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Table A: Personal allowances and deductions 

 

Year of assessment 2018/19 2019/20 

   

Personal allowances HK$ HK$ 
   
Basic  132,000 132,000 
Married person's  264,000 264,000 
Single parent 132,000 132,000 
   
Child    
 1st to 9th child (each) 120,000 120,000 
 Additional allowance in the year of birth (each) 120,000 120,000 
   
Dependent parent/ grandparent (aged 60 or above or is 
eligible to claim an allowance under the Government's 
Disability Allowance Scheme) 

  

 Basic  50,000 50,000 
 Additional (for dependant residing with taxpayer 

continuously throughout the whole year) 
 

50,000 
 

50,000 
   
Dependent parent/ grandparent (aged 55 – 59)   
 Basic  25,000 25,000 
 Additional (for dependant residing with taxpayer 

continuously throughout the whole year) 
 

25,000 
 

25,000 
   
Dependent brother/ sister 37,500 37,500 
Personal disability 75,000 75,000 
Disabled dependant 75,000 75,000 

   

Deductions/ Concessionary deductions HK$ HK$ 
   
Self-education expenses 100,000 100,000 
Home loan interest 100,000 100,000 
Elderly residential care expenses 100,000 100,000 
Contributions to recognised retirement schemes  18,000  18,000 
Qualifying premiums paid under Voluntary Health 
Insurance Scheme Policy 

-   8,000 

Qualifying annuity premiums & tax deductible MPF 
voluntary contributions ("TVC") 

-  60,000 

Approved charitable donations 35% 35% 

   

Depreciation allowances (For all years of assessment in this paper)  
   
Plant and machinery:  Initial allowance ("I.A.")  60% 
 Annual allowance ("A.A.")  Given in question 
Industrial building:   I.A.  20% 
            A.A.   4% 
Commercial building: A.A.   4% 
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Table B: Tax rates 

 

Year of assessment 

 2018/19* 2019/20* 

Tax rates % % 
   
Standard 15.0 15.0 
   
Progressive   
HK$1 – HK$50,000 2.0 2.0 
HK$50,001 – HK$100,000 6.0 6.0 
HK$100,001 – HK$150,000 
HK$150,001 – HK$200,000 
Above HK$200,000 

10.0 
14.0 
17.0 

10.0 
14.0 
17.0 

   
Corporation profits tax 16.5 16.5 
 
Two-tiered profits tax rates 

  

First HK$2 million assessable profits   
Unincorporated businesses 7.5 7.5 
Corporations 8.25 8.25 

Over HK$2 million assessable profits   
Unincorporated businesses 15.0 15.0 
Corporations 16.5 16.5 

   

 

 

* 100% of the final tax payable under profits tax, salaries tax and tax under personal assessment 

would be waived, subject to a ceiling of HK$20,000 per case. 
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Table C: Stamp duty rates 

 

Conveyance and Agreement for sale   

   

Ad Valorem Duty   
(marginal reliefs ignored) Scale 1 Scale 2 
Not exceeding HK$2,000,000 1.5% HK$100 
HK$2,000,001 to HK$3,000,000 3% 1.5% 
HK$3,000,001 to HK$4,000,000 4.5% 2.25% 
HK$4,000,001 to HK$6,000,000 6% 3% 
HK$6,000,001 to HK$20,000,000 7.5% 3.75% 
Exceeding HK$20,000,000 8.5% 4.25% 
   

 From 5 November 2016 
For residential property                                                        15% 

(unless specifically exempted or provided otherwise) 

   

Lease   
Rent only:   
Not exceeding 1 year  0.25% 
Not exceeding 3 years  0.5% 
Exceeding 3 years  1% 
   
Premium and rent:   
Premium part  4.25% 
Rent part same as rent only lease 

   

Hong Kong Stock Transfer   
Contract notes (for every sold note and every bought note) 0.1% 
Instrument of transfer  HK$5 
   

 

 

Table D: Abbreviation 
 
CIR Commissioner of Inland Revenue 
DIPN Departmental Interpretation and Practice Notes 

IRD Inland Revenue Department 

IRO Inland Revenue Ordinance 
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OBJECTIVE TYPE / SCENARIO-BASED QUESTIONS  (Total: 50 marks) 

 

Answer ALL questions in this section.  Together they are worth 50% of the total marks for this 

examination. 
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TASK-BASED QUESTIONS  (Total: 50 marks) 

 

Answer ALL questions in this section.  Together they are worth 50% of the total marks for this 

examination. 
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*   *   *   END OF EXAMINATION PAPER   *   *   *



Module 9 
Principles of Taxation 
 
  

Answers  
  

 
The purpose of the suggested answers is meant to help candidates in their revision and learning.   
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OBJECTIVE TYPE / SCENARIO-BASED QUESTIONS (Total: 50 marks) 

 

Questions 
 

Answer 
 

Marks 
 

1 C 1 

2 A 1 

3 A 2 

4 C 2 

5 B,C 1 

6 A,B,D 2 

7(a) A 

2 
7(b) A 

7(c) A 

7(d) B 

8(a) A 

2 
8(b) A 

8(c) B 

8(d) A 

9 6,six 1 

10 C 1 

11 D 2 

12 A,C 1 

13 C 1 

14 B 2 

15 D 2 

16   HK$ 

Salaries  960,000 

Rental value  96,000 

Less: Rent suffered  (48,000) 

  1,008,000 

Deductions  (100,000) 

Net assessable income  908,000 
 

3 

17 D 1 

18 B 1 

19 D 2 

20 B 2 

21 A 3 

22 A,B,C 2 
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Questions 
 

Answer 
 

Marks 
 

23        HK$ 

Cost of construction     5,000,000 
Less: Annual Allowance claimed per year X no. of years  
Annual Allowance could be claimed  (1,600,000) 

Residue of expenditure  3,400,000 

Less: Sale proceeds     (10,000,000) 

Balancing allowance / (charge), restricted to allowance 
given (6,600,000) 

    

Refurbishment allowance    200,000 
 

3 

24      HK$     

Adjusted profit Partner's salaries 

           
1,200,000      

        

- Mr Au    

  
360,000       

 
- Mr Bau  

  
18,000  

   
378,000      

Assessable profit   

           
1,578,000      

          
Assessable profit for first 1 
month 

              
131,500      

Assessable profit for last 11 
months 

           
1,446,500      

     

           
1,578,000      

          

          

          

      Mr Au  
 

 Mr Bau  
 

 Total  

     HK$ 
 

HK$ 
 

HK$ 

Period - First 1 month      

Salaries     

                
30,000   

         
18,000   

          
48,000  

Residue     

                
50,100   

         
33,400   

          
83,500  

     

                
80,100   

         
51,400   

        
131,500  

          

          

          

          

 

 

 

3 
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Period - Last 11 months      

Residue     

           
1,446,500   

                 
-     

     
1,446,500  

     

           
1,526,600   

         
51,400   

     
1,578,000  

Loss b/f     

                        
-     

        
(51,400)   

        
(51,400)  

Net assessable profit 
           

1,526,600   

                 
-     

     
1,526,600  

 

25 C 2 

26 C 1 

27 B 1 

28 C 1 

29 B 1 

30 C 1 
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TASK-BASED QUESTIONS (Total: 50 marks) 

 

 

Questions 
 

Answer 
 

Marks 
 

31(a) AG Limited  
Profits tax computation  

Year of assessment 2018/19  
Basis period: year ended 31 March 2019  

  

  HK$  

Net profit      398,500  

  

Add:  

Special contribution to mandatory provident fund ("MPF") 
(Working 1)     400,000  

Annual contribution to MPF (Working 2)       60,000  

Loss on sale of fixed asset       10,000  

Sale proceeds of fixed assets       20,000  

Commission      230,000  

Interest expenses       50,000  

Fine/ Penalty       14,000  

Bad debt written off     100,000  

Donations     400,000  

Depreciation     312,000  

  1,994,500  

Less:  

Dividend income 
      

(66,500)  
Depreciation allowance for plant and machinery 
(Working 3) 

    
(589,800)  

Commercial building allowance (Working 4) 
      

(11,000)  

Prescribed fixed assets  
    

(120,000)  

 1,207,200 

  

Less:  

Approved charitable donations (XX% limit) (Working 5)    (400,000)  

Assessable profit     807,200  

  
Profits tax @ 8.25%       66,594  

Less: Tax reduction      (20,000)  

Profits tax payable       46,594  
 

20 
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31(b) Working 1       
       

Expenditure 
(HK$) 

x Non-
deductible 

annual 
instalments 

/ Total number 
of annual 

instalments 

= Non-deductible 
initial and/ Special 

contribution to MPF 
(HK$) 

                          
500,000  

 
x  4 

 
/  5 

=                           
400,000  

 

Working 2         

   

Deductible amount of the 
contribution 

 

  
Annual 

contribution to 
MPF Scheme 

in respect of 
the Employee 

(HK$) 

- ( (Emolument 
of the 

Employee 
(HK$) 

x % specified 
in 

s.17(1)(h)) 

) = Taxable 
benefit 
(HK$) 

                          
240,000  

 
-  ( 

               
1,200,000  x 15% 

 
) 

 
=  

        
60,000  

 

Working 3     
 30% pool 

(HK$)  

 
Depreciation 

allowance 
(HK$) 

T.W.D.V. b/fwd 
          

76,000    
Additions   800,000    

 

        
876,000    

Less: I.A. (i.e. 
Relevant amount 
(HK$) 

       
(480,000)  

                  
480,000  

(800,000    

X60%)    

 

        
396,000    

Less: Sale proceeds    (30,000)    

 

        
366,000    

Less: A.A. @XX% 
       

(109,800)  

                  
109,800  

T.W.D.V. c/fwd    256,200   

                  
589,800  
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Working 4      
Qualifying 

expenditure (in 
HK$) 

 
x  

 
Rate of 
annual 

allowance 
(%) 

 
=  

Commercial 
building 

allowance 
(HK$) 

                          
275,000  x  4% = 

                            
11,000  

 

Working 5         

         
The lower of the following:  

Charitable 
donation 

(HK$) 

 or  ( The applicable 
amount (HK$) 

 
x  

 %  ) = Approved 
charitable 
donations 

(HK$) 
                          

400,000  or ( 
               

1,207,200  x 35% 
 
) = 

      
400,000  

         
 

32(a) Steve 
Share option gain 

Year of assessment 2019/20 

       

      HK$ 
Market value (Working 1)         500,000  
Less:  Cost of option         (10,000) 

 Cost of shares (Working 2)       (200,000)  

Share option gain chargeable to salaries tax         290,000  

   
 

3 

Working 1         
Number of 

shares  

 
x   Market value 

(HK$)  
= HK$ 

                  
100,000   x            5  = 

     
500,000  

 

Working 2         
Number of 

shares  

 
x   Consideration per 

share (HK$)  
= HK$ 

                           
100,000   x            2  = 

     
200,000  
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32(b)          HK$ 

Salary        
 1,200,000 

Bonus        
 200,000 

Housing allowance - Period 1 (Working 3)  
 240,000 

Holiday journey benefit (Working 4)  
 21,875 

Education benefit  
 140,000 

Director's fees 150,000 
 

       
 1,951,875 

Rental value - Period 2 (Working 5)  
 85,486 

 
       

 2,037,361 

Share option gain  
 290,000 

Total assessable income  
 2,327,361 

 
       

  

Less: Subscription     
 (2,150)  

 Self-education expenses    
 (60,000) 

Net assessable income       2,265,211 
 

       
  

Less:  Approved charitable donations  
 (90,000)  

 Home loan interest    
 (100,000)  

 Mandatory contribution to MPF scheme  (18,000)  

 Qualifying annuity premiums  (60,000)  
 

         1,997,211 

          

Less: Married person's allowance  
 (264,000)  

 Child allowance (Working 6)  
 (360,000)  

 

Dependent parent allowance with 

additional 
 (100,000) 

Net chargeable income     
 1,273,211 

          
Tax at progressive rate (Working 7)   198,445 

Tax at standard rate      299,581 
 

          

Salaries tax        198,445 

Less: Tax reduction      (20,000) 

Salaries tax payable      178,445 
 

17 

Working 3     
Monthly rent  

HK$ 
x Number of 

months 

 
= Housing allowance – Period 1 

HK$ 

     40,000  x 6  =       240,000  
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 Working 4         
[ Cost of 

journey 
paid by 

employer 
(HK$) 

-  Amount 
excluded to 

calculate 
taxable 
holiday 
journey 

benefit (HK$) 

] x Non-
business 

days 

/ Total 
number 
of days 
for the 

journey 

= Holiday 
journey 
benefit 
(HK$) 

[ 
     

90,000  - 
        

40,000  ] x 7 / 16 = 
         

21,875  
 

 

 Working 6            

             
[ Child 

allowance 
(For each of 

the 1st to 9th 
child (HK$)) 

x Number 
of child 

] +  [ Child allowance for 
each child born 
during the year 

(HK$) 

x Number of 
child 

] = Child 
allowance 

[ 
               

120,000  x 2 ] +  [ 
                     

120,000  x 1 ] = 
     

360,000  
 

Working 7     

    HK$ 

First HK$50,000 @ 2%   

                
1,000  

Next HK$50,000 @ 6%   

                
3,000  

Next HK$50,000 @ 10%  

                
5,000  

Next HK$50,000 @ 14%  

                
7,000  

Remainder of net chargeable income @ 17 % 
            

182,446  

Tax at progressive rate   

            
198,445  

 

33(a) B,D,E 5 

33(b) ( Value  
HK$ 

x Stamp 
duty 
rate 

% x No. of 
dutiable 

document 

) + Stamp 
duty on 

instrument 
of transfer 

HK$ 

=  
HK$ 

( 12,000,000 x 0.1 % x 2 

 
 

) + 5 = 
     

24,005  
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34 Mr Lo  
Property tax 

Year of assessment 2018/19 

   HK$ 
Rent receivable for Lease period 1 (Working 1) 90,000 

Rent receivable for Lease period 2 (Working 2) 60,000 
Premium (1) in Lease period 1 (Working 3) 15,000 

Premium (2) in Lease period 2 (Working 4)     6,000 
 

  171,000 

Less:  Irrecoverable rent (Working 5) 
 (30,000) 

   141,000 

Less:  Rates 
   (1,600) 

   139,400 

Less:  Statutory deduction 
 (27,880) 

Net assessable value 111,520 
 

5 

Working 1      
Lease period (1)     

Monthly rent 
(HK$) 

x Number of 
months 

= HK$ 

15,000 x 6 = 
    

90,000  
 

Working 2     
Lease period (2)    

Monthly rent 
(HK$) 

x Number of 
months 

= HK$ 

                       
20,000  x 3 = 

    
60,000  

 

Working 3       
Premium (1)   

Premium x Number of 
months 

/ Lease period (Capped 
at 36 months) 

= HK$ 

                       
60,000  x 6 / 24 = 

    
15,000  

 

Working 4       
Premium (2)   

Premium x Number of 
months 

/ Lease period (Capped 
at 36 months) 

= HK$ 

                       
72,000  x 3 / 36 = 

      
6,000  

 

Working 5     
Monthly rent 

(HK$) x 
Number of 

months = HK$ 

15,000 x 2 = 
            

30,000  
 

 

 

 

*   *   *   END OF EXAMINATION PAPER   *   *   * 


