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® China Master Tax Guide — an annual publication on the various taxes
imposed in China. The full spectrum of taxation issues is explored,
including procedural matters such as assessment and payment, legislation,
case law, Tax Bureau Interpretation and Circulars.

® Tax Planning for Expatriates in China — a book which focuses on the

complicated tax planning and compliance issue for expatriates working in
China, with useful summary tables and sample forms included for easy
reference.
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Foreword

The 2010/11 Hong Kong Master Tax Guide provides a comprehensive, practical
and up-to-date explanation of Hong Kong revenue laws for taxpayers,
practitioners and students alike.

The Guide explores the spectrum of taxation issues in Hong Kong using non-
technical language and easy to follow examples and flowcharts. The taxes
imposed under the Inland Revenue Ordinance (property tax, salaries tax and
profits tax) and the Stamp Duly Ordinance are examined in detail with attention
being paid to matters ranging from lability to tax, to assessment, payment,
objection and appeal.

Features of the Guide include:

o All legisiative changes introduced since the 2009/10 edition, as well as the
reveru2 measures announced in the 2010/11 Budget;

e Duoadlines, tax rates and checklists collated in a user-friendly format;
v New and revised Departmental Interpretation and Practice Notes;
» New tax treaties and double tax arrangements; and

¢ Latest decisions of the Board of Review, Court of First Instance, Court of
Appeal and Court of Final Appeal.

To enable quick and easy access to information, a comprehensive subject Index,
Case Table, Board of Review Decisions table and Section Finding List are
provided.

The Ordinances covered in the Guide, namely, the Inland Revenue Ordinance and
Stamp Duty Ordinance are all available in full-text in CCH’s six-volumne loose-leaf
publication Hong Kong Revenue Legislation. Board of Review and Court cases are
also reported in that service. Cases referred to throughout the Guide and cited as
follows: (year of report) HKRC  (paragraph), are reported in Hong Kong Revenue
Legislation.

The 2010/11 Hong Kong Master Tax Guide covers changes in the revenue laws that
have taken place up to March 2010.

The 2010/11 budget changes are subject to examination and approval by the
Legislative Council.

CCH Tax Editors
April 2010
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The amount of provisional tax payable is calculated by reference b i

taxpayer’s net chargeable income, assessable profits or, In the case of
provisional property tax, the assessable value of his or her property, for %

previous year (see 19-8400). Any provisional tax paid by a taxpayer is applist

in the payment of his or her actual tax liability for the relevant vear ol
assessment (see 13-8700).

Persons liable

19-8200 Liability for provisional tax

Every taxpayer who is chargeable to salaries tax (see Chapter 2 at 2-005HE
profits tax (see Chapter 6 at §6-0030ff) or property tax (see Chapter § &

15-0100ff) for a year of assessment is liable to pay provisional tax for that yest
(sec 63B(1), 63G, 63L). An exception to this is when personal assessment I

been elected. No provisional tax liability arises when the personal assessrl
scheme applies.

For more on personal assessment, see Chapter 4 at 14-0200ff.

In the case of a husband and wife who have elected joint assessmenl o
salaries tax purposes (see 12-7100ff), the spouse who was assessed to tax in e
preceding year of assessment is solely liable to pay the provisional salaries 5.

Calculation, assessment and notification of liahiliy

19-8400 Calculation of provisional tax liab:lity

Provisional salaries tax
Provisional salaries tax for an assessment year is calculated on the taxpayers
net chargeable income for the preceding year, adjusted as follows:
®
assessable income (see 12-6150), on which the net chargeable income was
based, must be added; and
®
which the provistonal tax is payable must be deducted (sec 63C(1)).

Provisional salaries tax is calculated at the tax rates specified in the Securit

must not exceed the amount which would have been chargeable il i
standard tax rate (set down in the First Schedule) had been applied to
whole of:
® the net assessable income for the preceding year of assessment &
reduced by concessionary deductions allowed under Pt IVA; or

the amount of any loss which was set off in the calculation of the nek

the amount of any loss which may be set off in the year of assessment i

Schedule of the Ordinance. The amount of provisional tax imposed, howeve
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® in the case of spouses who have elected personal assessment, the
aggregate of their net assessable incomes for the preceding vyear of
assessment reduced by concessionary deductions allowed under Pt IVA
(see 42-6400fF).

Liicessionary deductions allowed under Pt IVA are: approved charitable
dnations; elderly residential care expenses; home loan interest and
ributions to recognised retirement schemes.

unr more on PtIVA, refer to 2-6400(f in the Chapter 2.

Jr current tax rates, see 92-7700. For tax rates applicable to past assessment
years, see 9320.

il a taxpayer has commenced or ceased to derive income during a year of
Sies=ment fe Tor a period less than 12 months), the taxpayer’s assessable
ame for provisional salaries tax purposes may be estimated by the Assessor
o 022 and (3)). This is usually done on a pro rata basis, that is, by
ponlating an estimate of 12 months assessable income based on the actual
@ wne of the taxpayer for the lesser peried.

fravisional profits tax

Jmvisional profits tax for a year of assessment is calculated on the taxpayer’s
wsessible profits for the preceding year reduced by any loss which is
Wilable for set off (sec 63H(1), (2)). For individuals, the tax is calcutated at
W standard tax rate set down in the First Schedule. For corporations,
visional profits tax is payable at the rate prescribed in Sch 8 (sec 63H(1A)).

e 969100 for current tax rates, and Y330 for tax rates applicable to past
issessment years.

il assessor may estimate the taxpayer’s provisional profits tax liability if the
semsable profits for the preceding year were calculated for a period of more
'ed 55 than one year, or if the taxpayer commenced a trade and became
ipeable during the year of assessment (sec 63H(3) and (4)). Estimates are
~ually made on a pro rata basis.

.I_I' )

Provisional property tax

Sivisional property tax is calculated on the net assessable value of the
“ipayer’s land and/or buildings for the preceding year of assessment. The

g;:‘jsional tax is calculated at the standard tax rate set down in the First
ule (sec 63M(1)).

‘ Tor the current rate, see 5-8500. For the rates applicable to past years, see §310.
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i LESS
. ’ -sional property tax liability if i
an asseSiSOI‘ n‘;ay esimtl}?;e f‘ai;);};?;’esr Si)?c:g\e’ft);m}?)rpthg pr}:eceding year Wik Pravisional property tax paid for 2010/11 (15% x $500,000) - 75,000
value o X =
aSTeSTaEES for a period of less than one year, or if the taxpayel bemzlll;' EQUALS
Cli Cug(&;able to tax during that year of assessment (sec 63M(2) and (3l Balance of tax payable 15,000
char ; L
Tetimates are usually made on a pro rata basis. oy
T Previsional property tax payable for 2011 /12 (15% x $600,000) + 90,000

19-8500 Assessment and notification of liability FOQUALS

rovisional tax, an assessor will normally 2 payable = 105000

a taxpaver is liable to pay p assessor. -«
zi?;sré or est}?nfate the amount payable as soon as possible after the lodgnies

A4
of the taxpayer’s annual tax return (see 19-0500) (sec 63C(4), 63H(G), 6IMIL

isi t any other time if e
isional tax may also be made a e
e elieves that 4 bout to leave Hong Kong or if it i

if the net assessable value of Mr X's property was $400,000 in 2010/11 instead of
5600,000, the calculation would be as follows:

- i that the taxpayer is a o ' §
aiseescsl?;n?ige;faske an assessment for any other reason (sec 63C(5), 63HIE far of Assessien. 2009410
23M(5))- Provisiona! property tax paid for 2010/11 (15% x $500,000) 75,000
‘ el v tice to il Year of Asscssment 2010/11
. : ble, the Commissioner must give a no {
When p“’."ﬁ’f;g;;afhls ‘a’;}’fﬁ payable and the due date for paymentr_lnﬁi Provsional property tax paid for 2010/11 (15% x $300,000) 75,000
taxpayer ndl . nt may be included in a no \z<
, 63H(7), 63M(6)). A notice for payme Y N
?gt:i(cz) of ass(es)srnent, or issued separately (sec 63D, 631, 63N). |, froperty tax {iability (15% x $400,000) - 60,000
. F0UALS
Application against tax liability Ixeess of paid provisional tax = 15,000
L fles ; {fovisional property tax payable for 2011 /12 (15% x $400,000) 60,000
€9-8700 Application of provisional tax against LESS
iabili Iixeess of paid provisional tax - 15,000
tax liability e
: i ssmient yedt I8 '
- who has paid provisional tax for an assecen 9 s _ 5000
Wh:srsleil ttao)(};jl%’aerlie‘;v tax, pro%ts tax and/or property tax.dor that )ear“g otal tax payable 45,000
asrsovisional tax payment is applied in the payment of the ‘ax Hability (s 388

d in the payment ol &

V the excess provisional tax had been greater than $60,000, the excess above

63K, 63P). Any excess is carried forward and applie 441,000 would have been refunded to Mr X.

taxpayer’s provisional tax liability for the following year. Any further excess 8 i |
refunded. - d
tansitional provision for composite tax return system
Example

ich, i ble value of $500,000: 1%
roperty which, in 2009/10, had a net assessa : o
ggrlg/cl);v?lfepnetpas?éssable value of property owned by Mr X is $600,000. Mz
tax liability for 2010/11 is calculated as follows:

composite tax return system was introduced with effect from the 1993/94
i ol assessment. Property owners who wholly own more than one property
tequired to report all of their property income in the composite tax return

9.0300). Previously, separate returns were required for each property
twd by a taxpayer. As a transitional provision, for the 1993/94 year of
ment, where a person charged with tax owns more than one property,

provisional property tax paid for that year under separate assessments for
i of the properties will be aggregated into a single sum before being
tied in the payment of the taxpayer’s property tax liability under sec 63F.

Year of Assessment 2009/10 )
Provisional property tax paid for 2010/11 (15% x $500,000) 75,
Year of Assessment 2010/11

Property tax liability (15% x $600,000)
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Application for holding-over payment

19-8900 Holding over payment of provisional tax

A taxpayer may apply to have the payment of provisional tax held over unlil
he is required to pay the final tax for that year of assessment, or if the
application is made on the ground that an objection has been made to his
assessment for the preceding year of assessment (see grounds of holding over
below), the date on which the objection is determined or settled, or the date on
which the tax owing for the relevant year of assessment is required to be paid.
whichever is earlier (sec 63E(1), 63](1), 630(1)).

For more on the holdover of tax generally, see further at 110-3100tf.

Grounds for holding over provisional salaries tax

For provisional salaries tax, the holdover application must be lodged with the
Comumissioner 28 days before the provisional salaries tax is required to be
paid, or 14 days after the date of the notice for payment of provisional salaries
tax, whichever is lafer (see $9-8500) (sec 63E(1)).

The grounds on which the taxpayer may make the application are:

® that he or she has become entitled to a personal allowance during the
year of assessment which was not taken into account in determining th=
provisional tax liability (sec 63E(2)(a));

e that his or her net chargeable income for the year of assessmert is {or is
likely to be) less than 90% of the net chargeable income or estimated net
chargeable income of the preceding year (sec 63E(2)(b));

® that he or she has ceased (or will cease before the end of the year of
assessment) to derive assessable income (sec 63E(2){c)); or

® that he or she has objected to his or her salaries tax assessment for the
preceding year of assessment (sec 63E(2)(d)).

Grounds for holding over provisional profits tax

For provisional profits tax, the holdover application must be lodged with the
Commissioner 28 days before the provisional profits tax is required to be paid,
or 14 days after the date of the notice for payment of provisional profits tax,
whichever is later (see §9-8500) (sec 63](1)).

The grounds on which the taxpayer may apply for holdover are:

® that his or her assessable profits for the year of assessment are (or are
likely to be) less than 90% of the assessable profits (or estimated
assessable profits) of the preceding year (sec 63](2)(a));
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® that the amount of a loss brought forward for set off has been omitted or
is incorrect (sec 63](2)(b));

¢ that he or she has ceased (or will cease before the end of the year of
assessment) to carry on his or her trade, profession or business and so the
assessable profits for the year of assessment are likely to be less than
those for the preceding year (sec 63](2)(c));

® that he or she has elected to be personally assessed for the year of
assessment and persconal assessment is likely to reduce his or her tax
liabjlity (sec 63J{2)(d)); or

® that he or she has objected to his or her assessment to profits tax for the
preceding year of assessment (sec 63](2){e)).

Grounds for holaing over provisional property tax

bor provisicnal nroperty tax, the holdover application must be in writing and
ledged with the Commissioner 28 days before the provisional property tax is
requited ‘to e paid, or 14 days after the date of the notice for payment of
provisional property tax, whichever is later (see §9-8500) (sec 630(1)).

A wixpayer may apply for the holdover of provisional property tax on the

mhowing grounds:

® that the assessable value of his or her property for the relevant year of
assessment is (or is likely to be) less than 90% of its assessable value, or
estimated assessable value for the preceding year (sec 630(2)(a));

¢ that he or she has ceased (or will cease before the end of the year of
assessment) to be an owner of land and/or buildings so that their
assessable value for the relevant year of assessment is likely to be less
than for the preceding year (sec 630(2)(b));

¢ that he or she has elected to be personally assessed for that year of
assessment, and that personal assessment is likely to reduce his or her tax
liability (sec 630(2)(c)); or

® that he or she has objected to the assessment to property tax for the
preceding year of assessment (sec 630(2)(d)).
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\ 0 0200 Overview

msmn is made in Pt XII of the Inland Revenue Ordinance for the payment
recovery ¢ the taxes assessed under the Ordinance. The method of
ent, thie consequences of non-payment, and the means available for
vering cutstanding tax in various circumstances are set out in this Part
(-G Q0ff).

L2 cocedure to be followed when excess tax has been paid by a taxpayer,
~1ua repayment is due, is set out in Pt XIIT of the Ordinance.

QQO 3 ther 10-8700.

. 3 PAYMENT OF TAX

i
§10:0700 Method and timing of payment

RYcharged under the Inland Revenue Ordinance must be paid in the manner
d in the notice of assessment issued to the taxpayer no later than the
ecified in that notice (see 19-6800). Tax which is not paid in accordance
notice of assessment is deemed to be in default (sec 71(1); see 910-1300).

eldate on which the payment of tax is required is at the Commissioner’s
feretion. In certain circumstances, the Commissioner may agree to tax
ssed being paid by instalments (sec 71(6); see 110-1900).

Rlreserve certificates also may be purchased and applied towards the
nent of tax, and a voluntary “save as you earn” (SAYE) system is
ﬂ able for civil servants (see §10-2500).

fBexpayer must pay the tax to which he or she is assessed, even when an
gEction or appeal has been lodged, unless the Commissioner orders that

nt of the tax, or any part of it, be held over pending the result of the
on or appeal.

}'inore on the holding-over of payment, see §10-3100f.

5
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910-1300 Default of payment

When tax is not paid in the manner set out in the notice of assessment by thie
specified time, it is deemed to be in default and the taxpayer is deemed fo be 4
defaulter (sec 71(1)). When the tax is payable by more than one person or by &
partnership, each person or partner is regarded as a defaulter.

When tax is in default, the Commissioner may order that a surcharge be
added to the amount owing (sec 71{5)). The surcharge imposed cannot excesd
5% of the amount in default and is recoverable in the same way as the original

tax liability.

See T10-62001f for methods of recovery.

If. the tax owed by a taxpayer remains unpaid six months after the date it was
deemed to be in default, the Comnissioner may order that a further surchargs
be added to the outstanding amount (sec 71(5A)). The additional surchaige
cannot exceed 10% of the amount originally in default plus the origina
surcharge.

When tax is paid in instalments (see §10-1500) and the first instalment is i
default, the Commissioner will normally bring forward the due date of the
second instalment and add the surcharge to both.

When an objection or appeal has been lodged against a tax assessment an \he
tax in question has not been held over (see 910-3100), the default su.crarges
apply, regardless of whether the taxpayer’s objection to the assessinent is
successful (CIR v Sam Kwong Weaving Factory (1952) Ltd (1987) 2 FIKXC 313).

910-1900 Payment by instalments

The Commissioner has a discretion to accept the payment of tax by
instalments in certain circumstances (sec 71(6)). When a taxpayer can proj¢
that there is a good reason why he or she cannot pay the taxes owed in the
normal way (eg due to genuine financial hardship), payment by instalments is
normally permitted. To compensate for the delay in payment, it is usual for a
surcharge of 5% to be added to the tax.

Provisional tax can also be paid by instalments.

For more on provisional tax, see Chapter 9 at 9-8400ff.

A taxpayer is normally required to pay off his or her tax liability in twe
instalments. If the taxpayer defaults on the first instalment, the second
instalment may become due immediately.
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*10-2500 Tax reserve certificates

lax reser ifi i
P“;d]lfss:(;v? certificates are interest-bearing certificates which may be
F rom the Commissioner and subsequently applied toward"s{ the

When th
i facce{/a?:cz utzegd tlt'lo pay lt}ax},1 the Commissioner accepts the certificates at
_ - value, together with the interest accrued h '
W tash for the payment of j s tax or property Ly qivalent
‘ profits tax, salaries tax or propert t
i of ax.
iicrest is not paid on any certificate for more than 36 npionpthsgi . (Note that

I -
!mltj‘fdl;oiﬁer cif_a certificate redeems the certificate rather than applying it
‘_‘I_"hom m{f;t_\tmiz;t of tax, the principal value of the certificate is repgaid
< ;q C.Ondiﬂgxa’zptlctil ;(l)lctihis is where certificates have been
aseq - N for the holding-over of tax u jecti
e csed _ pon an objection
: E; :]l l_)SL:ugC igd%ﬁ? ag;uaslt a tax assessment (see 910-41003. If the obJjection 21r~
Al s g sstul ana all or part of the value of th ifi i
A . : : € cerh
i€ fne taxpayer, interest is paid on the amount refunded flates i refunded

Under r ¢ i
[m:]b] er L;f 7(1113) of.the Tfn‘ Reserve Certificates (Fourth Series) Rules, interest
Ay such certificates issued pursuant to an objection or appeelll for the

| ! . o . . ‘ - f - to
[w] LalCu te rat S Of I lter S i
Al ()('h“ }l ET ()d 1S . la d at ate, 54 t that are 1n orce ff, om tlme

“Save as you earn” (SAYE) system

f-ilii f;u reserve certificate scheme was modified in 1995 to implement
HHORErY “save as you earn” (SAY :
B i oo { E) system for the Payment of tax. The
* C.N.ﬂ servants employed by the Hong Kong Government:
® civil service pensioners; and

* g(:is”czgzc :ntizegentq Pensionls Or pension benefits under the Pensions
Officers) O’r dinﬂi’lc(3;510119 Benefits Ordinance or the Pension Benefits (Judicial
:.Jnnciilc éﬁi Eg\;ifgﬁg?,btax&aeygs may elect for payments to be credited into
ing issued with tax rese);ve certﬁggégéﬁ?le;n?rfyﬂ?g ctihg Z‘cfigiﬁtj;; tli:fci]f



