Supplementary Questions – Salaries Tax

Answer 1

Mr Lui

Salaries tax

Year of assessment 2008/09

	
	$
	$
	Marks

	Salary
	
	400,000
	0.5

	Bonus
	
	80,000
	0.5

	Special allowance
	
	12,000
	0.5

	Cash prize
	
	10,000
	0.5

	Ex-gratia payment
	
	27,000
	0.5

	Holiday benefit $[18,000 + (63,000 x 2/3) + (63,000 x 1/3 x 14/21)]
	
	74,000
	1.5

	Travel allowance
	
	24,000
	1

	Entertainment allowance ($3,000 x 10 x 1/2)
	
	15,000
	1

	Motor car expenses
	
	6,000
	0.5

	Reimbursement of utilities expenses
	
	18,000
	0.5

	
	
	666,000
	

	
	
	
	

	Rental value [(666,000 – 8,000 – 2,100) x 10%]
	65,590
	
	1.5

	Less: Rent suffered [$(20,000 – 18,000) x 10]
	(20,000)
	45,590
	1

	
	
	711,590
	

	Share option gain (W1)
	
	375,000
	

	Part-time employment income
	
	10,000
	0.5

	
	
	1,096,590
	

	Less: Allowable outgoings and expenses
	8,000
	
	0.5

	Membership subscription fee
	2,100
	10,100
	0.5

	
	
	1,086,490
	

	Less: Concessionary deductions
	
	
	

	Charitable donations
	220,000
	
	0.5

	MPF
	12,000
	
	0.5

	Self-education expenses
	10,000
	
	0.5

	Elderly residential care expense
	60,000
	302,000
	0.5

	
	
	784,490
	

	Less: Married person’s allowance
	216,000
	
	0.5

	Child allowance
	50,000
	266,000
	0.5

	Net chargeable income
	
	518,490
	

	
	
	
	

	Salaries tax payable at progressive tax rates:
	
	
	

	$(518,490 – 120,000) x 17% + $8,400
	
	76,143
	0.5

	
	
	
	

	Limitation test: $784,490 x 15%
	
	117,673
	0.5

	
	
	
	

	Tax payable
	
	76,143
	0.5

	Less: Tax waived
	
	8,000
	0.5

	Salaries tax payable
	
	68,143
	


Working:

W1

Mr Lui

Computation of share option gain

	
	$
	$
	Marks

	Sales proceeds on share option
	
	110,000
	1

	Market value of shares at the date of exercise:

(50,000 x $8.2)
	
	410,000
	1

	Less: Cost of shares (50,000 x $2.5)
	
	(125,000)
	0.5

	Cost of option
	
	(20,000)
	0.5

	Share option gain
	
	375,000
	3


Answer 2

	(a)
	Marks

	According to DIPN 10, the Commissioner of Inland Revenue will accept that an employment is located outside Hong Kong where the following three factors are present:

(a)
the contract of employment was negotiated, and entered into, and is enforceable outside Hong Kong;
(b)
the employer is resident outside Hong Kong; and

(c)
the employee’s remuneration is paid to him outside Hong Kong
	1

1

1

3


(b)

	Computation of days attributable to Hong Kong services
	
	Marks

	Number of days present in Hong Kong
	177 days
	0.5

	Number of business days in the year of assessment 2007/08

(366 – 30) days
	336 days
	0.5

	Leave day attributable to Hong Kong services

(30 days x 177/336)
	15.8 days
	1

	Total number of days attributable to Hong Kong services

(177 days + 15.8 days)
	192.8 days
	1

	
	
	3


(c)

	Computation of share option gain
	
	Marks

	Number of days during the vesting period (365 + 366) days
	731 days
	0.5

	Number of days in Hong Kong during the vesting period
	192.8 days
	0.5

	
	
	

	Market value of shares at the date of exercise

(100,000 x $6.60)
	$660,000
	

	Less: Cost of shares (100,000 x $2)
	$200,000
	

	
	$460,000
	1

	
	
	

	Assessed gain: $460,000 x 192.8/731
	$121,324
	1

	
	
	3


(d)

Mr Cole

Salaries tax computation

Year of assessment 2007/08

Basis period: year ended 31 March 2008

	
	$
	$
	Marks

	Salaries
	
	1,800,000
	0.5

	Bonus
	
	200,000
	0.5

	
	
	2,000,000
	

	
	
	
	

	Income attributable to Hong Kong services:

$2,000,000 x 192.8/366
	
	1,053,551
	1

	Allowance for stays in Hong Kong
	
	88,500
	0.5

	
	
	1,142,051
	

	Rental value ($1,142,051 x 10%)
	114,205
	
	1

	Less: Rental suffered ($1,000 x 12)
	12,000
	102,205
	1

	
	
	1,244,256
	

	Share option gain
	
	121,324
	

	Other income (50,000 + 120,000)
	
	170,000
	1

	
	
	1,535,580
	

	Less: Elderly residential care expense
	
	(54,000)
	0.5

	
	
	1,481,580
	

	Less: Married person’s allowance
	200,000
	
	0.5

	Child allowance
	100,000
	300,000
	1

	Net chargeable income
	
	1,181,580
	1

	
	
	
	

	Tax at progressive rate:

$(1,181,580 – 105,000) x 17% + $7,350
	
	190,368
	0.5

	
	
	
	

	Standard rate: $1,481,580 x 16%
	
	237,052
	0.5

	
	
	
	

	Tax payable
	
	190,368
	

	Less: Tax waived
	
	25,000
	0.5

	Salaries tax payable
	
	165,368
	10



P. 2

