QP Training Course
MD – Taxation Answers


Chapter 17 Depreciation Allowance – Industrial Buildings and Commercial Buildings

Answer 1

The costs of purchasing and leveling the land do not qualify for IBA. The administration office is non-industrial, but will qualify for IBA if it amounts to less than 10% of the total cost of the building:

$3,000 / $29,000 = 10.3% therefore only $26,000 ($29,000 – $3,000) qualifies for industrial buildings allowance.

Answer 2

B Ltd

Year of assessment 2012/13
Basis period: year ended 31 December 2012
	
	$

	Cost of construction incurred
	5,000,000

	
	

	Initial allowance (20% × $5,000,000)
	1,000,000


Year of assessment 2013/14
Basis period: year ended 31 December 2014
	
	$

	Cost of construction incurred
	9,000,000

	
	

	Initial allowance (20% × $9,000,000)
	1,800,000

	Annual allowance (4% × $14,000,000)
	560,000

	Total allowances
	2,360,000


Year of assessment 2014/15
Basis period: year ended 31 December 2014
	
	$

	Annual allowance (4% × $14,000,000)
	560,000


Year of assessment 2015/16
Basis period: year ended 31 December 2015
	
	$

	Cost of construction incurred
	2,000,000

	
	

	Initial allowance (20% × $2,000,000)
	400,000

	Annual allowance (4% × $16,000,000)
	640,000

	Total allowances
	1,040,000


Note:

If B Ltd continues to own and use the factory for a long period, AAs can only be granted for:

(a)
expenditure incurred in years of assessment 2012/13 and 2013/14 up to and including 2032/33.

(b)
expenditure incurred in year of assessment 2015/16 up to and including 2034/35.

Answer 3

Brightness Industrial Limited

Industrial building allowance

	Year of assessment 2010/11
	$
	$

	Cost of construction ($2,500,000 × 50%)
	
	1,250,000

	Decoration
	
	200,000

	
	
	1,450,000

	Initial allowance (20%)
	290,000
	

	Annual allowance (4%)
	58,000
	(348,000)

	
	
	1,102,000

	Year of assessment 2011/12 to 2013/14
	
	

	Annual allowance ($58,000 × 3)
	
	(174,000)

	Residue before sale
	
	928,000

	Year of assessment 2014/15
	
	

	Sale proceeds ($1,600,000 × 50%)
	
	(800,000)

	Balancing allowance
	
	128,000


Sunrise Limited

Industrial building allowance

	Year of assessment 2011/12
	$
	$

	Cost
	
	150,000

	Initial allowance (20%)
	30,000
	

	Annual allowance (4%)
	6,000
	(36,000)

	
	
	114,000

	Year of assessment 2012/13 to 2014/15
	
	

	Annual allowance ($6,000 × 3)
	
	18,000

	
	
	96,000

	
	Addition
	

	Year of assessment 2012/13
	$
	

	Addition (working)
	800,000
	

	Annual allowance (working)
	38,095
	6,000

	WDV c/f
	761,905
	90,000

	
	
	

	Total annual allowance (38,095 + 6,000)
	
	44,095


Working:

Computation of annual allowance in respect of the building purchased from

	Brightness Industrial Limited
	

	Year of first use by Brightness Industrial Limited
	2010/11

	25th year after first use
	2035/2036

	Year of first use by Sunrise Limited after purchase
	2015/16

	Number of years from 2015/16 to 2035/36
	21 years

	
	$

	Residue of expenditure before sale
	928,000

	Less: Balancing allowance
	(128,000)

	Residue of expenditure after sale
	800,000

	
	

	Annual allowance ($800,000 × 1/21)
	38,095


Answer 4

	Year of assessment 2008/09
	Causeway Bay Building

	
	$

	Residue of expenditure b/f
	5,760,000

	Less: Sale proceeds ($20m × 50%)
	10,000,000

	Balancing charge
	4,240,000

	
	

	Restricted to annual allowances previously given under s. 33A

(1998/99 to 2007/08 – $384,000 × 10)
	3,840,000


Answer 5

(a)

CD Ltd

Commercial building allowance

Year of assessment 2012/13
	
	$
	Marks

	Cost of construction ($1,500,000 × 50%)
	750,000
	1

	Annual allowance for years of assessment 2010/11 and 2011/12 ($750,000 × 4% × 2)
	(60,000)
	1

	Residue of expenditure before sale
	690,000
	

	Sale proceeds ($1,800,000 × 50%)
	900,000
	1

	Balancing charge
	210,000
	

	
	
	

	Restricted to annual allowances previously given
	60,000
	1

	
	
	4


(b)

AB Ltd

Commercial building allowance

Year of assessment 2011/012
	
	$
	Marks

	Residue of expenditure before sale
	690,000
	1

	Balancing charge
	(60,000)
	1

	Residue of expenditure after sale
	750,000
	

	Annual allowance (Working)
	(30,000)
	

	
	720,000
	

	Working
	
	

	Year of first use: 2010/11
	
	0.5

	25th year after 2010/11: 2035/36
	
	0.5

	Year of first use by AB Ltd: 2011/12
	
	0.5

	No. of years from 2011/12 to 2035/36: 25 years
	
	0.5

	Annual allowance: $750,000 × 1/25 = $30,000
	
	1

	
	
	5


Answer 6
Deductible expenditure on replacement of implement, utensil or article under s.16(1)(f) of the IRO: HK$500,000 (carpet replacement)

Deduction of capital expenditure on renovation of building or structure (other than domestic buildings) under s.16F of the IRO: (HK$4,000,000 + HK$850,000) ÷ 5 = HK$970,000

Deduction of capital expenditure for Prescribed Fixed Assets under s.16G(1) of the IRO: HK$130,000 for the computer system (HK$30,000 trade-in value should be deemed as taxable trading receipt under s.16G(3) of the IRO.)

Deduction of capital expenditure for environmental protection facilities under s.16I(2)&(3) of the IRO: HK$760,000 + (HK$600,000 ÷ 5) = HK$880,000
Depreciation allowance attributable to Suckling for the year:

[image: image1.png]T.W.D.V. b/fwd
Addition (furniture)
Less: LA. @ 60% on addition

Less: AA.
T.W.D.V. c/fwd

Total

20% pool 30% pool allowances
HK$ HK$ HK$
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Depreciation allowance for hire purchase asset (motor vehcile):
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Interest expense deduction for monthly installments on motor vehicle under s.16(1)(a) & 16(2)(d) of the IRO: (HK$11,000 – HK$10,000) × 8 = HK$8,000
[image: image3.png]Commercial building allowance attributable to Suckling for the year:

Ranking cost b/fwd
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Answer 7
(a)
Prior to the appointment as tax representative, Messrs. Kenneth Chu & Chu should ensure the objectivity of its firm to Global by confirming that conflict of interest does not exist with respect to the appointment. In this regard, Global should not impose any influence on Messrs. Kenneth Chu & Chu alerting its tax practice on the engagement. In addition, Messrs. Kenneth Chu & Chu should gear up with competent professional knowledge to accomplish the engagement.

In addition to the above and particularly upon the acceptance of the engagement, Messrs. Kenneth Chu & Chu should issue a comprehensive engagement letter to Global specifying clearly the scope of tax services to be provided, and requesting Global to sign off the engagement letter before commencing the works.
(b)

The CBA of the Property Global is entitled to (For the year of assessment 2014/15):
[image: image4.png]Deemed cost of construction (1/3 of HK$8,400,000)
Less: Notional rebuilding allowance
(1984/85 to 1989/90, 6 years @ 0.75%)
(1990/91 to 1997/98, 8 years @ 2%)
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(c)
S.33A of the IRO does not specify any stipulated or prescribed percentage of the first assignment price as the capital expenditure for computing the respective CBA of commercial buildings and structures. In this regard, Global may submit to the IRD to take a portion higher than 1/3 of the first assignment price as the cost of construction of the Property in computing CBA with reasonable grounds (e.g. higher cost of construction ratio compared to land cost in early 1980’s, etc).
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