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General Comments 
This paper seeks to cover a wide spread of topics which are common, straight-forward but fundamental.  Topics 
include common tax issues arising from business transfers, trademark licensing, funding cost deductions, source 
of employment, remuneration package planning, stamp duty, property ownership planning, allowances available 
to individuals and share option gains.  The style and approach taken in setting the questions for this diet were 
consistent with those adopted in previous diets.  This paper was considered as rather standard with no surprises, 
and thus it was expected that a hard-working and well-prepared candidate should be able to achieve very good 
marks.  Unfortunately, the performance of the candidates was not as good as expected.  Time pressure should 
not be the reason for poor results, as the majority of candidates were found to have answered all the four 
questions required.  Each of the elective questions in Section B was attempted by a fair percentage of candidates 
and thus the choice of topics should not be an issue either.  Examiners generally believe that the candidates who 
are struggling with the paper have a weakness in fundamental tax concepts and are unable to apply the 
knowledge and present it properly in the answers.   
 
One of the common problems found in the answers is that candidates kept repeating the facts given in the 
question but not giving any answers; or giving answers in accounting perspective rather than tax.  Another 
common problem is that numbering of the questions and parts has not been written properly.  Candidates should 
be reminded that it is their responsibility, as well as being in their interests to ensure that their scripts are clear 
and tidy in writing, and each question as well as each part of the question answered should be clearly and 
properly numbered or indicated where appropriate.   
3(b). 
 
Specific Comments 
 
Question One 
This question brought about common tax issues arising from a transfer of business within a group. The most 
commonly found mistake in this question is that some candidates have mistaken that the subject of transfer was 
the Patent B itself, or the right to use the Patent B, instead of the business.  As a result, answers to most parts of 
Q(a)(i) and (ii) were not relevant.  That said, it is encouraging to see that part (d) has been well-answered except 
for the annual reporting obligation under (d)(i). Other specific comments and mistakes/errors are highlighted as 
follows:    
 
- some candidates examined ‘badges of trade’ in details, which were irrelevant;  
- some candidates failed to mention the need to provide a breakdown of consideration into items, and  
 failed to address the different tax implications to each asset item;  
- some candidates had deemed the patent as ‘revenue’ in nature because it has been used to generate  
 profit, and other candidates treated the patent as ‘capital’ nature such that interest cost incurred in  
 acquiring the patent did not satisfy s16(1); 
- quite a few candidates quoted ‘stock transfer is subject to stamp duty @0.2%’; 
- also quite a number of candidates opined that after the acquisition, HK Co1 was not entitled to initial  
 allowance on the plant and machinery acquired; 
- a number of candidates applied s61A risk on the asset transferred at a premium; 
- some candidates wrongly interpreted ‘personal guarantee’ as ‘guarantee with personal deposit’; 
- on the licensing structure, a number of candidates wrongly concluded that 100% instead of 30% of  
 royalty should be taxed for the only reason that licensor and licensee are related, or simply because the  
 patent has been used by Co2 in HK before.  
- some candidates answered that 100% royalty be taxed in part (c)(i) but reduced to 30% in part (c)(ii)  

 without giving reason; 
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Question Two 
This question was another standard question on personal taxation covering salaries tax and remuneration 
package planning.  Performance was comparatively better than other questions.  Common errors found were: 
 
- some candidates confused the concepts source of employment and source of income; 
- a number of candidates wrongly applied time apportionment to Hong Kong sourced employment; 
- s8(1)(A)(c) exclusion of offshore income is not equivalent to ‘tax credit’; 
- some candidates answered ‘days-in-days-out’ basis according to tax treaty or based on 183 days instead  
 of 60 days;  
- some candidates suggested setting up an offshore company in tax haven country such as BVI, and using  
 this company as employer, but did not mention about the potential tax risk of challenge and ethical issue 
- regarding the remuneration package items, a very common mistake is that candidates only gave  
 suggestion of how to do it tax-free, but did not explain why with tax principles such as not convertible  
 into cash and discharge of employer’s own liability;  
- corporate credit card used for personal expenditure was wrongly taken as tax free; 
 
Question Three 
This question was solely on stamp duty which is a common topic but seldom examined as a stand-alone 
question.  However, it was encouraging to see that candidates did not avoid answering it and the average 
performance was acceptable.  Most candidates were able to illustrate their knowledge about s45 exemption, 
although some wrongly concluded that the exemption did not ultimately apply due to the holding companies 
being incorporated offshore.  Moreover, a number of candidates failed to explain the constraints of s45 exemption 
such as the two-year relationship condition and the refinancing issue.  The drop of shareholding to 90% was also 
‘ignored’ by most candidates in their answers.  In part (4), some candidates adopted 1% instead of 0.5% on the 
average yearly rent.  
 
Question Four 
This was a question on property ownership tax planning, which has been examined before.  In general, 
candidates’ performance under part (b) was good, except that some candidates wrongly applied their part (b) 
answers to part (a).  This was obviously a misunderstanding of the requirement, which could have been avoided 
if candidates had read all the requirements before answering and noted that part (b), not part (a), was awarded 
11 marks out of the total 17 for this question.  For part (c), some candidates wrongly concluded that Ko would 
not be taxed on the property disposal because property tax regime under s5 did not tax property disposal income.  
This illustrates another weakness in fundamental tax concepts.   
 
Question Five 
This question comprised four different short scenarios surrounding personal taxation.  The subject areas covered 
were basic knowledge including personal allowance, dependent parent allowance, personal assessment, and 
share option gains. However, the outcome was disappointing.  In part (a), the most common mistake was denial 
of dependent parent allowance for the mother due to the age being less than 55, indicating that candidates failed 
to understand thoroughly the qualifying conditions.  MPF deduction, tax reduction and ceiling, and rental 
deduction were commonly missed out.  In part (b), Examiners were disappointed to find that candidates confused 
joint assessment with personal assessment.  This error has been highlighted in Examiners’ reports before.  Both 
Parts (c) and (d) were not well-answered, especially the deemed exercise of share option in the departure case.  
Most candidates only managed to gain some marks from citing the general tax treatments of share option gain. 
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