(2010-11) VOLUME 25 INLAND REVENUE BOARD OF REVIEW DECISIONS

Case No. D3/10

Salaries tax — deduction of home loan interest — definition of ‘home loan’ — whether the
appellant and his wife the legal or registered owners of the property in the assessment year —
section 26E of the Inland Revenue Ordinance (‘IRO’). [Decision in Chinese]

Panel: Chow Wai Shun (chairman), Clement Chan Kam Wing and Emmanuel C C Kao.

Date of hearing: 25 February 2010.
Date of decision: 26 April 2010.

On 7 July 2003, the appellant and his wife Ms F entered into a sale and purchase
agreement (‘SPA’) with the vendor in respect of a property (‘the Property’). Under the
SPA, purchase price was to be paid by way of 3 instalments (with the last instalment paid
off on 3 July 2007), and upon payment in full the vendor should execute conveyance of the
Property in favour of the appellant and Ms F. Before entering into the SPA, the developer
further agreed with the appellant and Ms F by allowing them to occupy the Property as
licensees before completion.

On 18 August 2003, the appellant and Ms F obtained an equitable mortgage from
bank. Although the vendor has in 2005 offered to the appellant and Ms F for early pay off of
the purchase price and execution of conveyance, the appellant and Ms F elected to occupy
the Property as licensees. The appellant and Ms F further entered into an agreement (‘the
Agreement’) with the vendor and developer under which the appellant and Ms F were given
licences to occupy the Property. Under the Agreement: (i) the vendor was given possession
of the Property during the licensing period; (ii) the licences did not provide the appellant
and Ms F with any right or title over the Property; (iii) the vendor had the right of entry of
the Property at any time.

On 3 July 2007, the appellant and Ms F obtained conveyance and became the legal
owners of the Property. They subsequently applied to deduct home loan interest of the
Property from their respective salaries tax returns through joint assessment for the
assessment year 2006/07. The assessor refused their applications. The appellant objected
to the Commissioner’s assessment. The assessor advised the appellant to withdraw the
objection. The appellant refused, stating that once mortgage of the Property had been
obtained and the relevant process completed by practising solicitors, he and Ms F should
become the legal owners of the Property. The Commissioner dismissed the appellant’s
objection by maintaining the previous assessment.

Held:
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1. Deduction of home loan interest was governed by section 26E of the IRO.
Pursuant to section 26E(9), ‘home loan’ referred to a loan of money which is,
inter alia, applied for the acquisition of a dwelling which during the period
of time in that year of assessment was held by the person “as a sole owner, or
as a joint tenant or tenant in common’. Further, section 26E only applied to a
legal or registered owner of a property but not a beneficial owner. (D94/01,
IRBRD, vol 16, 792; D108/02, IRBRD, vol 18, 45; D22/04, IRBRD, vol 19,
163; and D80/05, (2006-07) IRBRD, vol 21, 93 considered)

2. The rights of the appellant and Ms F under the SPA did not include the right
of legal or registered owners of the Property. Before conveyance was
executed, neither the appellant nor Ms F was the legal or registered owner of
the Property. Therefore, the appellant and Ms F were not the legal or
registered owners of the Property for the assessment year 2006/07, hence
failed to satisfy the requirement for deduction of home loan interest under
section 26E of the IRO. (D108/02, IRBRD, vol 18, 45; D22/04, IRBRD, vol
19, 163; D11/07, (2007-08) IRBRD, vol 22, 300 considered)

Appeal dismissed.
Cases referred to:

D94/01, IRBRD, vol 16, 792

D108/02, IRBRD, vol 18, 45

D22/04, IRBRD, vol 19, 163

D80/05, (2006-07) IRBRD, vol 21, 93
D11/07, (2007-08) IRBRD, vol 22, 300

Taxpayer in person.
Chan Tsui Fung and Fung Chi Keung for the Commissioner of Inland Revenue.
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‘12 We are of the view that the Revenue is correct in their contention that at
the material times the Flat was not held by the Appellant as the sole
owner. At all material times until the assignment on 30 January 2001, it
was held by the Appellant and Mr A as joint owners. The assignment
vested for the first time the legal and beneficial title of the Flat in the
Appellant. It was only at that point that she became the sole owner.’
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“22. ... We are of the view that the context in which the word ““owner”” is used
in section 26E is such that it does not include a beneficial owner for the
following reasons:

()

(b)

(©)

(d)

Firstly, the IRO should not be construed wider than is necessary to
give effect to its intention.

Secondly, the interests held by joint tenants and tenants in
common are legal interests and applying the ejusdem generis
principle the reference to a “‘sole owner” ought to be construed
consistently as meaning the sole legal owner. This is reflected in
the meaning of ““home loan™ in section 26E(9) where it is defined
as a loan of money which is applied wholly or partly for the
acquisition of a dwelling which is held by *“... the person as a sole
owner, or as a joint tenant or tenant in common”’.

Thirdly, one cannot ignore the word “sole” before “owner”. If
“owner” in section 26E includes a beneficial owner, then the full
phrase would be construed as meaning a ““sole beneficial owner™.
However, such a construction would create the absurd situation
where there was only one beneficial owner the provisions in
section 26E(2)(b)(i) and (ii) and 26E(2)(c)(i) and (ii) would not
apply but would apply if there were two or more beneficial owners
even though there is no mechanism for determining how much the
entitlement to deduct home loan interest should be reduced to
reflect the extent of a person’s beneficial ownership.

Fourthly, a restrictive construction of the word “owner” allows
section 26E to be applied with certainty whereas a broader
construction so as to include beneficial owners creates
uncertainty both as to the application and extent of the entitlement
to deduct home loan interest.’
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‘6.

We are of the opinion that a beneficial owner as opposed to a legal
(registered) owner of property is not entitled to the benefit of the tax
deduction under section 26E of the IRO for the following reasons:

(i)  Subsection (9) thereof caters for only three classes of persons: “a
sole owner”, “a joint tenant™ and *“a tenant in common”. If the
argument of the Taxpayer is correct, what is the entitlement of a
beneficial owner of half of the property in question (for example,
one who contributes to the purchase money half and half with the
sole registered owner) or the entitlement of a joint tenant at law
but who is a tenant-in-common in equity (which is a possibility
under section 8(1) of the Conveyancing and Property Ordinance
Chapter 219)? Section 26E of the IRO would simply not work.

(i) The word “held”” in the definition of “home loan” in section 26E(9)
suggests a holding at law as opposed to the existence of an interest
in equity.’
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£25.

In our view, section 26E is concerned with legal, as opposed to
beneficial, ownership in properties. This is evident from the use of the
expression ““held by”’, ““joint tenants’ and ““tenants in common’” in this
section. Furthermore, legal ownership is a matter of title which can
easily be ascertained. Beneficial ownership, on the other hand, could
involve difficult questions of fact and law. It is rather unlikely that these
provisions “‘were intended to require the ascertainment of beneficial
ownership in every case”.’
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