QP Training Course
MD – Taxation Answers


Chapter 16 Depreciation Allowance – Plant and Machinery

Answer 1

Year of assessment 2014/15
Basis period: 1 November 2014 – 31 March 2015
	
	
	20% pool
	30% pool
	Allowances

	
	
	$
	$
	$

	Additions:
	Second-hand motor car
	
	20,000
	

	
	Office furniture
	30,000
	
	

	
	Air-conditioners
	12,000
	
	

	
	Desk calculator
	
	300
	

	
	Typewriters
	8,000
	
	

	
	
	50,000
	20,300
	

	IA: 60%
	
	30,000
	12,180
	42,180

	
	
	20,000
	8,120
	

	AA
	
	4,000
	2,436
	6,436

	Reducing value c/f
	16,000
	5,684
	

	Total allowances
	
	
	48,616


Note: Plastic baskets are regarded as articles, implements or utensils and can be allowed on replacement basis.

Year of assessment 2015/16
Basis period: year ended 31 March 2016
	
	
	10% pool
	20% pool
	
	30% pool
	
	Total allowances

	
	
	
	$
	$
	$
	$
	$

	WDV b/f
	
	
	
	16,000
	
	5,684
	

	Additions:
	Motorcycle
	
	
	
	12,000
	
	

	
	Photocopier
	
	10,000
	
	
	
	

	
	Delivery van
	
	
	
	60,000
	
	

	
	2nd hand lorry
	
	
	
	20,000
	
	

	
	Air-conditioning plant
	15,000
	
	
	
	
	

	
	Scooter
	
	
	
	30,000
	
	

	
	Calculator
	
	
	
	400
	
	

	
	
	15,000
	10,000
	
	122,400
	
	

	IA: 60%
	
	9,000
	6,000
	4,000
	73,440
	48,960
	88,440

	
	
	6,000
	
	20,000
	
	54,644
	

	Less:
	Sale proceeds
	
	
	
	
	
	

	
	Air-conditioners
	
	
	(5,000)
	
	
	

	
	Motorcycle
	
	
	
	
	(8,000)
	

	
	
	
	
	15,000
	
	46,644
	

	AA
	
	600
	
	3,000
	
	13,994
	17,594

	WDV c/f
	
	5,400
	
	12,000
	
	32,650
	

	Total allowances
	
	
	
	
	
	106,034


Notes:

(1)
Even though the old calculator was scrapped. AA is still calculated.

(2)
The cost of replacing the old baskets (10) will be allowed ($240).

(3)
Assume a calculator does not qualify as computer hardware (being a prescribed fixed asset (s. 16G)).

Answer 2

	
	$

	Cost of car
	54,000

	Less: notional allowance for 2013/14 @ 30%
	16,200

	
	37,800

	Less: notional allowance for 2014/15 @ 30%
	11,340

	Reduced value to be transferred to 30% pool in 2015/16
	26,460


Answer 3

Mr Choi

Year of assessment 2015/16
	
	10%
	20%
	30%
	Allowances

	
	$000
	$000
	$000
	$000
	$000
	$000
	$000

	WDV b/f
	
	12.0
	
	42.0
	
	24.0
	

	Additions:
	
	
	
	
	
	
	

	Office desks
	
	
	24.0
	
	
	
	

	Air-conditioners
	30.0
	
	
	
	
	
	

	Delivery van
	
	
	
	
	80.0
	
	

	IA @ 60%
	(18.0)
	
	(14.4)
	
	(48.0)
	
	80.4

	
	
	12.0
	
	9.6
	
	32.0
	

	
	
	24.0
	
	51.6
	
	56.0
	

	Less: Disposals
	
	
	
	
	
	
	

	Photocopier
	
	
	
	(8.0)
	
	
	

	Delivery van

(proceeds limited to cost)
	
	
	
	
	
	(40.0)
	

	
	
	24.0
	
	43.6
	
	16.0
	

	Less: AA
	
	(2.4)
	
	(8.72)
	
	(4.8)
	15.92

	WDV c/f
	
	21.6
	
	34.88
	
	11.2
	96.32


Answer 4

Mr Cheung
Year of assessment 2015/16
	
	
	10% pool
	20% pool
	30% pool
	Total

	
	
	$
	$
	$
	$

	WDV b/f
	
	200,000
	1,295,000
	1,870,000
	

	Additions:
	
	
	
	
	

	New furniture
	120,000
	
	
	
	

	IA – 60%
	72,000
	
	
	
	72,000

	
	
	
	48,000
	
	

	Furniture inherited (note 1)
	
	
	56,000
	
	

	Computer inherited (note 1)
	
	
	
	42,000
	

	
	
	
	1,399,000
	1,912,000
	

	Disposal:
	
	
	
	
	

	Lorry
	
	
	
	(60,000)
	

	Computer used partly for private use (note 2)
	
	
	
	(5,000)
	

	
	
	
	
	1,847,000
	

	AA
	
	20,000
	279,800
	554,100
	853,900

	WDV c/f
	
	180,000
	1,119,200
	1,292,900
	

	Total depreciation allowance under the pooling system
	
	925,900

	Add: Computer partly used for business (note 2)
	
	1,125

	New motor car acquired on hire purchase (note 3)
	
	171,720

	Total depreciation allowance for plant and machinery
	
	1,098,745


Note:

(1)
No initial allowance is available for items of plant and machinery acquired by way of inheritance.

(2)
Computer transferred partly for private purpose:
	
	
	Allowance

	
	$
	$

	Market value as at 31 March 2008
	5,000
	

	Less: AA 30%
	1,500
	1,500

	WDV c/f
	3,500
	

	Less: Private portion (1/4)
	
	(375)

	Depreciation allowance
	
	1,125


(3)
New motor car on hire purchase:

	
	
	Allowance

	
	$
	$

	Cost
	300,000
	

	IA 60% (180,000 + 5 × 12,000*)
	144,000
	144,000

	
	156,000
	

	AA 30%
	46,800
	46,800

	WDV c/f
	109,200
	190,800

	Less: private portion (1/10)
	
	(19,080)

	Depreciation allowance
	
	171,720


*($13,200 – $1,200)

Answer 5

Under s.39B of the IRO, Gary, as the proprietor of his legal practice and the French restaurant, can only claim depreciation allowance in respect of the paintings if they were “plant” for the purpose of producing his chargeable profits.

One of the paintings was used to decorate Gary’s chambers. Following the Board of Review’s decision in D52/04, 19 IRBRD 423, such a painting could not be regarded as “plant” because the creation of atmosphere and ambience is not an important trade function of a barrister so that he or she can solicit more quality clients and generate greater profits.

Conversely, the painting which was used to decorate the French restaurant could be argued as “plant” because for a high-class restaurant, ambience and atmosphere are ingredients in the product which it offers to customers: see CIR v Scottish & Newcastle Breweries Ltd. [1981] 1 WLR 322.

Given that the painting was initially purchased by Gary for his collection and not for business use, Gary would not be entitled to any initial allowance by virtue of s.39B(1) of the IRO.

Furthermore, as the painting had been used for private purposes before being used by the restaurant, the capital expenditure incurred on the painting has to be computed by deducting from its actual cost the notional allowances pursuant to s.39B(6) of the IRO as follows:
	
	
	HK$

	Actual cost of the painting
	
	100,000

	Less: 2008/09 Notional annual allowance ($100,000 × 20%)
	
	(20,000)

	
	
	80,000

	Less: 2009/10 Notional annual allowance ($80,000 × 20%)
	
	(16,000)

	Notional cost of the painting
	
	64,000


Assuming that the restaurant had no asset in the 20% pool other than the painting, the annual allowance in respect of the painting for the year of assessment 2010/11 should be computed as follows:
	
	
	HK$

	Notional cost of the painting
	
	64,000

	Less: 2010/11 annual allowance ($64,000 × 20%)
	
	(12,800)

	Tax written down value carried forward
	
	51,200


Answer 6
(a)

The acquisition cost of the tangible assets is capital in nature and cannot be claimed as deductible under s.16(1) & s.17(1)(c) of the IRO.

However, under s.16G(1) of the IRO, CSH Ltd. is eligible to claim for full deduction of specified capital expenditure on the tangible assets if the assets are in the category of prescribed fixed assets (i.e. fixed assets used specifically and directly for any manufacturing purpose or computer software and hardware under s.16G(6) of the IRO).

CSH Ltd. is also eligible to claim for initial and annual allowances on the capital expenditure incurred for “plant and machinery” under s.39(B)(1) & (2) of the IRO. In this regard, CSH Ltd. should ensure that the tangible assets acquired from its USA subsidiary are within the category of “plant and machinery” under this provision. Inland Revenue Rule 2 provides that the “plant and machinery” shall include the items specified in the second column of the First Part of the table annexed to this Rule.

Under s.38(B) of the IRO, if the IRD is of the opinion that the sales price of a tangible asset which qualified for initial or annual allowances and transferred between related companies does not represent its true market value, the IRD can determine such true market value and the amount so determined shall be deemed to be the sale price of such asset for the purpose of calculating the initial and annual allowances.
(b)

The acquisition cost of the intangible assets is again capital in nature and cannot be claimed for deduction under s.16(1) and s.17(1)(c) of the IRO.

However, under s.16E(1) of the IRO, capital expenditure incurred for the acquisition of patent right or right to any know how for use in trade, profession or business in the production of profits is allowed for full deduction. In addition, capital expenditure incurred by CSH Ltd. for the acquisition of copyright, registered design or registered trade mark is specifically allowed for deduction under s.16EA(2) of the IRO and can be spread over five succeeding years under s.16EA(3) of the IRO.

However, the deductions under s.16E(1) and s.16EA(3) of the IRO are not allowed if the respective intangible assets are purchased wholly or partly from an associate under s.16EC(2) of the IRO; an associate includes an associate corporate. As CSH Ltd. and its USA subsidiary satisfy the definition of associate corporation, the intangible assets acquired by CSH Ltd. from its USA subsidiary cannot be claimed for deduction.
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