QP Training Course
MD – Taxation Answers

Chapter 2 Hong Kong Property Tax

Answer 1

The premium will be spread over 36 months (i.e., from 1 January 2013 to 31 December 2015) and assessable in the following years of assessment:

Year of assessment 2012/2013:

Period spread over is 1 January 2013 – 31 March 2013
$720,000 × 3/36 = $60,000

Year of assessment 2013/14:

Period spread over is 1 April 2013 – 31 March 2014
$720,000 × 12/36 = $240,000

Year of assessment 2014/15:

Period spread over is 1 April 2014 – 31 March 2015
$720,000 × 12/36 = $240,000

Year of assessment 2015/16:

Period spread over is 1 April 2015 – 31 December 2015
$720,000 × 9/36 = $180,000
Answer 2
(a)

Part of the bad debt is to be deducted from the assessable value of HK$120,000 in 2015/16.
While there is no tax payable for 2015/16, there will still be an unrelieved amount of bad debt of HK$40,000 (HK$160,000 － HK$ 120,000) which is deductible in the previous year (i.e. 2014/15).
Notwithstanding Section 70 of the IRO, Mr. X can apply to the IRD to reopen the assessment for 2014/15.
(b)

The property tax payable by Mr. X is computed as follows:

	
	2015/16

	
	HK$

	Rent (from 1 April 2015 to 30 September 2015)
	120,000

	Less: Bad debt
	120,000

	Assessable value
	Nil

	Statutory outgoings (20%)
	Nil

	Net assessable value
	Nil

	
	

	Tax thereon
	Nil


	
	2014/15

	
	(Revised)

	
	HK$

	Rent (from 1 April 2014 to 31 March 2015)
	240,000

	Less: Unrelieved bad debt brought from 2015/16
	40,000

	
	200,000

	Less: Statutory outgoings (20%)
	40,000

	Net assessable value
	160,000

	
	

	Tax thereon (HK$160,000 × 15%)
	24,000

	Less: Tax paid for 2014/15
	28,800

	Refund of tax overpaid
	4,800


Answer 3
Mr Bing

Property Tax Computation

Year of assessment 2014/15
	
	HK$

	Rent – April 14 to March 15 ($40,000 × 12)
	480,000

	Less: Rates ($2,500 × 4)
	(10,000)

	
	470,000

	Less: Statutory deduction ($470,000 x 20%)
	94,000

	Net assessable value
	376,000

	
	

	Property tax ($376,000 × 15%)
	56,400


Note: The uncollected rent is assessable first in the year of assessment 2014/15, and it is later deductible as bad debt when it is recognized as not recoverable in the year of assessment 2015/16.

Mr Bing

Property Tax Computation

Year of assessment 2015/16
	
	HK$

	Rent – April 2015
	40,000

	Rent – September 2015 to March 2016 ($15,000 × 7)
	105,000

	
	145,000

	Less: Irrecoverable rent – Nov. 14 to Apr. 12 ($40,000 × 6)
	240,000

	Irrecoverable rent – carried backward to set off in 2014/15
	(95,000)


Mr Bing

Revised Property Tax Computation

Year of assessment 2014/15
	
	HK$

	Rent – April 2014 to March 2015 ($40,000 × 12)
	480,000

	Less: Unrelieved irrecoverable rent from 2015/16
	(95,000)

	
	385,000

	Less: Rates ($2,500 × 4)
	10,000

	
	375,000

	Less: Statutory deduction ($375,000 × 20%)
	75,000

	Net assessable value
	300,000

	
	

	Revised property tax ($300,000 × 15%)
	45,000

	Less: Property tax already paid
	56,400

	Refund of property tax
	11,400


Note: When the unrelieved irrecoverable rent is ascertained for the year of assessment 2015/16, the unrelieved amount is carried backward to the year of assessment 2014/15 to set off against the assessable value for that year. Any excess of property tax paid for the year of assessment 2014/15 is refunded to Mr Bing, the owner.

Answer 4

Edwin

Property tax computation – Property T

	2014/15 (final)
	HK$
	HK$

	Rent ($20,000 × 9)
	
	180,000

	Less: Statutory deduction at 20%
	
	(36,000)

	Net assessable value
	
	144,000

	
	
	

	Property tax thereon at 15%
	
	21,600

	
	
	

	2015/16 (provisional)
	
	

	Estimated assessable value
	
	

	(Rent: $20,000 × 12)
	240,000
	

	Less: Statutory deduction at 20%
	(48,000)
	

	Estimated net assessable value
	192,000
	

	Property tax thereon at 15%
	
	28,800

	Total tax payable
	
	50,400


If a taxpayer is going to leave HK or there are other expedient reasons, a provisional property tax assessment be raised by the assessor on him at any time (s. 63M(5)).

The notice for a payment of provisional property tax is usually included in the notice of property tax assessment of the proceeding year. However, it may also be issued separately (s. 63N).

Answer 5

(a)

Property A

As the property is located outside HK, the rental income is not subject to HK property tax.

Property B

Since the property is occupied by Mr Tai’s son, there is no landlord and tenant relationship and it is occupied by the son without consideration. Therefore, there is no assessable value for property tax purposes. The contribution paid by his son to Mr Tai is not for the right of use of the property and therefore does not constitute consideration to Mr Tai.

Property C

Mr Tai

Property tax computation

Year of assessment 2014/15
	
	HK$

	Rent receivable ($25,000 × 12)
	300,000

	Less: Rates paid by the owner ($2,250 × 4)
	(9,000)

	
	291,000

	Less: 20% statutory deduction
	(58,200)

	Net assessable value
	232,800

	
	

	Property tax thereon at 15%
	34,920


Year of assessment 2015/16
	
	HK$

	Rent receivable (1.4.15 – 30.9.15) ($25,000 × 6)
	150,000

	March 2016 ($20,000 × 1)
	20,000

	
	170,000

	Less: Irrecoverable rent ($20,000 × 6 + $24,000 × 2)
	168,000

	
	2,000

	Less: Rates paid by the owner ($2,250 × 4)
	(9,000)

	Net assessable value
	Nil

	
	

	Property tax payable
	Nil


(b)

· If it is proved to the satisfaction of the assessor that the overdue rent has become irrecoverable, the irrecoverable rent is deducted from the assessed consideration in the year of assessment during which it becomes irrecoverable (s. 7C(1)).

· If the irrecoverable rent exceeds the assessed consideration, the excess can be carried back and deducted from the assessable value of the relevant land and/or building in the latest year of assessment (s. 7C(3)). The amount of irrecoverable rent recovered subsequently will be assessed in the year of recovery (s. 7C(2)).

Answer 6
(a)
Ms. Poon

Property tax computation

Year of assessment 2009/10

	
	HK$

	Rent ($18,000 × 7.5) [16 Aug 2009 – 31 Mar 2010]
	135,000

	Premium ($36,000 × 9/36) [1 Jul 2009 – 31 Mar 2010]
	9,000

	
	144,000

	Less: Rates paid by the owner ($3,000 × 3)
	(9,000)

	
	135,000

	Less: 20% statutory deduction
	(27,000)

	Net assessable value
	108,000

	
	

	Property tax thereon at 15%
	16,200


Year of assessment 2010/11

	
	HK$

	Rent ($18,000 × 4) [1 Apr 2010 – 31 Jul 2010]
	72,000

	($120,000 × 7/12) [1 Sep 2010 – 31 Mar 2011]
	70,000

	
	142,000

	Premium ($36,000 × 12/36)
	12,000

	
	154,000

	Less: Irrecoverable bad debts {[($7,000 × 3) + ($18,000 × 4)] – $35,000} [(1 Jan – 31 Mar); (1 Apr – 31 Jul); (Deposit)]
	(58,000)

	
	96,000

	Less: Rates ($3,000 × 4)
	(12,000)

	
	84,000

	Less: 20% Statutory deduction
	(16,800)

	Net assessable value
	67,200

	
	

	Property tax @ 15%
	10,080


(b)
Individual deriving rental income subject to property tax is not entitled to claim mortgage loan interest expenses in calculating property tax liability.

Mortgage loan interest can only be allowed for deduction from net assessable value under personal assessment.

The amount of mortgage loan interest deduction is limited to the net assessable value.
Under ss.41(1), 41(1A) and 41(4) of the IRO, to be eligible for electing personal assessment, an individual must satisfy the following conditions:

· aged 18 or above, or below that age if both his/her parents are dead;

· either a permanent or temporary resident in Hong Kong; and

· for a married individual, the spouse is eligible to make personal assessment and must also elect personal assessment.

Ms. Poon is not eligible to elect for personal assessment as she is neither a permanent resident (ordinarily resides in Hong Kong) nor a temporary resident (stays in Hong Kong for more than 180 days during the year of assessment in respect of which the election is made; or 300 days in two consecutive years of assessment, one of which is the year of assessment in respect of which she elects for personal assessment).

Answer 7
(a)
Mr. Yip

Property tax computation

Year of assessment 2012/13

Property A
	
	HK$

	Rent ($100,000 × 12) [1 Apr 2012 – 31 Mar 2013]
	1,200,000

	Premium ($120,000 × 12/36) [1 Apr 2012 – 31 Mar 2013]
	40,000

	
	1,240,000

	Less: Rates paid by the owner ($6,600 × 4)
	(26,400)

	
	1,213,600

	Less: 20% statutory deduction
	(242,720)

	Net assessable value
	970,880

	
	

	Property tax thereon at 15%
	145,632


Property B

	
	HK$

	Rent ($18,000 × 3) [1 Apr 2012 – 30 Jun 2012]
	54,000

	Less: Bad debts [($8,000 × 9) (1 Aug 2011 – 30 Apr 2012) + ($18,000 × 2) (1 May 2012 – 30 Jun 2012)] – $36,000
	72,000

	
	(18,000)

	
	

	Net assessable value
	0

	
	

	Property tax @ 15%
	0


Properties C & D
	
	HK$

	Rent ($20,000 × 6) [1 Oct 2012 – 31 Mar 2013]
	120,000

	Less: Rates ($3,000 × 2) (Case No. D7/02)
	(6,000)

	
	114,000

	Less: 20% statutory deduction
	(22,800)

	Net assessable value
	91,200

	
	

	Property tax @ 15%
	13,680

	
	

	Total property tax (145,632 + 13,680)
	159,312


Note:

Under s.7C(3) of the IRO, the excess of irrecoverable rent can only be used to offset the assessable value of the same property in the latest year of assessment in which that assessable value is sufficient, and cannot offset the assessable value of other properties for the same year of assessment.
(b)

Article 1 of Provisional Regulation on Value-added Tax provides that all units and individuals engaged in the sale of goods, provision of processing, repair and replacement services and importation of goods within the territory of the People’s Republic of China are subject to Value-added Tax.

In this regard, sales of furniture by the Mainland manufacturing factory as a general VAT taxpayer is subject to VAT at 17% (RMB100,000 × 17% = RMB17,000).

Since Mr. Yip is only a consumer, he cannot obtain any input VAT credit and cannot apply for export VAT refund.

Article 1 of Provisional Regulations of Business Tax of the People’s Republic of China provides that all units and individuals providing prescribed taxable services within the People’s Republic of China territory are subject to Business Tax. As transportation service is included in prescribed services, and it was provided by a transportation company and has been specified as a Business Tax taxpayer, the delivery charges is therefore subject to Business Tax at 3% (RMB5,000 × 3% = RMB150).

Answer 8
(a)

Mrs Chan was the owner of the property as defined in s.2 of the IRO. The licence fees were the consideration for the use of the property. Unless there was substantial evidence that Mrs Chan carried on a letting business, Mrs Chan should be chargeable to property tax.

Her property tax liability in respect of the licence fees income is computed as follows:

Year of assessment 2013/14
	
	HK$

	Licence fee income from:
	

	Adrian (HK$5,000 × 12 months)
	60,000

	Benjamin (HK$4,000 × 8 months)
	32,000

	Clive (HK$3,000 × 8 months)
	24,000

	
	116,000

	Less: Irrecoverable rent (HK$3,000 × 5 months)
	(15,000)

	Assessable value
	101,000

	Less: Rates
	(3,500)

	
	97,500

	20% statutory deduction
	(19,500)

	Net assessable value
	78,000

	
	

	Property tax @ 15%
	11,700


(b)

Although Mrs Chan entered into “licences” with Adrian, Benjamin and Clive, Mrs Chan was in effect letting or sub-letting, as the case may be, the three cubicle rooms to them. In the event that Mrs Chan was a head tenant, she was chargeable to profits tax under s.14 of the IRO as the definition of “business” in s.2 of the IRO includes the sub-letting by any other person of any premises or portion of any premises under a lease or tenancy other than from the Government.

As to the expenses, if Mrs Chan was the owner of the property, she would be allowed

· a deduction of irrecoverable rent (s.7C of the IRO),

· rates (s.5(1A)(b)(i) of the IRO) and

· 20% statutory allowance (s.5(1A)(b)(ii) of the IRO).

In the event that Mrs Chan was the head tenant,

· apart from irrecoverable rent (s.16(1)(d) of the IRO) and rates (s.16(1) of the IRO),
· she would also be allowed deductions of the rental expense incurred on the head lease, Government rent, management fee (s.16(1) of the IRO) as well as

· commercial building allowance (s.33A of the IRO) on the renovation costs which she incurred.

· Nevertheless, no 20% statutory deduction would be allowed to Mrs Chan as that in the case of an owner.

(c)
Stamp duty is a tax on an instrument. It is not a tax on a transaction. As long as the instruments are chargeable to stamp duty under the Stamp Duty Ordinance (“the SDO”), stamp duty has to be levied irrespective of the label given to them. With regard to a lease, if it provides the tenant an exclusive right of possession of the property, it is chargeable to stamp duty under the SDO even if it is labeled as a licence.

In the present case, no matter whether Mrs Chan is the owner or the head tenant, Licence A and Licence B are chargeable instruments under Head 1(2) specified in the First Schedule of the SDO. The stamp duty to be levied on Licence A is 0.5% on the average yearly rent whereas that of Licence B is 0.25% of the total rent payable over the term of the lease.

As to Licence B1 and Licence C, they are not chargeable to stamp duty under the SDO as no written instrument was entered into.

(d)

The consequences of not stamping an instrument that is chargeable to stamp duty are as follows:

(a)
S.15(1) of the SDO provides that, with limited exceptions, no unstamped instrument can be accepted as evidence in any proceedings other than in criminal proceedings or in civil proceedings instituted by the Collector of Stamp to recover stamp duty and/or penalty.

(b)
S.15(2) of the SDO provides that all public officers and bodies corporate cannot act upon, file or register any instrument unless it is duly stamped. It follows that, for example, the Land Registrar cannot register an unstamped assignment on the sale and purchase of an immovable property, the Lands Tribunal cannot handle a case on the irrecoverable rent arising from an unstamped tenancy agreement, the share registrar of a Hong Kong company cannot register the change in shareholders upon the presentation of an unstamped contract note.

(c)
S.19(3) of the SDO provides that no broker or agent can legally claim any charge for brokerage or commission for the sale or purchase of Hong Kong stock if he fails to comply with s.19 of the same ordinance, which includes causing the contract notes to be stamped (S.19(1)(b) of the SDO).

(d)
S.21 of the SDO provides that an unregistered shareholder is not entitled to any dividend or interest in respect of the relevant shares

Answer 9
(a)
The owners of those 500 residential units (“the Landlords”) are the owners of the common area, which includes the roofs (hereinafter collectively referred to as “the Properties”), of Honour Estate. As s.7A of the IRO provides that buildings includes any part of a building, it follows that the roofs of the residential buildings also fall into s.5(1) of the IRO – the charging section of property tax. The Receipts are the consideration paid for the use of the Properties. Hence, they are chargeable to property tax.

(b)
As to the chargeable person, the Landlords are the owners of the Properties. They are the relevant chargeable persons. (Relevant authority: Board of Review Decision No. D80/02 17 IRBRD 984). Alternatively, as “owner” includes a person who, on behalf of another person, receives any consideration in respect of the right of use of any common parts (s.2 of the IRO), Excellent Service Company Limited is also the chargeable person as it receives the Receipts on behalf of the Landlords.

(c)
The net assessable value of the Properties is the Receipts less (i) rates paid by the owners in respect of the Properties (s.5(1A)(b)(i) of the IRO) and (ii) 20% statutory deduction (s.5(1A)(b)(ii) of the IRO). The disbursement of the Receipts on estate management expenses other than rates has no relevance on the computation of net assessable value of the Properties.
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