Chapter 6 Hong Kong Property Tax

(I)
Multiple Choice Questions

	1.
	A
	

	2.
	D
	

	3.
	B
	[(20,000 x 12 – 3,000) x 0.8]

	4.
	B
	

	5.
	D
	

	6.
	C
	

	7.
	B
	

	8.
	B
	

	9.
	C
	


(II)
Examination Style Questions
Answer 1

Mr Kam

Property tax

Year of assessment 2006/07

	
	$
	Marks

	Rent receivable ($38,000 x 12)
	456,000
	1

	Less: Rates
	(13,500)
	1

	
	442,500
	

	Less: 20% statutory deduction
	(88,500)
	0.5

	Net assessable value
	354,000
	1

	
	
	

	Property tax payable @16%
	56,640
	0.5

	
	
	4


Year of assessment 2007/08

	
	$
	Marks

	Rent receivable
	
	

	- 1 April to 31 October 2007 ($38,000 x 7)
	266,000
	1

	- 1 to 31 March 2008 ($25,000 x 1)
	25,000
	1

	
	291,000
	

	Premium ($180,000 x 1/36)
	5,000
	1

	
	296,000
	

	Less: Irrecoverable rent ($38,000 x 10 - $50,000)
	330,000
	2

	Irrecoverable rent carried back
	(34,000)
	1

	
	
	6


Year of assessment 2006/07 (Revised)
	
	$
	Marks

	Rent receivable ($38,000 x 12)
	456,000
	0.5

	Less: Irrecoverable rent carried back
	(34,000)
	1

	
	422,000
	

	Less: Rates
	(13,500)
	0.5

	
	408,500
	

	Less: 20% statutory deduction
	(81,700)
	0.5

	Revised net assessable value
	326,800
	

	
	
	

	Tax thereon @16%
	52,288
	0.5

	Tax previously charged
	56,640
	0.5

	Tax refundable
	4,352
	0.5

	
	
	4

	
	
	14


(b)

Under section 15D of the IRO, any person who is an owner of land and/or building situated in HK is required:

(i)
to keep sufficient records in English or Chinese of the rental income to enable the assessable value of that land and/or buildings to be readily ascertained; and [1 mark]

(ii)
to retain such records for a period of not less than seven years after the completion of the transactions, act or operations to which they relate. [1 mark]

The preservation of the above records is not required if:

(i)
the Commissioner of Inland Revenue has specified that such rental records need not be preserved; [1 mark] or

(ii)
the corporation that was the owner of the property has been dissolved. [1 mark]
Answer2

(a)

Mr Ng
Property tax

Year of assessment 2007/08
	Property A
	$
	Marks

	Rent ($20,000 + $15,000 x 11)
	185,000
	1

	Premium ($100,000 x 12/24)
	50,000
	1.5

	
	235,000
	

	Less: Rates ($2,500 x 4)
	(10,000)
	1

	
	225,000
	

	Less: 20% statutory deduction
	45,000
	0.5

	Net assessable value
	180,000
	0.5

	Tax thereon @16%
	28,800
	

	Less: 75% Tax rebate
	(21,600)
	

	Property tax payable
	7,200
	

	
	
	

	Property B
	
	

	Rent ($18,000 x 3)
	54,000
	1

	Irrecoverable rent recovered
	15,000
	1

	
	69,000
	

	Less: Rates ($2,800 x 1)
	(2,800)
	1

	
	66,200
	

	Less: 20% statutory deduction
	(13,240)
	0.5

	Net assessable value
	52,960
	0.5

	Tax thereon
	8,473.6
	

	Less: 75% Tax rebate
	(6,355.2)
	

	Property tax payable
	2,118
	

	
	
	

	Property C
	
	

	Rent ($10,000 x 3)
	30,000
	1

	Less: Irrecoverable rent
	(29,000)
	1

	
	1,000
	

	Less: Rates (restricted to consideration)
	1,000
	1

	
	Nil
	

	
	
	

	Total property tax payable
	
	

	Property A
	7,200
	0.5

	Property B
	2,118
	0.5

	
	9,318
	


(b)(i)

The decoration expense incurred by Mr Ng’s son under a family arrangement is not a consideration for the right of use of the property and therefore it is not assessable to property tax. [2 marks]
(b)(ii)
The compensation to the tenant is paid for the early termination of the lease and there is no provision in the Inland Revenue Ordinance allowing such a deduction. Hence the compensation cannot be specifically deducted from the assessable value. [2 marks]

Answer 3

Mr Lau
Property tax

Year of assessment 2006/07
	
	$
	Marks

	Rent receivable ($22,000 x 12)
	264,000
	0.5

	Repairs ($8,000/2)
	4,000
	0.5

	Irrecoverable rent recovered
	20,000
	0.5

	
	288,000
	

	Less: Rates paid by the owner
	(12,000)
	0.5

	
	276,000
	

	Less: 20% statutory deduction
	(55,200)
	0.5

	Net assessable value
	220,800
	0.5

	
	
	

	Property tax @16%
	35,328
	0.5


Year of assessment 2007/08

	
	$
	Marks

	Rent receivable
	
	

	- 1 April – 31 October 2007 ($22,000 x 7)
	154,000
	1

	- 1 January – 31 March 2008 ($30,000 x 3)
	90,000
	1

	Premium ($48,000 x 4/24)
	8,000
	1

	Irrecoverable rent recovered
	10,000
	0.5

	
	288,000
	

	Less: Irrecoverable rent ($22,000 x 4)
	(88,000)
	1

	
	174,000
	

	Less: Rates paid by the owner
	(13,200)
	0.5

	
	160,800
	

	Less: 20% statutory deduction
	(32,1600
	0.5

	Net assessable value
	128,640
	0.5

	
	
	

	Property tax @16%
	20,582
	0.5
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(b)
Filing of returns

Property owners are obliged to file the tax returns within time limit as specified in the tax return (normally 1 month from the date of issuing the return) under section 51(1). [1.5 marks]

Notification of chargeability to tax

A person who is liable to property tax for any year of assessment is required to notify the Commissioner of Inland Revenue in writing that he is chargeable to tax within 4 months after the end of that year of assessment under section 51(2) unless he is already required to furnish a return for that year of assessment. [2 marks]
Notification of cessation of ownership

A person who has ceased to be the owner of the property is required to notify the Commissioner of Inland Revenue in writing within 1 month after cessation under section 51(6). [1.5 marks]

Notification of change of address

A person chargeable to property tax who change his address should inform the Commissioner of Inland Revenue of the new address in writing within 1 month of the change under section 51(8). [1 mark]

Keeping of sufficient rental record

A property owner is required to keep sufficient records of rent received, either in the English or Chinese language, to enable the tax liability to be readily ascertained. Such records should be retained for a period of not less than 7 years (section 51D). [2 marks]

Answer 4
(a)(i)
GG Ltd

Property Tax

Year of Assessment 2007/08

	
	$
	Marks

	Rent receivable
	1,000,000
	1

	Premium ($720,000 x 10/36)
	200,000
	1

	
	1,200,000
	

	Less: Rates paid by the owner
	45,000
	0.5

	
	1,155,000
	

	Less: 20% statutory deduction
	231,000
	0.5

	Net assessable value
	924,000
	

	
	
	

	Property tax @16%
	147,840
	1

	Less: 75% tax rebate, up to $25,000
	(25,000)
	0.5

	Balance payable
	122,840
	0.5


(a)(ii)
GG Ltd

Commercial Building Allowance

Year of assessment 2007/08

	
	$
	Marks

	Cost of construction ($15,000,000 x 1/3)
	5,000,000
	1

	
	
	

	Annual allowance – 4% on $5,000,000
	200,000
	1


GG Ltd

Profits tax computation
Year of assessment 2007/08

	
	$
	Marks

	Profits per accounts
	812,000
	0.5

	Less: Commercial building allowance
	200,000
	0.5

	Assessable profits
	612,000
	

	
	
	

	Profits tax @17.5%
	107,100
	0.5

	Less: 75% tax rebates, up to 25,000
	(25,000)
	0.5

	Less: s. 25 property tax set-off
	(122,840)
	0.5

	Balance of tax refundable
	40,740
	0.5


(b)
Mr Chow
Property tax computation
Year of assessment 2006/07
	
	$
	Marks

	Rent receivable
	180,000
	1

	Renovation expenditure
	20,000
	0.5

	
	200,000
	

	Less: Rates ($1,500 x 4)
	(6,000)
	0.5

	
	194,000
	

	Less: 20% statutory deduction
	(38,800)
	0.5

	Net assessable value
	155,200
	

	
	
	

	Property tax @16%
	24,832
	0.5


Mr Chow
Property tax computation
Year of assessment 2007/08
	
	$
	Marks

	Rent receivable
	
	

	1 April – 30 June 2007 ($15,000 x 3)
	45,000
	1

	1 January – 31 March 2008 ($10,500 x 3)
	31,500
	1

	
	76,500
	

	Less: Irrecoverable rent ($15,000 x 5)
	(75,000)
	1

	
	1,500
	

	Less: Rates ($1,500 x 2)
	(3,000)
	1

	Net assessable value
	Nil
	

	
	
	

	Property tax
	Nil
	1


Answer 5
Mr Sung
Profits tax computation
Year of assessment 2006/07
	
	$
	Marks

	Rent receivable
	
	

	- 1st floor
	180,000
	0.5

	- 2nd floor ($16,000 x 12)
	192,000
	1

	- 3rd floor ($15,500 x 12)
	186,000
	1

	- 4th floor
	156,000
	0.5

	Service charges received
	38,400
	0.5

	Management fees received
	72,000
	0.5

	Licence fees received
	86,400
	0.5

	
	910,800
	

	Less: Rates
	(18,000)
	0.5

	
	892,800
	

	Less: 20% statutory deduction
	(178,560)
	0.5

	Net assessable value
	714,240
	

	
	
	

	Property tax @16%
	114,278
	0.5


Year of assessment 2007/08
	
	
	$
	Marks

	Rent receivable
	
	
	

	- 1st floor
	
	180,000
	0.5

	- 2nd floor ($16,000 x 12)
	
	192,000
	0.5

	- 3rd floor (1.4.2007 – 30.6.2007) ($15,500 x 3)
	46,500
	
	1

	(1.10.2007 – 31.3.2008) ($14,000 x 6)
	84,000
	130,500
	1

	Premium ($60,000 x 6/24)
	
	15,000
	1

	- 4th floor
	
	156,000
	0.5

	Service charges received
	
	35,200
	0.5

	Management fees received
	
	67,500
	0.5

	Licence fee received
	
	86,400
	0.5

	Repairs reimbursed
	
	10,000
	0.5

	
	
	872,600
	

	Less: Irrecoverable rent ($15,500 x 5)
	
	(77,500)
	1

	
	
	795,100
	

	Less: Rates
	
	(18,000)
	0.5

	
	
	777,100
	

	Less: 20% statutory deduction
	
	155,420
	0.5

	Net assessable value
	
	621,680
	

	
	
	
	

	Property tax @16%
	
	99,468
	0.5

	Less: 75% tax rebates, up to 25,000
	
	(25,000)
	

	Balance payable
	
	74,468
	


(b)

Under section 51D(1) of the Inland Revenue Ordinance, any person who is the owner of land and/or buildings situated in HK is required:

(i)
to keep sufficient records in English or Chinese of the rental income to enable the assessable value of that land and/or buildings to be readily ascertained, [1 mark] and

(ii)
to retain such records for a period not less than 7 years after the completion of the transactions, acts or operations to which they relate. [1 mark]

(iii)
In relation to the individual owner, the preservation of the above records is not required if the Commissioner of Inland Revenue has specified that such records need not be preserved. [1 mark]

Answer 6
(a)

Under section 15D of the IRO, any person who is an owner of land and/or building situated in HK is required:

(i)
to keep sufficient records in English or Chinese of the rental income to enable the assessable value of that land and/or buildings to be readily ascertained; and [1 mark]

(ii)
to retain such records for a period of not less than seven years after the completion of the transactions, act or operations to which they relate. [1 mark]

The preservation of the above records is not required if:

(i)
the Commissioner of Inland Revenue has specified that such rental records need not be preserved; [1 mark] or

(ii)
the corporation that was the owner of the property has been dissolved. [1 mark]
(b)

Mr Sze
Profits tax computation
Year of assessment 2007/08
	
	$
	Marks

	Rent receivable
	
	

	1.4.2007 – 30.9.2007 ($15,000 x 6)
	90,000
	1

	1.2.2008 – 31.3.2008 ($14,000 x 2)
	28,000
	1

	Premium (1) $120,000 x 6/24
	30,000
	1

	Premium (2) $240,000 x 3/36
	20,000
	1

	
	168,000
	

	Rent recovered
	10,000
	1

	
	178,000
	

	Less: Irrecoverable rent ($15,000 x 3)
	(45,000)
	1

	
	133,000
	

	Less: Rates ($6,000 x 1/3)
	(2,000)
	0.5

	
	131,000
	

	Less: 20% Statutory deduction
	(26,200)
	0.5

	Net assessable value
	104,800
	


Answer 7
(i)
Mr Sze
Profits tax computation
Year of assessment 2007/08
	
	$
	Marks

	Rent receivable
	
	

	1.4.2007 – 30.9.2007 ($25,000 x 6)
	150,000
	1

	1.3.2008 – 31.3.2008 ($28,000 x 1)
	28,000
	1

	Premium $120,000 x 6/24 + $150,000 x 3/36
	42,500
	2

	
	220,500
	

	Less: Irrecoverable rent ($25,000 x 3)
	(75,000)
	1

	
	145,500
	

	Less: Rates ($9,000 x 1/3)
	3,000
	1

	
	142,500
	

	Less: 20% statutory deduction
	28,500
	1

	Net assessable value
	114,000
	1

	
	
	

	Property tax payable @16%
	18,240
	0.5

	Less: Tax waived (75% on $18,240)
	(13,680)
	0.5

	Balance payable
	4,560
	


(ii)

Under property tax, only the following items can be deducted from the assessable value:

(a)
irrecoverable rent;

(b)
rates agreed to be paid by the landlord; and

(c)
an allowance for repairs and outgoings of 20% of the assessable value after deduction of rates and irrecoverable bad debts, if any.
As such, no deduction of management fee paid by Mr Lo is available under property tax. [1 mark] For the payment of rates, it is only agreed with the tenant that the rates for the period from 1.1.2008 to 31.3.2008 is payable by Mr Lo. Only the rates paid by him for this period is deductible. [1 mark] Other rates paid by him are not deductible. [1 mark]
(iii)
Under section 15D of the IRO, any person who is an owner of land and/or building situated in HK is required:

(i)
to keep sufficient records in English or Chinese of the rental income to enable the assessable value of that land and/or buildings to be readily ascertained; and [1 mark]

(ii)
to retain such records for a period of not less than seven years after the completion of the transactions, act or operations to which they relate. [1 mark]

The preservation of the above records is not required if:

(i)
the Commissioner of Inland Revenue has specified that such rental records need not be preserved; [1 mark] or

(ii)
the corporation that was the owner of the property has been dissolved. [1 mark]
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