd, a corporation of which Mr Fung and Mr Lo are the directors and shareholders. In addition to the above income and expenditure, Peer Ltd also incurred allowable sundry expenses of $20,000.

Required:

Compute the assessable profit of Peer Ltd for the year of assessment 2008/09.


(4 marks)

(c)

In addition to the above income and expenditure as shown in (a), Mr Fung also has the following income/expenditure during the year ended 31 March 2009:

Income

(1)
Director’s fee of $200,000 received from Sheer Limited, a company incorporated and carrying on business in Hong Kong

(2)
Dividend of $600,000 from Sheer Limited

(3)
Share of profit of $180,000 from a partnership business

Expenditure/loss

	
	
	$

	(4)
	Subscription to HKICPA
	2,100

	
	Subscription to Taxation Institute of Hong Kong
	1,000

	(5)
	Cash donations to Hong Kong Community Chest
	42,000

	(6)
	Residential care expenses paid to a residential care home in respect of his mother aged 70
	72,000

	(7)
	Loss from his own trading business
	100,000


Mr Fung is married and his wife is a resident of Mainland China. They have two children, aged 13 and 15, and both are studying in Mainland China.

Required:

Compute Mr Fung’s tax payable under personal assessment for the year of assessment 2008/09. You may ignore any other income taxes paid by him. Show all your workings.
(9 marks)


(Total 18 marks)

(Adapted HKIAAT P5 Hong Kong Taxation December 2003 C2)
Question 3

Mrs Tin owns a property at Kowloon Tong jointly with her father. Her share of ownership is 60%. Her father ordinarily resides in Canada and has only visited Hong Kong for not more than one month during the past three years. The property was let to Mr Yuen at a monthly rent of $25,000 starting from 1 April 2008. Quarterly rates of $3,000 and monthly management fee of $1,500 were paid by the tenant. The owners also paid mortgage loan interest of $80,000 during the year to 31 March 2009 in respect of the loan obtained to finance the purchase of the property.

Mrs Tin has the following income and expenses during the year ended 31 March 2009:

Income:

(1)
Salary: $260,000

(2)
Dividend from a private company: $4,000

(3)
Loan interest from her friend: $10,000

Expenses:

(1)
Approved charitable donations: $139,000

(2)
Fees for attending a part-time diploma programme organized by a university in Hong Kong: $30,000. The programme is related to her employment.

(3)
Fees paid to recognized residential care home which provides residential care to her grandmother who is aged: $72,000

(4)
Contributions to MPF scheme: $12,000
Mrs Tin and her husband live in a property at Homantin which is jointly owned by them. They have paid mortgage loan interest of $140,000 to a local bank in Hong Kong in respect of their residence during the year ended 31 March 2009.

Mr Tin has the following income, losses and expenses during the year ended 31 March 2009:

Income:

(1)
Employment income:

Salary: $600,000

Housing allowance for purchase of residence: $150,000

(2)
Business income:

Mr Tin carries on a business in Hong Kong. The notice of assessment for the year of assessment 2008/09 shows the following particulars:

	
	$

	Net profit per accounts
	140,000

	Add: Donations
	60,000

	
	200,000

	Less: Approved charitable donations
	20,000

	Assessable profit
	180,000


Donations were cash donations to approved charitable organizations.

Loss/expenses:

(1)
Share of agreed partnership loss: $450,000

(2)
Cash given to his mother who is aged 62: $10,000

(3)
Cash given to his father who is aged 65: $10,000

(4)
Contributions to MPF scheme: $12,000

Other information:

(1)
Mr and Mrs Tin are living with their child and Mr Tin’s parents. The child is under 18 years old. Mr Tin is nominated to claim child allowance and dependent parent allowance under salaries tax.

(2)
Mr and Mrs Tin elect for personal assessment for the year of assessment 2008/09.

(3)
Mr Tin has a loss brought forward of $600,000 under personal assessment from the year of assessment 2007/08.

Required:

(a)
Compute Mrs Tin’s share of net assessable value for the year of assessment 2008/09 in respect of the property jointly owned with her father.
(3 marks)

(b)
Compute the tax payable under personal assessment by Mr and Mrs Tin for the year of assessment 2008/09. You may assume no tax has been charged under schedular taxes. Show all your workings.
(12 marks)

(c)
Advise Mrs Tin’s father whether he is eligible to elect for personal assessment for the year of assessment 2008/09. You may specify any assumption to be made in your advice.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation June 2004 C4)

Question 4

Mr To, Mr Ip and Mr Ma are partners in a Hong Kong business sharing profits and losses in the ratio of 2:1:1. The assessable profit of the business for the year of assessment 2008/09 is $500,000, after adding back salaries of $240,000, $160,000 and $200,000 payable to Mr To, Mr Ip and Mr Ma respectively.

Mr To and Mr Ip have elected for personal assessment for the year of assessment 2008/09.

You have been supplied with the following additional information in respect of Mr To for the year ended 31 March 2009:

(1)
Rental income from Property A

Property A was let to Mr Chiu under the following terms:

Lease period: 1 October 2007 to 30 September 2009 (2 years)

Monthly rent: $12,000 payable on the first day of each month

Premium: $160,000 payable on 1 October 2007

Rates: $1,200 per quarter payable by tenant

Management fee: $800 per month payable by tenant

(2)
Director’s fee from a Hong Kong company: $120,000

(3)
Assessable profit from his solely-owned business in Hong Kong: $800,000 (after deduction of approved charitable donations of $50,000)

(4)
Share of loss from another partnership business in Hong Kong: ($400,000)

Mr To paid the following expenses:

(1)
Mortgage loan interest to finance the purchase of Property A to a local bank in Hong Kong: $60,000

(2)
Mortgage loan interest to a bank in Hong Kong in respect of his residential property: $120,000

The residential property is jointly owned with his wife as joint tenant.

(3)
Fees paid to a recognized residential care home which provided residential care to his father who is aged 70: $65,000

(4)
Cash donation to Tung Wah Group of Hospitals: $300,000 (not including the donations of $50,000 allowed under profits tax)

Mrs To is a housewife. Mr and Mrs To have two sons aged 6 and 8. During the year of assessment 2008/09, Mrs To only received dividend income of $12,000 from a private company in Hong Kong. She has a loss of $50,000 brought forward under personal assessment from the year of assessment 2007/08. Mrs To does not nominate Mr To to claim deduction of her share of home loan interest.

Required:

(a)
Compute the profits tax liability of the partnership business of Mr To, Mr Ip and Mr Ma for the year of assessment 2008/09. Ignore provisional profits tax.



(5 marks)

(b)
Compute the net assessable value of Property A for the year of assessment 2008/09.
(2 marks)

(c)
Compute the tax payable under personal assessment by Mr To for the year of assessment 2008/09.
(11 marks)



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation December 2004 C3)

Question 5

Mr Wu owns a property on the Peak. The property was vacant for a number of months and it was let to K Ltd for use by one of its directors under the following terms:

(1)
Lease period: 1 May 2008 to 31 October 2010 (30 months)

(2)
Monthly rent: $100,000 payable on the 1st day of each month

(3)
Refundable deposit: $200,000 payable on 30 April 2008

(4)
Premium: $150,000 payable on 30 April 2008

(5)
Rates: Payable by landlord

(6)
Management fee: Payable by landlord

(7)
Rent-free period: 1 May 2008 to 31 May 2008

K Ltd’s director moved into the property on 1 July 2008.

The purchase of the property was financed by a mortgage loan obtained from a local bank and a loan from Mr Wu’s mother. The loan from his mother was properly documented and she held it as a second mortgage over the property.

In relation to the above property, Mr Wu paid the following expenditure during the year ended 31 March 2009:

(1)
Rates: $9,000 per quarter

(2)
Management fee: $96,000

(3)
Mortgage loan interest to:

Local bank: $100,000

Mr Wu’s mother: $60,000

(4)
Agency fee for letting the property: $50,000

(5)
Decoration and repairs: $120,000

Mr Wu is a director and shareholder of L Ltd and received the following income from the company during the year ended 31 March 2009:

Director’s remuneration: $120,000

Dividend: $1,500,000
Mr Wu is also a partner in another business. During the year ended 31 March 2009, his share of loss from the partnership was $140,000.

Mr Wu’s wife is a teacher working in Hong Kong and she received salary of $180,000 during the year ended 31 March 2009.

During the year ended 31 March 2009, Mr and Mrs Wu paid the following expenses:

Contributions to Mandatory Provident Fund:

Mr Wu: $6,000

Mrs Wu: $9,000
Cash donations to approved charitable organizations:

Mr Wu: $10,000

Mrs Wu: $68,000

Mr and Mrs Wu elected for personal assessment for the year of assessment 2008/09. They do not have any dependants in Hong Kong.

Required:

(a)
Compute the net assessable value of Mr Wu’s property for the year of assessment 2008/09.
(6 marks)

(b)
Compute the respective tax payable personal assessment by Mr and Mrs Wu for the year of assessment 2008/09. Show all your workings.
(12 marks)



(Total 18 marks)



(Amended HKIAAT P5 Hong Kong Taxation June 2005 C5)
Question 6

You have been supplied with the following information in respect of Mr and Mrs Kong for the year ended 31 March 2009:

(1)
Mr and Mrs Kong own the following properties in Hong Kong and received the following rent from the properties:

	Mr Kong
	Rental income

	Property A
	$180,000

	Property B
	$240,000

	
	

	Mrs Kong
	

	Property C
	$150,000


Rates and management fees for all the above properties were paid by the tenants.

The following mortgage loan interest was paid during the year ended 31 March 2009 in respect of mortgage loans obtained to finance the property purchases:

	
	Mortgage loan interest

	Property A
	$160,000

	Property B
	$40,000

	Property C
	-


(2)
Mr and Mrs Kong are the directors and shareholders of a company in Hong Kong. They received the following income from the company during the year ended 31 March 2009:

	
	Director’s fee
	Dividend

	Mr Kong
	$1,400,000
	$500,000

	Mrs Kong
	$390,000
	$200,000


(3)
Mr Kong is the sole proprietor of a consultant company in Hong Kong. The adjusted profit of the business for the year of assessment 2008/09 was $100,000 (before deduction of approved charitable donations).

(4)
Mrs Kong carries on 2 businesses in Hong Kong. One is a partnership business and the other is a sole-proprietorship business. Their results for the year of assessment 2008/09 were as follows:

	
	Assessable profit (loss)

	Share of partnership profit
	$190,000

	Sole-proprietorship business
	($330,000)


(5)
They also paid the following expenses during the year:

	
	
	Mr Kong
	Mrs Kong

	
	
	$
	$

	(i)
	Cash donations to approved charitable organizations
	200,000
	160,000

	
	Mr Kong claimed the donation deduction in his sole-proprietor’s account whereas Mrs Kong claimed the donation deduction in her individual tax return for deduction under salaries tax.
	
	

	(ii)
	Mandatory contribution to MPF scheme
	12,000
	12,000

	(iii)
	Mortgage loan interest to a bank in Hong Kong in respect of their place of residence. The property is jointly owned by them equally.
	80,000
	80,000

	(iv)
	Cash given to Mr Kong’s father, who is aged 65
	24,000
	6,000

	(v)
	Fees paid to a recognized residential care home in respect of Mrs Kong’s mother, who is aged 80
	-
	72,000


(6)
They have elected for personal assessment for the year of assessment 2008/09.

(7)
Mr and Mrs Kong have no children and are living with Mr Kong’s father.

Required:

(a)
Compute the property tax payable by Mr and Mrs Kong for the year of assessment 2008/09.
(3 marks)

(b)
Compute the profits tax payable by Mr Kong in respect of his sole proprietorship business for the year of assessment 2008/09.
(2 marks)

(c)
Compute the tax payable by/refundable to Mr and Mrs Kong under personal assessment for the year of assessment 2008/09. You may assume that:

(i)
Mr and Mrs Kong will claim any allowances/deductions in respect of their own parents;

(ii)
no profits tax is charged in respect of Mrs Kong’s share of the partnership profit;

(iii)
Mr and Mrs Kong have paid the following salaries tax for the year of assessment 2008/09:

Mr Kong: $224,800

Mrs Kong: $4,470; and

(iv)
Mr and Mrs Kong have paid the property tax and profits tax as computed in (a) and (b) above.



(13 marks)



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation December 2005 C4)

Question 7

Mr and Mrs Wu are permanent residents of Hong Kong. You have been supplied with the following information in respect of Mr and Mrs Wu:

	
	
	Year of assessment

	
	
	2007/08
	2008/09

	Mr Wu
	$
	$

	(a)
	Salaries from X Ltd
	600,000
	720,000

	(b)
	Dividends from X Ltd
	-
	300,000

	(c)
	Rental income from:
	
	

	
	Property A (Note 1)
	180,000
	180,000

	
	Property B (Note 1)
	150,000
	150,000

	(d)
	Assessable profits (losses) from his own business
	(800,000)
	900,000

	(e)
	Share of assessable profits (losses) from his partnership business
	200,000
	(350,000)

	(f)
	Cash donations to approved charitable organizations (Note 2)
	180,000
	260,000

	(g)
	Mortgage loan interest paid to a bank in Hong Kong in respect of mortgage loans to finance the purchase of:
	
	

	
	Property A
	10,000
	8,000

	
	Property B
	140,000
	118,000

	
	Place of residence wholly owned by him
	130,000
	90,000

	(h)
	Cash given to his father who is aged 70
	32,000
	35,000

	(i)
	Mandatory contribution to MPF scheme
	12,000
	12,000

	(j)
	Fees paid to recognized residential care home which provided residential care to his father
	72,000
	72,000

	(k)
	Cash given to his mother who is aged 65
	24,000
	26,000


Mrs Wu
	(a)
	Salaries from X Ltd
	120,000
	150,000

	(b)
	Losses from her own business (Note 3)
	(470,000)
	-

	(c)
	Cash donations to approved charitable organizations
	100,000
	30,000

	(d)
	Mandatory contributions to MPF scheme
	6,000
	7,500

	(e)
	Voluntary contributions to MPF scheme
	6,000
	7,500


Other information:

(a)
Mrs Wu has a loss brought forward under personal assessment from the year of assessment 2006/07 of $50,000.

(b)
Mr and Mrs Wu have a son aged 20 who is receiving full-time education in Hong Kong. He had summer jobs in the years of assessment 2007/08 and 2008/09 and received total remuneration of $4,000 and $4,500 respectively.

Notes:

(1)
Rates and management fees for the properties were payable by the tenants.

(2)
Mr Wu did not claim approved charitable donations under profits tax.

(3)
Mrs Wu’s business ceased on 31 March 2008.

Required:

(a)
Compute the net assessable value of Mr Wu’s properties for the year of assessment 2007/08.
(1 mark)

(b)
Compute the amount of mortgage loan interest on rental income to be allowed to Mr Wu for the years of assessment 2007/08 and 2008/09.
(2 marks)

(c)
Compute the reduced total income (total income before personal allowances) of Mr and Mrs Wu under personal assessment for the year of assessment 2007/08.



(7 marks)

(d)
Compute the tax payable under personal assessment by Mr and Mrs Wu respectively for the year of assessment 2008/09. Ignore any property tax, salaries tax and profits tax paid by them.
(8 marks)

Show all your workings.


(Total 18 marks)


(Adapted HKIAAT P5 Hong Kong Taxation June 2006 C4)
Question 8

Mr Lee has been carrying on his own business in Hong Kong for many years and prepares his accounts to 31 December each year. His accounts for the year ended 31 December 2008 showed loss of $620,000 after deducting the following:

	Mr Lee’s salary
	$240,000

	Mr Lee’s MPF contribution
	$12,000

	Cash donations to approved charitable organizations
	$60,000


You have been supplied the following other information concerning the year of assessment 2008/09:

(1)
The business was entitled to a depreciation allowance of $40,000.

(2)
The business has a loss brought forward of $100,000 from the year of assessment 2007/08.

(3)
Mr Lee has the following other income:

(i)
Rental income of $120,000 from his property in North Point. The tenant was responsible for paying annual rates and monthly management fees of $6,000 and $700 respectively.

(ii)
Dividend from a private company in Hong Kong: $400,000.

(iii)
Share of assessable profits from a partnership in Hong Kong $1,000,000.

(4)
Mrs Lee is a teacher in Hong Kong and received employment income of $280,000 during the year ended 31 March 2009. She had made MPF contributions of $12,000 during the year.

(5)
Mr Lee paid the following expenses:

	(i)
	Mortgage loan interest to a local bank to finance the purchase of his property in North Point
	$18,000

	(ii)
	Home loan interest
	$78,000

	
	Mr Lee has claimed home loan interest every year since the year of assessment 2001/02.
	

	(iii)
	Fees paid to a residential care home which provided residential care to his father aged 65
	$75,000

	(iv)
	Cash paid to his mother aged 57.
	$20,000


Mr and Mrs Lee have a son aged 12. They are living with Mr Lee’s mother. Mr and Mrs Lee elect for personal assessment for the year of assessment 2008/09.

Required:

(a)
Compute the assessable profits (losses) of Mr Lee’s business for the year of assessment 2008/09, showing the amount of profits (losses) to be transferred to personal assessment.
(4 marks)

(b)
Compute the reduced total income after personal allowance under personal assessment of Mr and Mrs Lee for the year of assessment 2008/09.
(9 marks)

(c)
Advise Mr Lee of the time limit and procedures for making an election for personal assessment as specified under the Inland Revenue Ordinance.



(5 marks)

Show all your workings.


(Total 18 marks)


(Adapted HKIAAT P5 Hong Kong Taxation December 2006 C3)
Question 9

Mr and Mrs Wong are ordinary residents in Hong Kong. They have a residential property in Kowloon Tong which was let out to Mr Kei on the following terms:

(1)
Period of lease: 1.10.2006 – 30.9.2008

(2)
Monthly rent: $20,000 payable at the beginning of each month

(3)
Premium: $120,000 payable on 1.10.2006

(4)
Rates and management fee: payable by landlord

On 15 August 2008, Mr and Mrs Wong agreed to renew the lease with Mr Kei on the following terms:

(1)
Period of lease: 1.10.2008 – 31.3.2011 (30 months)

(2)
Rent free period: 1.10.2008 – 31.10.2008

(3)
Monthly rent: $22,000 payable at the beginning of each month

(4)
Premium: $120,000 payable on 1.9.2008

(5)
Rates and management fee: payable by landlord

Mr and Mrs Wong purchased the property by means of a mortgage loan from a local bank. They paid the following expenses in respect of the property during the year ended 31 March 2009:

(1)
Mortgage loan repayments: $190,000 including mortgage loan interest of $100,000

(2)
Repairs: $10,000

(3)
Rates: $2,250 per quarter

(4)
Management fees: $1,200 per month

Mr Wong has the following income and expenses during the year ended 31 March 2009:

Income:

(1)
Salary: $1,200,000

(2)
Bonus: $100,000

(3)
Dividend from a private company in Hong Kong: $500,000

(4)
Director’s fee from a company incorporated and managed in Canada: $140,000

(5)
Bank interest on deposits with a local bank: $12,000

(6)
Share of partnership loss in Hong Kong: $600,000

Expenses:

(1)
Cash donations to approved charitable organization: $30,000

(2)
Mortgage loan interest paid to a local bank in respect of his dwelling: $70,000

(3)
Cash given to his mother who is aged 52: $15,000

(4)
Fess paid to a recognized residential care home which provided residential care to his father who is aged 62: $45,000

(5)
Mandatory contribution to MPF scheme: $12,000

Other information

(1)
During the year ended 31 March 2009, Mrs Wong is a housewife. However, she has loss brought forward of $180,000 under personal assessment from the year of assessment 2007/08.

(2)
Mr and Mrs Wong elect for personal assessment for the year of assessment 2008/09.

(3)
Mr and Mrs Wong have a son aged 10. All of them are living with Mr Wong’s mother.

Required:

(a)
Compute the net assessable value of Mr and Mrs Wong’s property for the year of assessment 2008/09.
(4 marks)

(b)
Compute the tax payable under personal assessment by Mr and Mrs Wong for the year of assessment 2008/09.
(11 marks)

(c)
One of the conditions to determine the eligibility for the election for personal assessment is that an individual must be a permanent or temporary resident of Hong Kong. Define the meanings of “permanent resident” and “temporary resident” for the purpose of personal assessment.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation June 2007 C4)

Question 10

(a)
An individual who wants to elect for personal assessment has to lodge such an election in writing with the Commissioner of Inland Revenue within a certain time limit.

Required:

What is the time limit for the election of personal assessment by an individual as provided under the Inland Revenue Ordinance.
(3 marks)

(b)
Mr Pang carries on a trading business in Hong Kong. He received the following profits tax computation from the Inland Revenue Department in respect of his business for the year of assessment 2008/09:

	
	$

	Profit per account
	100,000

	Add: Charitable donations
	80,000

	
	180,000

	Less: Approved charitable donations
	45,000

	Assessable profit
	135,000


The charitable donations were cash donations to approved charitable institutions.

You have been supplied with the following further information:

(1)
Rental income from Property A: $240,000. The tenant was responsible to pay the rates and management fee of $2,200 per quarter and $1,200 per month respectively.

(2)
Employment income: $500,000

(3)
Share of partnership loss: $250,000

(4)
Loss brought forward under personal assessment: $200,000

You have been supplied with Mrs Pang’s information as follows:

(1)
Mrs Pang owns Property B with her brother in the ratio of 1:2. The property was let out at a monthly rent of $18,000. The tenant was responsible to pay rates of $1,500 per quarter.

(2)
Employment income: $290,000

(3)
Mrs Pang has granted a loan of $250,000 to her friend and she received loan interest of $13,000.

Mr and Mrs Pang paid the following expenses during the year ended 31 March 2009:

	
	
	Mr Pang
	Mrs Pang

	(1)
	Mortgage loan interest (Note)
	140,000
	-

	(2)
	Other cash donations to approved charitable institutions
	50,000
	142,260

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

	(4)
	Fees paid to a residential care home in Hong Kong for residential care of Mr Pang’s grandmother who is aged 80
	50,000
	-


Notes:

In January 2000, Mr Pang obtained a mortgage loan to purchase Property C as his residence. In February 2007, he obtained a further loan by re-mortgaging Property C to finance the purchase of Property A. Mortgage loan interest attributable to the original loan and the further loan was $60,000 and $80,000 respectively.

Mr and Mrs Pang are living with their one children aged 12.

Required:

Compute the tax payable under personal assessment by Mr and Mrs Pang for the year of assessment 2008/09. You may ignore any tax payable by Mr and Mrs Pang under property tax, salaries tax and profits tax.

Show all your workings.
(15 marks)


(Total 18 marks)


(Amended HKIAAT P5 Hong Kong Taxation December 2007 C3)

Question 11

Mr Au owns three residential properties in Hong Kong. The properties were let out for rental income under the following terms during the year ended 31 March 2008:

	
	
	Property A
	Property B
	Property C

	(1)
	Monthly rent:
	$12,000
	$15,000
	$18,000

	(2)
	Rates per quarter (note):
	$3,000
	$3,200
	$3,500

	(3)
	Government rent per quarter (note):
	$1,200
	$1,280
	$1,400

	(4)
	Monthly management fee (payable by tenants):
	$800
	$1,000
	$1,100


Note:

Rates and government rent were paid by the tenant for Property A.

Rates and government rent were paid by Mr Au for Property B and Property C.

Due to financial difficulties, the tenant of Property A was only able to pay $8,000 per month starting from 1 January 2008. The tenant finally paid the outstanding rent on 1 May 2008.

In relation to the outstanding rent of $39,000 owed by the previous tenant of Property B for the period from 1 June 2005 to 31 August 2005, the Assessor agreed that such rent was irrecoverable on 1 July 2007 when the tenant declared bankruptcy.

In relation to the above properties, Mr Au paid the following expenses:

	
	
	Property A
	Property B
	Property C

	(1)
	Repairs and maintenance
	$18,000
	$15,000
	$20,000

	(2)
	Mortgage loan interest in respect of mortgage loan to finance the purchase of properties
	$180,000
	$100,000
	$50,000


You have been supplied with the following further information regarding the income and expenses of Mr and Mrs Au:

Income:

Mr Au:

(1)
Employment income: $600,000

(2)
Assessable profit from his own business: $100,000 (no deduction of any approved charitable donation)

(3)
Share of partnership loss: $300,000

Mrs Au:

(1)
Employment income: $150,000

(2)
Loss brought forward under personal assessment: $400,000

Expenses:

	
	
	Mr Au
	Mrs Au

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

	(2)
	Approved charitable donations
	$40,000
	$45,000


Mr and Mrs Au have elected for personal assessment for the year of assessment 2007/08. They are living with their child aged 10.

Required:

(a)
State who is/are eligible to elect for personal assessment in accordance with the Inland Revenue Ordinance.
(2 marks)

(b)
Compute the net assessable value of each of Mr Au’s properties for the year of assessment 2007/08.
(6 marks)

(c)
Compute the tax payable under personal assessment by Mr and Mrs Au for the year of assessment 2007/08. You may ignore any tax payable by Mr and Mrs Au under different heads of taxes.
(10 marks)

Show all your workings.



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation June 2008 C3)

Question 12

(a)
One of the conditions for election for personal assessment is that the individual must be either a permanent or temporary resident of Hong Kong.

Required:

(i)
How are “permanent resident” and “temporary resident” defined under the Inland Revenue Ordinance?
(2 marks)

(ii)
What is the time limit for an election for personal assessment as specified under the Inland Revenue Ordinance?
(2 marks)

(b)
Mr and Mrs Chu are residents of Hong Kong. They supplied you with the following information for the year ended 31 March 2008:

	Income (Losses)
	Mr Chu
	Mrs Chu

	(1)
	Employment salary
	600,000
	170,000

	(2)
	Director’s fee from a Hong Kong company
	180,000
	0

	(3)
	Assessable profit from sole-owned business in Hong Kong
	400,000
	0

	(4)
	Share of loss from a partnership business in Hong Kong
	(380,000)
	0

	(5)
	Rental income
	360,000
	240,000

	
	
	
	

	Expenditure:
	
	

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

	(2)
	Approved charitable donations
	240,000
	10,000

	(3)
	Fees paid to a residential care home for the care in respect of Mr Chu’s father aged 66
	58,000
	0

	(4)
	Mortgage loan interest for letting properties
	140,000
	200,000

	(5)
	Home loan interest for their dwelling
	70,000
	70,000

	(6)
	Salary to a domestic servant
	0
	48,000


Other information:

(1)
Mr and Mrs Chu have a child aged 10.

(2)
They have elected for personal assessment for the year of assessment 2007/08.

(3)
Mr Chu has claimed deduction for the approved charitable donations made by him under salaries tax.

Required:

(i)
Compute the property tax and profits tax payable by Mr and Mrs Chu respectively for the year of assessment 2007/08. Ignore provisional tax.



(3 marks)

(ii)
Compute the total tax payable under personal assessment by Mr and Mrs Chu. You are not required to calculate the tax payable by each spouse.



(11 marks)

Show all your workings



(Total 18 marks)



(Adapted HKIAAT P5 Hong Kong Taxation December 2008 C2)

Question 13

Mr and Mrs Chan are residents of Hong Kong. You have been supplied with the following information for the year ended 31 March 2008:
(1)
Mr and Mrs Chan jointly own a property in Tai Po. The property was let to a tenant at a monthly rent of $6,000. Rates and management fees were paid by the tenant. The purchase of the property was financed by a mortgage loan with a bank in Hong Kong and Mr and Mrs Chan had paid mortgage loan interest of $40,000 to the bank.
(2)
Mr Chan is the director and shareholder of a company in Hong Kong and he received the following income from the company:
Director’s fee
$1,200,000

Dividend
$480,000

(3)
Mrs Chan is a teacher and received total remuneration of $360,000.

(4)
Mr Chan carries on two businesses in Hong Kong. One is a sole-proprietorship business and the other is a partnership business with the following results:
	
	Assessable profit (loss)

	Sole-proprietorship business
	$300,000

	Share of partnership loss
	($550,000)


(5)
Mrs Chan has a loss of $190,000 brought forward from the previous year under personal assessment.
(6)
They also had the following expenses during the year:

	
	
	Mr Chan
	Mrs Chan

	(a)
	Mandatory contributions to MPF scheme
	18,000
	12,000

	(b)
	Cash donations to approved charitable organizations

Both Mr and Mrs Chan claimed the donation deduction under salaries tax.
	220,000
	120,000

	(c)
	Home loan interest for their dwelling.

The property is owned by Mrs Chan
	
	160,000

	(d)
	Cash given to Mr Chan’s mother aged 65
	40,000
	

	(e)
	Fees paid to a residential care home in respect of Mrs Chan’s grandfather aged 72
	66,000
	


(7)
Mr and Mrs Chan have a child aged 24, who is studying full-time in Hong Kong.
Required:

(a)
Advise Mr Chan about the conditions for election for personal assessment as specified under the Inland Revenue Ordinance.
(4 marks)

(b)
Compute the respective tax payable under personal assessment by Mr and Mrs Chan for the year of assessment 2007/08. Show all your workings.
(12 marks)



(Total 16 marks)



(Adapted HKIAAT P5 Principles of Taxation Pilot Paper 2008 C2(b))


P. 24

