Chapter 6 Hong Kong Property Tax

(I)
Multiple Choice Questions

1.
Which of the following paid by the landlord may be deducted from the assessable value under property tax?

A
Rates

B
Mortgage loan interest

C
Repairs

D
Agency’s commission

2.
Which of the following is NOT included as a consideration for property tax purpose?

A
Rent

B
Non-refundable deposit

C
Service charges paid to the owner

D
Rates agreed to be paid by the tenant

3.
Mr Sin owns a property in Wanchai and he lets it to Mr Lee at a monthly rent of $20,000. Both parties agreed that Mr Sin is responsible for the payment of rates. During the year ended 31 March 2008, Mr Sin paid rates of $3,000. Starting from 1 February 2008, Mr Lee was unable to pay the rent and he paid the outstanding rent on 15 May 2008. The net assessable value of Mr Sin’s property for the year of assessment 2007/08 is:

A
$192,000

B
$189,600

C
$160,000

D
$157,600

4.
Which of the following expenses is NOT deductible from the assessable value under property tax?
A
Rates paid by owner 

B
Management fee paid by owner 

C
The 20% statutory deduction 

D
Rent proved to be irrecoverable
5.
Mr. Tsang leased out his flat for a rent totaling $100,000 for the year of assessment 2007/08. Mr. Tsang paid $3,000 in rates. The net assessable value of the property for the year of assessment of 2007/08 is:
A
$100,000 

B
$97,000 

C
$103,000 

D
$77,600
6.
Mr. Young leased out a property on 1 September 2007 for a period of five years. He received a monthly rent of $5,000 payable on the first day of each month. A lease premium of $30,000 was paid on 1 September 2007. The assessable value of the property for the year of assessment of 2007/08 is:
A
$63,500 

B
$38,500 

C
$40,833 

D
$60,000
7.
Which of the following statements is TRUE for the year of assessment 2007/08?
A
Exemption from payment of property tax is applicable to individual owners. 

B
Property tax is charged at 16% on the net assessable value. 

C
The rental income received by a corporation carrying on business in Hong Kong is not subject to profits tax. 

D
Joint owners are not subject to property tax.
8.
Which of the following persons may claim exemption from property tax?
A
An individual who is eligible to claim disability allowance 

B
A corporation 

C
A sole proprietor 

D
A partnership
9.
Mr. Burn leased out a property on 1 May 2007 for a period of five years at a monthly rent of $10,000, payable on the first day of each month. The tenant defaulted from 1 February 2008 even though the tenant was still in sound financial position. However, due to an unexpected legal action in May 2008, the tenant went bankrupt in May 2008. The assessable value of the property for the year of assessment of 2007/08 is:
A
$90,000 

B
$120,000 

C
$110,000 

D
$106,000
(II)
Examination Style Questions

Question 1

Mr Kan owns a shop in Causeway Bay. The property was let to Mr Lee at a monthly rent of $38,000. Mr Kan was responsible for the payment of government rent and rates whereas the management fee was to be paid by Mr Lee.

Starting from 1 January 2007, Mr Lee was unable to pay the rent due to the poor performance of his business. On 1 May 2007, Mr Kan received $50,000 as part of the outstanding rent. Since then, Mr Lee has not paid any rent to Mr Kan. On 1 July 2007, Mr Kan appointed a debt collection company to take recovery action against Mr Lee, but this action was unsuccessful. Mr Lee ceased his business on 31 October 2007 and was untraceable. The management company advised that Mr Lee owed a management fee of $6,000 when he moved out from the premises.

On 15 February 2008, Mr Kan entered into a lease with Proper Limited under the following terms:

(1)
Lease period:
1 March 2008 to 28 February 2011 (3 years)

(2)
Rent free period:
15 February 2008 to 28 February 2008

(3)
Monthly rent:
$25,000 payable on the first day of each month in advance

(4)
Initial premium:
$180,000 payable on 15 February 2008

(5)
Government rent and rates: Payable by landlord

(6)
Management fee:
$1,500 per month payable by tenant

Mr Kan paid the following expenses relating to the above property during the years ended 31 March 2007 and 2008:

	
	
	31 March 2007
	31 March 2008

	
	
	$
	$

	(1)
	Rates
	13,500
	13,000

	(2)
	Management fee (including those owed by Mr Lee)
	-
	12,000

	(3)
	Decoration and repairs
	-
	18,000

	(4)
	Mortgage loan interest
	130,000
	110,000

	(5)
	Fee to debt collection company
	-
	3,000

	(6)
	Commission paid to property agent
	-
	12,500

	(7)
	Government rent
	10,000
	10,000


Mr Lee was declared bankrupt on 1 March 2008. The assessor accepted that the rent owed by Mr Lee became irrecoverable when he moved out from the property.

Required:

(a)
Compute the property tax payable by Mr Kan for the years of assessment 2006/07 and 2007/08. You are required to show the original and revised assessments, if any. Ignore provisional property tax. Show all your workings.



(14 marks)

(b)
What are the obligations of an owner of land and/or buildings situated in Hong Kong relation to the keeping of rental records as provided under the Inland Revenue Ordinance?
(4 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2003 C2)

Question 2

Mr Ng owns two residential properties and an office in Hong Kong.

Property A

Mr Ng occupied the property as his residence until June 2006. The property was then let to Mr Chu under the following terms:

(1)
Lease period: 1 July 2006 to 30 June 2008 (2 years).

(2)
Rent free period: 1 July 2006 to 31 July 2006 (1 month).

(3)
Monthly rent: $20,000 payable in advance at the beginning of each month.

(4)
Premium: $100,000 payable on 30 June 2006.

(5)
Rent deposit: $40,000 payable on 30 June 2006. The deposit will be refunded to Mr Chu upon termination of lease when he returns the property to the landlord in good condition.

(6)
Rates: $2,500 per quarter payable by the landlord.

(7)
Management fee: $1,200 per month payable by the landlord.

Due to financial difficulty, Mr Chu was unable to pay the rent to Mr Ng starting from 1 March 2007. On 1 may 2007, both parties reached the following agreement:

(1)
Monthly rent reduced to $15,000 starting from 1 May 2007.

(2)
Rent deposit would be reduced to $30,000. The $10,000 would be used to set-off part of the outstanding rent. Balance of outstanding rent would be repaid to Mr Ng by 10 equal monthly instalments.

(3)
Other terms of the lease remained unchanged.

Property B

The property was let to Mr Wan at a monthly rent of $18,000 for 4 years ended 31 March 2008. Rates of $2,800 per quarter and monthly management fee of $1,500 were payable by the landlord and the tenant respectively.

Due to the marriage of his son, Mr Ng terminated the lease with Mr Wan on 30 June 2007. By mutual agreement, Mr Ng refunded the rent deposit of $36,000 and paid compensation of $120,000 to Mr Wan on 1 July 2007. Mr Ng’s son occupied the property from 1 August 2007 rent free. As a family agreement, Mr Ng’s son decorated the property during July 2007 and incurred decoration expenses of $50,000.

On 1 February 2008, Mr Ng recovered $15,000 from Mr Ting, the former tenant, the outstanding rent owed by him in respect of Property B. The total rent owed by Mr Ting was $80,000 which was allowed as irrecoverable rent in the year of assessment 2003/04.

Property C

This was an office which was vacant during the period from 1 March 2007 to 31 December 2007. Starting from 1 January 2008, the property was let to Jetco Ltd at a monthly rent of $10,000. Rates of $1,100 per quarter and the monthly management fee of $800 were payable by the landlord.

The assessor accepted that the rent of $29,000 owed by the previous tenant for the period 1 December 2006 to 28 February 2007 was irrecoverable when that tenant was declared bankrupt on 30 June 2007.

Required:

(a)
Compute Mr Ng’s property tax liability for the year of assessment 2007/08. Ignore provisional property tax. Show all your workings.
(14 marks)

(b)
Explain the tax implication of the following items under property tax:

(i)
decoration expense incurred by Mr Ng’s son for Property B; and

(ii)
compensation paid for Property B.
(4 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2004 C3)

Question 3

Mr Lau purchased a property in North Point many years ago. The property was let to Mr Wan for 3 years starting from 1 January 2006 under the following terms:

(a)
Monthly rent: $22,000 payable at the beginning of each month

(b)
Rates and government rent: payable by the landlord

(c)
Management fees: $1,000 per month payable by the tenant

(d)
Refundable deposit: $44,000

In July 2006, the property underwent certain repairs and it was agreed that both the tenant and the landlord would share the repairs expense equally. The repairs work cost $8,000.

Due to financial difficulties, Mr Wan was unable to pay the rent starting from 1 January 2007. On 15 May 2007, it was agreed that Mr Lau would use the rent deposit of $44,000 to settle part of the outstanding rent and Mr Wan would settle the balance on 15 May 2007.

Starting from 1 July 2007, Mr Wan stopped paying the rent again. He moved out of the property on 31 October 2007 and was then untraceable. The assessor agreed that the rent was irrecoverable from the time Mr Wan moved out from the property.

The property was re-let to Mr Chow on 1 December 2007 under the following terms:

(a)
Lease period: 1 December 2007 – 30 November 2009 (24 months)

(b)
Premium: $48,000 payable on 1 December 2007

(c)
Rent free period: 1 December 2007 – 31 December 2007

(d)
Monthly rent: $30,000 payable at the beginning of each month

(e)
Rates and government rent: payable by the landlord

(f)
Management fees: $1,000 per month payable by the tenant

(g)
Rent deposit: $60,000

Mr Lau also paid the following expenses during the years of assessment 2006/07 and 2007/08:

	
	
	2006/07
	2007/08

	
	
	$
	$

	(a)
	Rates
	12,000
	13,200

	(b)
	Government rent
	7,200
	6,000

	(c)
	Outstanding management fee owed by Mr Wan
	-
	3,000

	(d)
	Decoration
	-
	50,000

	(e)
	Mortgage loan interest for purchase of the property
	52,000
	43,000


Mr Lau recovered part of the irrecoverable rent from another former tenant, Mr Ng, of $20,000 and $10,000 on 1 March 2007 and 15 April 2007 respectively. The total rent owed by Mr Ng was $100,000 and the irrecoverable rent had been fully deducted from the assessable value in the year of assessment 2003/04.

Required:

(a)
Compute the property tax payable by Mr Lau for the years of assessment 2006/07 and 2007/08. Ignore provisional property tax. You may assume that Mr Lau has not elected for personal assessment for these 2 years.
(10 marks)

(b)
Advise Mr Lau of the obligations under the Inland Revenue Ordinance in respect of an individual owner of a property situated in Hong Kong.
(8 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2005 C2)

Question 4

(a)
GG Ltd commenced its property investment business in Hong Kong with the purchase of a shop in Hong Kong on 10 May 2007 at a price of $15,000,000. The purchase of the property was financed by a mortgage loan from a bank in Hong Kong. The company prepares its accounts to 31 March each year. The property was let to HV Ltd starting from 1 June 2007 for a period of three years as follows:

(i)
Monthly rent: $100,000

(ii)
Premium: $720,000

GG Ltd’s profit and loss account from the date of incorporation to 31 March 2008 is as follows:

	
	$
	$

	Rental income ($100,000 x 10)
	
	1,000,000

	Premium
	
	720,000

	
	
	1,720,000

	Less:
	
	

	Auditor’s fee
	20,000
	

	Building management fee
	33,000
	

	Government rent
	30,000
	

	Rates
	45,000
	

	Mortgage loan interest
	780,000
	908,000

	Net profit
	
	812,000


The assessor agreed that on-third of the purchase price related to the cost of construction. GG Ltd did not apply for an exemption from property tax for the year of assessment 2007/08.

Required:

(i)
Compute the property tax payable by GG Ltd for the year of assessment 2007/08. Ignore provisional property tax.
(5 marks)

(ii)
Compute the amount of commercial building allowance available to GG Ltd for the year of assessment 2007/08.
(2 marks)

(iii)
Compute the net profits tax payable/refundable by GG Ltd for the year of assessment 2007/08 if property tax for that year has been paid.
(3 marks)

(b)
Mr Chow owns a residential property in North Point. The property had been let to Mr Ng for many years at monthly rent of $15,000. Rates and government rent were payable by Mr Chow while the management fee was payable by Mr Ng.

The whole building was renovated in May 2006 and Mr Chow’s share of the renovation expenditure was $60,000. Mr Ng paid $20,000 to Mr Chow towards this expenditure.

Starting from 1 February 2007, Mr Ng was unable to pay rent and he moved out of the property on 30 June 2007 and was then untraceable.

During the period from 1 July 2007 to 31 December 2007, the property was occupied by Mr Chow’s son. All expenditure was paid by Mr Chow’s son.

Starting from 1 January 2008, the property was let to Mr Chow’s relative, Mr Lee, at monthly rent of $10,500. Rate, government rent and the management fee were paid by Mr Chow.

You have been supplied with the following information in respect of the residential property in North Point concerning the years of assessment 2006/07 and 2007/08:

(i)
Rates: $1,500 per quarter

(ii)
Government rent: $900 per quarter

(iii)
Management fee: $1,000 per month

Required:

Compute the property tax payable by Mr Chow for the years of assessment 2006/07 and 2007/08. Ignore provisional property tax.

Show all your workings.
(8 marks)


(Total 18 marks)


(Adapted HKIAAT Paper 5 Hong Kong Taxation June 2006 C2)

Question 5

Mr Sung is the owner of a whole building in Sai Kung comprising four flats and leases the flats to different tenants (including the provision of management services). During the years ended 31 March 2007 and 31 March 2008, he received the following income from the property:

	
	31 March 2007
	31 March 2008

	
	$
	$

	Rent on 1st floor (Note 1)
	180,000
	180,000

	Rent on 2nd floor (Note 2)
	224,000
	176,000

	Rent on 3rd floor (Note 3)
	155,000
	84,000

	Premium (Note 3)
	-
	60,000

	Rent deposit (Note 3)
	-
	28,000

	Rent on 4th floor (Note 4)
	156,000
	156,000

	Service charges (Note 5)
	38,400
	35,200

	Management fees (Note 6)
	72,000
	67,500

	Licence fee (Note 7)
	86,400
	86,400

	Repairs and maintenance (Note 8)
	-
	10,000


Mr Sung paid the following expenditure during the above years of assessment:

	
	31 March 2007
	31 March 2008

	
	$
	$

	Rates
	18,000
	18,000

	Cleaning services
	20,000
	20,000

	Watchman’s wages
	58,000
	58,000

	Water & electricity for the property
	8,000
	8,500

	Repairs (Note 8)
	-
	25,000

	Renovation expenditure of the whole building
	-
	30,000

	Mortgage loan interest to finance the purchase of the property
	90,000
	75,000


Notes:

(1)
Monthly rent on the flat was $15,000.

(2)
Monthly rent on the flat was $16,000. The amount received for the year ended 31 March 2007 included the rent owed by the tenant for February and March 2006. The rent for March 2008 was only paid in April 2008.

(3)
Monthly rent on the flat was $15,500. The tenant failed to pay any rent from 1 February 2007 and moved out from the flat on 30 June 2007 was then untraceable. It was agreed by the assessor that the rental agreement had been terminated and the outstanding rent was irrecoverable as from 1 July 2007. The flat was re-let to another tenant for a term of 2 years starting from 1 October 2007 at monthly rent of $14,000. The tenant paid a rental deposit of $28,000 and a premium of $60,000.

(4)
Monthly rent on the flat was $13,000.

(5)
Service charges related to cleaning services provided to the flats.

(6)
Management fees related to management services and the provision of public utilities.

(7)
Mr Sung licensed a portion of the roof to a communication company for the installation of antenna.

(8)
Mr Sung paid $25,000 for the total repair work on the 4th floor. It was agreed that the tenant should bear repair costs of $10,000.

Required:

(a)
Compute Mr Sung’s property tax liability for the years of assessment 2006/07 and 2007/08. Ignore provisional property tax. Show all your workings.



(15 marks)

(b)
Advise Mr Sung of the obligations of an individual owner of property under the Inland Revenue Ordinance regarding the keeping of records of his rental income.
(3 marks)



(Total 18 marks)



(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2006 C4)

Question 6

Mr Sze purchased a residential property in North Point by means of a mortgage loan obtained from a bank in Hong Kong. On 1 October 2005, the property was let to Mr lee under the following terms:

(1)
Period of lease: 1.10.2005 – 30.9.2007 (24 months)

(2)
Monthly rent: $15,000 payable at the beginning of each month

(3)
Premium: $120,000 payable on 1.10.2005

(4)
Rates: $2,000 per quarter payable by tenant

(5)
Management fee: $1,000 per month payable by landlord

On 1 July 2007, Mr Lee told Mr Sze that he would move out from the property upon expiry of the lease and he failed to pay any rent since then. After Mr Lee moved out, Mr Sze noticed that Mr Lee had not paid rates for the quarter ended 30 September 2007. The property was then let to Mr Ho under the following terms:

(1)
Period of lease: 1.1.2008 – 31.3.2011 (39 months)

(2)
Rent free period: 1.1.2008 – 31.1.2008

(3)
Monthly rent: $14,000 payable at the beginning of each month

(4)
Premium: $240,000 payable on 1.1.2008

(5)
Rates and management fee: payable by landlord

During the year ended 31 March 2008, he paid the following expenses:

(1)
Rates: $6,000 (3 quarters)

(2)
Management fees: $14,400

(3)
Mortgage loan interest: $100,000

It was accepted that the rent owed by Mr Lee was irrecoverable when he moved out of the property.

On 1 February 2008, Mr Sze received outstanding rent of $10,000 from another former tenant. The total rent owed by the former tenant was $30,000 and this amount was allowed as irrecoverable rent in the year of assessment 2005/06.

Required:

(a)
Advise Mr Sze the obligations under the Inland Revenue Ordinance regarding the keeping of records of the rental income from his property in Hong Kong.



(4 marks)

(b)
Compute the net assessable value of Mr Sze’s property for the year of assessment 2007/08.
(7 marks)



(Total 11 marks

(Adapted HKIAAT Paper 5 Hong Kong Taxation December 2007 C4 (a)&(b))

Question 7

Mr Lo owns a property at North Point. The property was let to Mr Man under the following terms:
	(a)
	Lease period:
	1 October 2005 – 30 September 2007 (24 months)

	(b)
	Monthly rent:
	$25,000 payable in advance at the beginning of each month

	(c)
	Initial premium:
	$120,000

	(d)
	Management fee:
	$1,300 per month payable by the tenant

	(e)
	Rates:
	$3,000 per quarter payable by the tenant

	(f)
	Government rent:
	$1,800 per quarter payable by the tenant.


Starting from 1 July 2007, Mr Man did not pay any rent to Mr Lo. Mr Man moved out of the property upon expiry of the lease and was untraceable. It was discovered that Mr Man also owed management fees for two months and rates and government rent for one quarter. The assessor accepted that the rent was irrecoverable from the time Mr Man moved out from the property.
The property was re-let to Mr Kam on 1 January 2008 under the following terms:
	(a)
	Lease period:
	1 January 2008 – 31 March 2011

	(b)
	Rent free period:
	1 January 2008 – 29 February 2008

	(c)
	Monthly rent:
	$28,000 payable in advance at the beginning of each month

	(d)
	Initial premium:
	$150,000

	(e)
	Management fee:
	$1,300 per month payable by the tenant

	(f)
	Rates:
	$3,000 per quarter payable by the landlord

	(g)
	Government rent:
	$1,800 per quarter payable by landlord


Mr Lo had the following expenses during the year ended 31 March 2008:

	(a)
	Rates (1.7.2007 – 31.3.2008):
	$9,000

	(b)
	Government rent (1.7.2007 – 31.3.2008):
	$5,400

	(c)
	Management fee (1.7.2007 – 31.12.2007):
	$7,800

	(d)
	Decoration:
	$100,000

	(e)
	Repairs:
	$50,000

	(f)
	Mortgage loan interest for purchase of the property:
	$78,000


REQUIRED:
(i)
Compute the property tax payable by Mr Lo for the year of assessment 2007/08. Ignore provisional property tax. Show all your workings.
(9 marks)

(ii)
Explain to Mr Lo the deductibility of the management fees and rates paid by him during the year ended 31 March 2008.
(3 marks)

(iii)
Advise Mr Lo of the obligations of a property owner in Hong Kong under the Inland Revenue Ordinance regarding the keeping of rental records.
(4 marks)


(Total 16 marks)



(Adapted HKIAAT Paper 5 Principles of Taxation Pilot Paper 2008 C3(a))
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