QP Training Course
MD – Taxation Answers


Chapter 4 Salaries Tax: Income from Office or Employment

Answer 1

Mr Wong

Salaries tax computation

Year of assessment 2015/16
Basis period: year ended 31 March 2016
	
	$
	$

	Salary ($150,000 × 12)
	
	1,800,000

	Add: Rental value (equivalent to the rateable value)
	
	144,000

	Assessable income
	
	1,944,000


It is advantageous for Mr Wong to elect the rateable value of $144,000 to substitute the larger rental value at 10% of $1,800,000 (i.e. $180,000).

Answer 2

Mr Sze

Salaries tax computation

	
	$
	$
	$

	Salary
	
	
	1,500,000

	Add: Rental value ($1,500,000 × 10%)
	
	150,000
	

	Less: Rent paid by employee
	504,000*
	
	

	Less: Rent refund ($30,000 × 12)
	(360,000)
	144,000
	

	Net rental value
	
	
	6,000

	Assessable income
	
	
	1,506,000


* 12 × (36,000 + 4,000 + 6,000/3) = 504,000

Answer 3

Mr Pak

Salaries tax computation

	
	$
	$
	$

	Salary ($2,000,000 × 292/365)
	
	
	1,600,000

	Add: Rental value ($1,600,000 × 10%)
	
	160,000
	

	Less: Rent paid by employee
	720,000
	
	

	Less: Rent refund ($50,000 × 12)
	(600,000)
	120,000
	

	Net rental value
	
	
	40,000

	Assessable income
	
	
	1,640,000


Answer 4
	
	$
	$

	Market value of shares on the date of exercising the option ($4 × 1,000)
	
	4,000

	Less: Cost of option
	100
	

	Cost of taking up the shares ($2 × 1,000)
	2,000
	2,100

	Assessable income on gain on share option
	
	1,900


Answer 5

As Dickson rendered all services in connection with the employment in HK during the year of assessment in which the right was granted, and as it was granted on an unconditional basis, the gain on exercise would be fully chargeable to salaries tax by virtue of s 8(1A)(a) (i.e. the gain would fall within the words “income derived from services rendered in HK”).

The timing of the exercise of the right would determine the year of assessment in respect of which the gain is chargeable.

The chargeability of the gain depends on where the person rendered services from which the benefit was derived; not on where the taxpayer was rendering services at the time of the subsequent exercise of right.

Likewise, if the taxpayer had ceased the employment prior to exercising the right, it would not have any bearing on the issue of chargeability.

Answer 6
(a)

The following income can be related back under section 11D(b) of the Inland Revenue Ordinance:

(i)
a lump sum payment or gratuity paid upon the termination of:

1.
an office;

2.
employment; or

3.
any contract of employment; or

(ii)
a lump sum payment of deferred pay or arrears of pay.
(b)
Mr Chiu

Salaries tax computation

Year of assessment 2015/16
Basis period: year ended 31 March 2016
	
	$
	$

	Salary from Marly Ltd
	
	495,000

	Travelling allowance
	
	9,000

	Passage allowance
	
	20,000

	Payment in lieu of notice
	
	18,000

	
	
	542,000

	Rental value $(542,000 – 2,000 × 9/12) × 10%
	54,050
	

	Less: Rent suffered $(22,000 × 9 – 180,000) + $9,000
	(27,000)
	27,050

	
	
	569,050

	Contract gratuity ($240,000 × 9/24)
	
	90,000

	Performance gratuity ($96,000 × 9/24)
	
	36,000

	Salary from Cheer Ltd
	
	70,000

	Housing allowance
	
	30,000

	
	
	795,050

	Less: Subscription to HKICPA
	2,000
	

	Self-education expenses
	25,000
	(27,000)

	Net assessable income
	
	768,050

	Less: Donations
	15,000
	

	Mandatory contributions to MPF
	18,000
	

	Elderly residential care expenses
	80,000
	(113,000)

	
	
	655,050

	Less: Personal allowance
	120,000
	

	Child allowance
	200,000
	

	Disabled dependent allowance
	66,000
	

	Single parent allowance
	120,000
	(506,000)

	Net chargeable income
	
	149,050

	
	
	

	Tax at progressive rates:

$(149,050 – 120,000) × 17% + $8,400
	
	11,305

	
	
	

	Limitation test: $655,050 × 15%
	
	98,258

	
	
	

	Salaries tax payable
	
	11,305

	Less: tax waive (75%, limited to 20,000)
	
	(8,479)

	Balance payable
	
	2,826


Answer 7
(a)
Mr Laird

Computation of gain on share option

Year of assessment 2014/15
	
	
	$

	Proceeds of option
	
	50,000

	Less: Cost of option ($10,000 × 1/2)
	
	5,000

	Total gain
	
	45,000

	
	
	

	Gain attributable to HK services ($45,000 × 245/365)
	
	30,205


Year of assessment 2015/16
	
	$
	$

	Market value of shares at date of exercise (50,000 × $8)
	400,000

	Less: Cost of shares (50,000 × $2)
	100,000
	

	Cost of option ($10,000 × 1/2)
	5,000
	105,000

	Total gain
	
	295,000

	
	
	

	Gain attributable to HK services
	
	

	($295,000 × 245/365)
	
	198,013


(b)
Mr Laird

Salaries tax

Year of assessment 2014/15
	
	
	$

	Salary
	
	960,000

	Bonus
	
	80,000

	Passage allowance
	
	18,000

	
	
	1,058,000

	
	
	

	Income attributable to HK services

($1,058,000 × 245/365)
	
	710,164

	Add: Allowance for stay in HK
	
	7,350

	
	
	717,514

	Rental value ($717,514 × 10%)
	71,751
	

	Less: Rent suffered ($1,000 × 12)
	(12,000)
	59,751

	
	
	777,265

	Gain on share option
	
	30,205

	Net assessable income before concessionary deductions
	807,470


(c)
Year of assessment 2015/16
	
	
	$

	Salary
	
	1,020,000

	Bonus
	
	85,000

	Passage allowance
	
	24,000

	
	
	1,129,000

	
	
	

	Income attributable to HK services

[$1,129,000 × (211 + 30 × 210/336)/366]
	
	708,710

	Allowance for stay in HK
	
	6,300

	Director’s fee
	
	120,000

	
	
	835,010

	Rental value ($835,010 × 10%)
	83,501
	

	Less: Rent suffered ($1,000 × 12)
	(12,000)
	71,501

	
	
	906,511

	Gain on share option
	
	198,013

	
	
	1,104,524

	Less: Elderly residential care expense
	
	(54,000)

	
	
	1,050,524

	Married person’s allowance
	240,000
	

	Child allowance
	100,000
	(340,000)

	Net chargeable income
	
	710,524

	
	
	

	Tax at progressive rates:

$(710,524 – 120,000) × 17% + $8,400
	
	108,789

	
	
	

	Limitation test: $1,050,524 × 15%
	
	157,579

	
	
	

	Salaries tax payable
	
	108,789

	Less: tax waive
	
	(20,000)

	Balance payable
	
	88,789
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