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In brief 

The Inland Revenue Department (IRD) released the Department Interpretation and Practice Notes 

(DIPN) No. 23 (revised) on May 31, 2019, updating the note issued in September 2006 to reflect 

legislative amendments for the recognized retirement scheme.  The IRD’s practices since September 

2006 were also clarified.   

 

Most notably, for the purpose of calculating proportionate benefit, the IRD’s view is that investment 

returns derived from the employer’s voluntary contributions under the Mandatory Provident Fund 

Schemes (MPF scheme) or contributions under an Recognized Occupational Retirement Schemes 

(ROR scheme) are not to be excluded. While DIPN is not legally binding, it provides a good reference on 

the IRD’s stance and position.  Employers should review their retirement schemes arrangement to 

ensure the current reporting obligations are in line with the IRD’s practice. 

 

In detail 

Overall purpose of note 

The note aims to explain the 

principal features in the Inland 

Revenue Ordinance (IRO) in 

regards to the tax implications 

on employers’ and employees’ 

contributions to and withdrawals 

from retirement schemes. In this 

Insight, we highlight the key 

updates from a Hong Kong 

salaries tax perspective. 

Investment income from 

retirement scheme  

In the past, there has been a 

general understanding that 

investment income attributable 

to the employer’s voluntary 

contributions under the MPF 

scheme or employer’s 

contribution under the ROR 

scheme can be excluded in 

computing the accrued benefits 

for the purpose of applying the 

proportionate benefit. 

However, during the 2016 

annual meeting between the 

IRD and the Hong Kong Institute 

of Certified Public Accountants 

(HKICPA), and in subsequent 

meetings in 2017 and 2018, the 

IRD clarified the position that for 

the purpose of calculating the 

proportionate benefits, the 

accrued benefits are equal to 

the vested balance of the 

employer’s voluntary 

contributions under the MPF 

scheme or employer’s 

contributions under an ROR 

scheme.  In addition, the 

investment returns derived from 

such contributions are not to be 

excluded. 

The Pamphlet on “Employer’s 

Tax Obligation under MPF 

Schemes and Recognized 

Occupational Retirement 

Schemes” as well as the Notes 

and Instructions for Form IR56B 

have since been updated to 

reflect this position. 

 

https://www.ird.gov.hk/eng/pdf/2019/dipn23.pdf
https://www.ird.gov.hk/eng/pdf/esem_er_mpfe.pdf
https://www.ird.gov.hk/eng/pdf/ir56b_notes_e.pdf
https://www.ird.gov.hk/eng/pdf/ir56b_notes_e.pdf
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The note also is now updated to 

reaffirm this position.  Hence, the 

formula for the proportionate benefit is 

as follows:  

 

MPF scheme  

= Accrued benefit (equals to 

vested balance of employer’s 

voluntary contributions including 

any investment income or loss) x 

completed months of service 

divided by 120 

 

ROR scheme  

= Accrued benefit (equals to 

vested balance of employer’s 

contributions including any 

investment income or loss) x 

completed months of service 

divided by 120. 

 

In calculating any vested benefits, the 

IRD clarified that the investment 

return attributable to mandatory 

contributions is fully and immediately 

vested in the employee. Conversely, 

any investment return derived from 

the investment of the employer’s 

voluntary contributions under an MPF 

scheme or employer’s contribution 

under the ROR scheme is subject to a 

vesting scale under the governing 

rules drawn up by the employer. The 

employee is only entitled to claim 

payment when the employer’s 

voluntary contributions (including 

investment return derived therefrom) 

are vested in the employee free of all 

conditions. 

PwC observation: Since the meeting 

between the IRD and HKICPA in 

2016, tax practitioners and taxpayers 

were eagerly awaiting the IRD to 

update the note and provide further 

guidance on the calculation of the 

proportionate benefit. With the 

updated note, it is expected that 

employers with ROR scheme or 

voluntary MPF contributions should 

include investment income in 

calculating the proportionate benefit 

as there is no longer any ambiguity in 

the reporting position. It remains to be 

seen if the IRD will provide additional 

enforcement actions or audits to 

ensure proper reporting.  

 

Computation of months of service 

under proportionate benefit  

When applying the above formula for 

the proportionate benefit, if an 

employee has worked for 10 years or 

more (i.e., the number of completed 

months of services is 120 or more), 

the accrued benefits will be exempt 

from salaries tax.  Questions often 

arise as to how the months of service 

are counted if there is a transfer of 

employment. 

Generally, if there is a transfer of 

benefits from a previous employer’s 

scheme to the current employer’s 

scheme where the service period with 

the previous employer is recognized 

by the present scheme as qualifying 

service with the current employer, the 

IRD will count the service period with 

the previous employer.  However, if 

the benefits were not transferrable, 

the month of services from previous 

employer are not counted.  The notes 

provide two new examples to illustrate 

the above. 

Example 1: An individual was 

employed by an overseas employer 

and worked overseas for 10 years 

before being seconded to Hong Kong. 

His employment was terminated after 

a one-year secondment in Hong 

Kong. During his secondment, he 

continued to join the same overseas 

retirement plan which was qualified as 

an ROR scheme.  

Since the employee had continuous 

employment and was in the same 

retirement scheme, the IRD will take 

into account the months of service 

when he worked overseas and the 

period in Hong Kong. The number of 

completed months of service is 132 

months, and no taxable benefit would 

arise.  

Example 2: An individual was 

employed by an overseas employer 

(E1), worked overseas for 10 years, 

and was covered by an overseas 

retirement plan. He then was 

employed by a Hong Kong employer 

(E2). The employee joined the MPF 

scheme in Hong Kong. E2 is a group 

company of E1.  His employment with 

E2 was terminated after one year.  

Since the benefits were not 

transferred from the overseas 

retirement scheme to the MPF, the 

IRD will only take into account the 

months of service when he was 

employed by the Hong Kong employer 

E2 under the MPF scheme (i.e., 12 

months), even though the period of 

service recognized by a Hong Kong 

employer is 11 years.  

PwC observation:  It is important to 

consider the retirement scheme an 

oversees employee may join if there 

are intergroup company transfers to 

and out of Hong Kong to minimize the 

potential Hong Kong salaries tax 

implications on retirement scheme 

income. 
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Other legislative updates 

 
 

Housing benefits 

 

Effective November 1, 2008, ‘relevant income’ for 
the purpose of mandatory contributions includes 
housing allowance and other housing benefits.  
 

Tax deductible MPF voluntary contributions (TVC) 

 

Concessionary deduction in respect of TVC paid into 
a TVC account applies to the year of assessment 
2019/20 and onwards for persons chargeable to 
salaries tax or tax under personal assessment.  
 

Terminal illness  

 

Effective from August 1, 2015, ‘terminal illness’ 
became an additional ground for early withdrawal of 
accrued benefits that is exempt from salaries tax. 
 

Withdrawal of accrued benefits by instalments  

 

Starting from February 1, 2016, MPF accrued 
benefits are allowed to be withdrawn by instalment 
in case of retirement or early retirement.  
 

Employee choice arrangement 

 

With effect from November 1, 2012, an employee is 
allowed to transfer the accrued benefit derived from 
mandatory contributions in an MPF scheme under 
current employment to another MPF scheme of 
his/her own choice with no salaries tax implications 
on the transfer once a year.  
 

Double tax agreement (DTA) 

 

For the purpose of DTAs, Hong Kong generally has 
taxing rights for MPF. The source of a pension ─ 
whether it is arising from Hong Kong ─ is taken to 
mean where the fund is managed and controlled 
rather than where the fund is physically located.  
 

 

The takeaway 

Employers are encouraged to review 

their retirement schemes and 

determine whether any of the above 

updates may impact their income 

reporting obligations on the 

employer’s return for retirement 

scheme income.  In particular, they 

should review their current calculation 

of the accrued benefits and counting 

months of service in applying the 

proportionate benefit.   

 

Employers also should work closely 

with their retirement scheme providers 

to review their scheme policy and 

practice to ensure proper reporting 

and calculation to avoid any 

underreporting of taxable income.
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