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1. Employer’s obligations

Hong Kong Salaries Tax Return (Employer)

BIR56A and IR56B (Annual Employer ' s Return)
IR56E (Commencement of new employment)

IRB6F (For employee who is about to cease to be employed) How to distinguish
IR56G (For employee who is about to leave Hong Kong) between employee

IR56M (For persons other than employees)

Employers’ Returns (Time Limit)

Tax Return

and consultants /
sub—contractors?

Time limit

Within one month from date ofi

employees

Continuous employment IR 6B )
issue ‘
Commencement of IR 56E Three months from the date of
employment commencement of employment
For employee who is about One month before the date of
IR B6F .
to cease to be employed cessation of employment |
For employee who is about One month before date of
IR 56G
to leave Hong Kong departure _
For persons other than IR 56M Normally within one month

from date of issue

BIR 56A and IR 56B (Continuous employment)

Reporting obligations arise if the employee is a:-

Do | have to file BIR b6A
for employees / directors

Single person and received remuneration of HK$132,000 who would pursue offshore

or more during the year

Married person (regardless of amount)
Part—-time staff (regardless of amount)
Director (regardless of amount)

claim on their Salaries Tax
in Hong Kong?
What if we have staff

cost recharge arrangements

among group entities?
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IR 56M (Persons other than employees)
* Non-incorporated service providers refer to an individual, a partnership business or a sole
proprietorship business.
* Reporting obligations arise if the amount of payment to the following person exceeds:—

Consultant, agent, broker, freelance artist, entertainer, 25,000
sportsman, writer or freelance guide, etc.

Sub-contractor 200,000

How to fill in IR 56B
» Salary / Wages vs. Director's Fee
* Bonus
* Gain realized under Share Option Scheme

* Place of Residence provided

Remarks

The importance of IR 56B to the company and employee
* Offshore clam (The employer / the company)
—-> The existence and job duty of Hong Kong employee
* Offshore clam (The employee)
—-> 60-Day Rule
* Tax investigation launched by the Hong Kong Inland Revenue Department
—-> Mismatch in staff amount in IR 56B and audited financial statements

MP HR Community



Query letter issued to the employer

Salaries Tax
Year of Assessment: _
Re: MR, .. _. [HKIDNo. . ___ 1}

In order to ascertain the salaries tax liability of the captioned employee, I should be

grateful if you would supply the following information and documents:-

(a) a copy of the employment contract entered into between your company and the
abovenamed; :

(b) state the duties performed by the abovenamed and the place where such duties were
performed during the year ended 31 March.

(c) forward a copy of Individuals Income Tax Returns submitted to the People’s Republic of
China Tax Auwhority in respect of income earned during the period 1.4. to

31.3. :

(d) state the nature and basis of computation of the amount of remuneratiqn reported in the
China Tax Returns, in particular, whether it is director’s fee as reported in Hong Kong;

(&) confirm whether the amount of remuneration reported in the China Tax Return was
included in the Employer’s Return (IRS6B) dated

| zafer to your affshore claim for year of assessment and would be grateful if you

could supply the following further information:-

It was noted that the Company's employee namely Ms. worked as marketing
officer in Hong Kong. Please give me a description of all the services rendered by Ms. in
Hong Kong and supply a copy of her employment contract for our perusal. Also advise the role
of Ms. in relation to the business of the Company.

It was noted that Group employed 1 to 3 staff in Hong Kong. Advise. me the name and
position of these staff, and the services rendered in relation to the business of the Company;

Confirm whether Group provided service to Hong Kong people. If 5o, advise how
the service was provided to the customers in Hong Kong. You are required to state all

the business activities of Group in Hong Kong and also the role of the Company in
performing these activities.
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The importance of employment contracts

« Should | use a Hong Kong company or overseas company to sign employment contracts
with expatriate? Or Duplicate contracts?
-> Hong Kong employment vs. Non-Hong Kong employment
* The tax implications of Job Duty Description and Work Location in the employment
contracts to the Company and employees
—-> Offshore claim
—> Staff or Consultants
—> Housing Allowance / Housing Benefits

Hong Kong Tax Resident (Individual)

Did your boss ask you whether he/she can escape from foreign tax (e.g., PRC, Australia)?

* Individual who ordinarily resides in Hong Kong
* Individual who stays in the Hong for more than 180 days during a year of assessment
or for more than 300 days in 2 consecutive years of assessment

Employer’s obligations

* Maintain a record of the employee’s

- Personal particulars

- Nature of employment

- Capacity in which employed

- Amount of cash remuneration

- Non-cash and fringe benefits

- Employer’'s and employee’s contributions to MPF
- Employment contract and amendments to terms
- Period of employment

* Inform the IRD:
- Any changes in employee’s personal particulars
- Any changes in employee’s term of employment
- The HKID card number of the employees
* Note: Records must be kept for at least seven years
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2. Tax Withholding Obligation

Employer’s obligations — Hong Kong

* In general, employers have NO tax withholding obligations for their employees
* Exceptional case: Employee’s departure from Hong Kong
- From the date of fiing IR56G and until such time the employee has made tax
clearance and can produce to employers a "letter of release” issued by the IRD,
employers should withhold all amounts due to be pad to him (including salaries,
commission, bonus, reimbursement of rent/expense, money or money's worth
included).

Employer’s obligations — The PRC

* In general, PRC corporations should withhold Individual Income Tax for salaries paid to
employees.

* Hong Kong corporations should have no obligation to withhold Invidivual Income Tax for
salareis paid to employees, while the employees should report to their tax to the PRC
Tax authorities on their own

Source of Hong Kong Salaries Tax

Hong Kong vs. Non—Hong Kong Employment

Fully Taxable in Hong Kong Ve
Time—Appointment basis v
Not subject to Hong Kong Tax e v

+ The Employer’'s place of residence
« The place where the contract of employment was negotiated and entered into, and is
enforceable
* The place of payment of remuneration
In practice, if the employer is a Hong Kong company, it is highly likely that it is a Hong Kong
employment
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Staff Remuneration not subject to Hong Kong Tax

 All the employment services were rendered outside Hong Kong
« The employee visits Hong Kong for not exceeding a total of 60 days during the year*
* Foreign Tax has been paid on the same income (please refer to next page for details)

* In 60-day rule, a short visit in Hong Kong during a day would count as one day

Foreign Tax paid

Non-Double Taxation Agreement
Partner (e.g., the US, Australia)

Double Taxation Agreement Partner
(e.g., the Mainland)

Director’s Remuneration not subject to Hong Kong Tax

« Source: The location of management and control of the employer

* The remuneration received by a director many not necessarily be directors’ remuneration

« Whether a remuneration is staff remuneration or directors’ remuneration depends on the
nature of job duty

3. Taxable Income in Hong Kong Salaries Tax

» Share Based Employee Benefits
¢ Accommodation benefits
e Other fringe benefits

Tax Planning Opportunities

1. Housing Allowance
2. Non-cash staff benefit items

—-> |Is Medical benefits subject to Salaries Tax?
3. Staff benefits strictly for employment use

—-> |s staff uniform subject to Salaries Tax?

MP HR Community



Share Based Employee Benefits

Typical Share Based Employee Benefits are in the form of:-

1. Share awards
2. Share options

1. Share Awards

Timing for Assessment

The year in which the awards are granted to employee

Taxable amount

Stock market price at the time of grant (Discount may be available) less costs of employee
Stock price change after the award is granted to the employee is purely the investment decision
of the employee and thus should not be subject to Hong Kong Salaries Tax

Example (1)

Scenario

(@ On 1 August 2018, Mr A was granted
2,000 shares of Company X, his employer.
On that day the market price was $20 per
share. Mr A left Company X on 28 February
2019.

Example (2)

Scenario

Same as scenario (a), but before leaving
Company X, Mr A sold all the shares at
the unit price of $25 on 16 February 2019.

How to report

(@ In the vyear of assessment 2018/19,
Company X should report a share award of
$40,000 in item 12(k) of IR56F

2,000 shares x $20 per share = $40,000

How to report

Company X’s obligation remains the same as
for scenario (a). It should report a share award
of $40,000 on IR56F.

Any gain arising from the subsequent sale of
the shares (in this case, $5 per share) is not
chargeable to tax. Hence, neither the employer
nor the employee has to report any gain or
loss from the actual sale of the shares.



2. Share Options

Timing for Assessment

The time when the share options are exercised, assigned or released (NOT the time the when

the share option is granted)

Taxable amount

Stock market price at the time of grant (Discount may be available) less exercise costs of

employee

Stock price change after the award was received by the employee is purely the investment
decision of the employee and thus should not be subject to Hong Kong Salaries Tax

Example (3)

Scenario

As the accounting manager, Mr L was granted
on 1 September 2017 the right to acquire
10,000 shares of Company A at an exercise
price of $20 per share within 3 years from 1
October 2017.
Mr L exercised his share option to acquire
Company A’s shares as follows:

1) 1 Dec 2017: 5,000 shares

2) (Market Price: $30)

3) 3 Jan 2019: 5,000 shares

4) (Market Price: $40)

Accommodation benefits

How to report

Year of Assessment: 2017/18
Taxable share option gain: $50,000
[$(30 - 20) x 5,000]

Year of Assessment: 2018/19
Taxable share option gain: $100,000
[$(40 - 20) x 5,000]

* The employer provides a flat to the employee free of charge or at a discounted rental
* The emplovyer reimburses in full or at a fixed amount on the rental expenses incurred by

the employee on house rental

* The employer pays rental allowance to the employee no matter whether the employee

incurs house rental

10



Provision of flat Ve
Rental Reimbursement Ve
Rental Allowance Ve

Accommodation benefits — Rental Value

* In order to enjoy the lower taxable income, proper control is expected from the employer
* Proper control means that the employer needs to examine the following documents:

* Tenancy agreement signed by the employee with the landlord;

* Rental receipt showing the employee has paid the amount of rent to the landlord; and

« other relevant documents shall be obtained by the employer for record.

As an employee, you will have to prepare the above for examination by your employer!

* Calculation of rental value
* Rental value = R% * Y

R% = 4% for hotel/hostel/boarding house — 1 room
= 8% for hotel/hostel/boarding house - 2 rooms

= 10% for all other case e.g. service department/residential unit

* Calculation of rental value
* Rental value = R% * Y

Y = Total assessable income (all taxable income + benefit) minus
Allowable outgoing and expenses

Gain on share option

Lump sum or gratuity paid upon retirement

Termination of employment

AN =

11
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Rental Value Calculation

Example 5

* Mr. Chan earned $800,000 in a vear. His employer provided an apartment to him as his
place of residence.
* Mr. Chan’s Assessable Income would be $880,000, computed as follows -

Income 800,000

Plus: Rental value ($800,000 x 10%) 80,000

Assessable Income 880,000
Example 6

* Ms. Lee has a salary package of $600,000 in a year, and her employer has refund
(fully) for Ms. Lee’s place of residence of $250,000.

» Scenario A: the employer has proper control and exercised proper supervision over the
reimbursements of the rent paid by the employee as tenant to the landlord.

* Scenario B: the employer has no proper control

* Ms. Lee’s Assessable Income would be computed as follows -

Income 600,000
Plus: Rental value ($600,000 x 10%) 60,000
Assessable Income 660,000
SR s
Income 600,000
Plus: Cash / Rental allowance 250,000
Assessable Income 850,000

12
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Fringe benefits

* General rule: Taxable under the following situations:—
* The employee can easily convert the benefits into cash
* Discharge of employee personal liability (e.g., Hong Kong Salaries Tax liabilities)

Medical Benefit

* Taxable: Reimbursement of medical expenses incurred by expenses

* Non-taxable: Group medical policy (provision of medical card)

Group Staff Discount Benefit

* Generally non—taxable as it is not easy to convert the benefits into cash

* Car for the private use of an employee: Generally non—taxable; taxable if ownership is
transferred to employee or the employer discharges an expense relating to private use
for which employee is liable

* Recreational facilities provided for employees: Generally non—taxable since employees
cannot convert the benefit into cash

+ Payment of employee’s utilities: Taxable if the account rendered by the utility company
Is in the name of employee

4. Allowances — Hong Kong Salaries Tax

Personal Allowances

Allowances Claimable Under Salaries Tax and Personal Assessment.
In every vear of assessment you are entitled to a basic allowance of $132,000. You can also
clam other allowances such as:

Married person’s allowance 264,000
Child allowance 120,000
Dependent Brother or Sister Allowance 37,500
Dependent Parent/ Grandparent Allowance 50,000

13
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Expenses allowable to employees

* Outgoing and Expenses (e.g. subscription fee of a pilot license)

* Expenses of Self-education (e.g. examination fee for gaining and maintaining qualifications)

* Approved Charitable Donations

* Contributions to a Mandatory Provident Fund Scheme (MPF) (5% of the person’s income.
The maximum contribution is $1,500 per month or $18,000 per vear)

Self-education expenses

Examples of payment NOT accepted as self-education expenses:
X General interest classes will not qualify as an employment-related course.
X Fees that have been reimbursed or are reimbursable by an employer.

Approved Charitable Donations

Examples of payment NOT accepted as donations:
X Payments for lottery or raffle tickets
X Payments for admission to film shows or charity shows

]
14
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Deduction on deferred annuity premiums and MPF voluntary contributions
(starting from 2019/20)

Annuity premiums MPF voluntary contributions

* Net sum of moneys that is payable under the
following policy:

(@) wunder which a regular payment is
receivable by an annuitant during an
annuity period; and

(b) that is certified by the Insurance Authority.

* No deduction on prepaid premium.

*  MPF voluntary contributions can be
deducted.
*  Taxpayer must be the account holder.

Aggregate limit for the above deductions is HK$60,000.

Different calculation method
e Elect Personal Assessment or not
* Elect Joint Assessment or not

e Standard rate vs. Progressive rate

Personal Assessment (PA) reqguirements

Examples of individuals NOT LIKELY to be eligible for electing PA:

X Individuals with their principal place of residence outside Hong Kong.
X Individuals who consistently spends less than 100 days in Hong Kong.

15
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Personal Assessment — New policy (starting from year of assessment 2018/19)

In prior years Starting from the year of assessment 2018/19
If you are married, you and your spouse You and your spouse can choose to elect the
must elect the PA together PA together or separately

Important benefits

1. Under normal situations, electing the PA separately would result in less tax liabilities,
especially when both you and your spouse earned reasonable amount of income

2. If you elect the PA separately, your tax return does not have to be counter—signed by

your spouse

* Income subject to tax in Hong Kong:

» Salaries tax on income from office, employment and pension
* Profits tax on business profits; and

* Property tax on income from properties.

Individual paying only salaries tax Individual paying salaries tax and profits tax or / and
property tax

No benefits from electing PA PA may reduce the tax payable by individual taxpayers

* Effect of electing PA:

* Help to reduce the tax you need to pay by aggregating your assessable income under
salaries tax, profits tax and property tax, and making adjustments for the deductions.

* The balance will be taxed at the same rates as those used for salaries tax.

Some examples of tax benefits under PA:

Utilization of business By electing for personal assessment, the business loss suffered

losses by the individual (and his or her spouse) can be used to set-—
off against other taxable income (e.g. assessable income under
salaries tax, net assessable value under property tax).

Utilization of deductions For individuals who do not have income chargeable to salaries
originally allowable under tax, they will be entitled to concessionary deductions (e.g.,
salaries tax approved charitable donations, contributions to recognised

retrement schemes) and personal allowance.

16
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Learning never exhausts the mind

Leonardo Da Vinci
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