


Question #1: Employment Income (17 Marks)

Ms. Dombek is a sales representative located in downtown Toronto for a large corporation listed on a
Canadian stock exchange. Her gross salary for the year ending December 31, 2010 is $35,000. In
addition, she earned commissions of $163,500, of which $150,000 was paid before January 1, 2011.
For the 2010 taxation year, Ms. Dombek’s employer withheld the following amounts from her
income:

Federal & Provincial Income Taxes $79,400 CPP Premiums $2,163
@égistered Pension Plan Contributions 5,500/ EI Premiums 747

Ms. Dombek’s employer made a $5,500 matching contribution to her registered pension.

Other Information:

\)/. Since the time she was hired, Ms. Dombek had either walked or used taxis to meet her clients in
downtown Toronto. The company reimbursed her the cost of using taxis. Lately, however, Ms.
Dombek’s sales territory has been expanding and the use of taxis was no longer economical or
efficient. As a result, the company provided Ms. Dombek with a new company-owned vehicle.
They acquired a BMW at a cost of $65,000 for Ms. Dombek’s business use. The car has been
available to her since July 1, 2010, and she has driven it a total of 118,000 kilometers. Of this

total, 3,900 kilometers were for personal use. Ms. Dombek reimbursed her employer $1,500 for
her personal use of the automobile:

2 On April 1, 2010, Ms. Dombek received a $150,000 loan from her employer. The loan requires

annual interest payments at a rate of 2% but Ms. Dombek won’t pay the interest for 2010 until
January 30, 2011. The prescribed rates for 2010 were as follows:

1** quarter * 90 days 4%
2% quarter 91 days 5%
3" quarter 92 days 6%
4™ quarter 92 days 6%

The anticipated prescribed rate for the first quarter of 2011 (90 days) will be 7%.

. In2007, Ms. Dombek was given options to buy 5000 shares of her employer’s stock at a price of
$20 per share. At the time the options were issued, the shares had a fair market value of $18 per
share. On June 1, 2010, when the shares had a fair market value of $30 per share, Ms. Dombek
exercised her option and purchased 500 shares.. In July, Ms. Dombek also purchased another 500
shares of her employer’s stock at a price of $31 per share through her broker. By December 31,
the company’s shares had increased in value to $35 per share.

 During the year, Ms. Dombek traveled extensively on business. Her travel costs included $5,650

for air fares, $4,880 in travel lodging, and $2,500 in meals. Her employer reimbursed her fully
for these costs on presentation of the receipts.

54, Atthe office Christmas party, everyone including Ms. Dombek received a $150 bottle of
}'champagne as a Christmas gift. At the same time, Ms. Dombek was lauded as the company’s
i best sales representative.  She received a large trophy valued at $350 as an award for her sales
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accomplishments during 2010 along with a cash prize of $2,500.. She also received a $250 watch
in recognition of her years of service. In addition, throughout the year she received a $100
picture for her 40™ birthday and a $40 turkey for Thanksgiving.

Required:

Calculate Ms. Dombek’s minimum net employment income for the year ending December 31, 2010.

Show all your calculations and explain why any amounts were excluded to obtain full marks!

Round to the nearest dollar.

Giross Su\ar‘j 35,000
C()mm\'§§\‘on§ <Pal‘d0w\'\0uﬂﬂt)w (60.000@

D Car beneld | 2,504

Do juced Rote oo L4 226

@O\o Lions. 5, 0?0

9 See note L

@G{@ts v;czf;\;foxsh g\‘:20®
8mp \o:)men-l: LACOMNE 4 2.00,0%0

X T r»e,ﬁiskrw‘i pensien plan Contriowtions

would not lee (onSideved Cn the Emp\og)men"f

Lacome. Coloul gtior.

®

OCalcularon of car benefrl

Standb c]r\ofse-' > months aualellity

(2 %)((Oglqoo)(%@)* 5400 "\ =3.04l
e © (LoD O
OPUOUA Lene £l
(a4 (3%00) z Ciﬁ(o G}
2 () 3,00) = 1521(D

*/l\u. Cor has been used & 113,000~ 3,900 = Ybb'

118,000
L%M%\N ound )ﬁ«\\-‘d\/\,,&\u, A Q)\{%o»\ake
uu, gkuna)'m,j e Cl‘uc“(fon 4+ o-Q-*.c»th"'*—‘\(e”
Lo Ko Opeloting bernelt |

C.U\\ (X0 lekion

T (5 best ko vse calcalakon '4 )“.:n’qu

operel bcw%)c - .
"-\x n?dm - \oer\é(:'\‘L A ﬁam’ciljdﬁf%t‘.‘{. ;?7(\ §
RS EN ) [ OPeMHﬂS \"”eﬂ‘ ‘ q

L: 5§ C,uv\‘h'\ bu*img@ Q‘SO(
Cor ene€ o 504

(2 Reduced Rute Loan: y
(5% Ouartee (\60,000\60%.0&{%) . 710
3 .

;)"dQuachef (nSO,ooo)(.oS-.oZ{_‘i_L): 122
365

rd
5 Quarte (150. 000) (.O(oaOZ)(f‘_Z_v:\)f)’
+h 3@5 _
H Qua«v’h‘(’(\‘)O,DOO}(.Ob’,OZ\ﬁi{—L’ :\\Sl

Toked o Reduced

CD Qc,*ﬁ L.oc-\’\ bgn(’:-(j\k $‘188‘

ZNL> Tern Poge




Solution to Question #1:
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Question # 2: Capital Cost Allowance and Cumulative Eligible Capital (20 Marks)

Custom Productions Ltd. (CPL) was incorporated on Axtgust-1;-2007-at-a-cost-0£-$5:500 and selected
a December 31* year end. The company produced custom pre-manufactured woodwork which their
carpenters install in new, high-end homes. On August 1, 2007, CPL purchased a variety of
equipment and office furniture for a total $250,000 (Class 8, 20%). All of these assets will be pooled
into one class. Business was successful right from the start, and CPL’s net income for the 153 days
of operation during 2007 was $237,324.

Business was booming and therefore in 2008, CPL purchased a competitor, paying a total of
$256,000 of which $90,000 was for goodwill.

In 2010, Custom Productions Ltd. sold the business it had acquired in 2008, and the sale price
included $112,200 for the goodwill. On December 31, 2010, CPL also sold the equipment it
purchased in 2007 for $82,600. New equipment was arriving on January 3, 2011.

Custom Productions Ltd. has a company policy of taking the maximum deductions permitted under
tax law.

Required:

Identify any and all tax consequences CPL will incur on all its assets (tangible and intangible) from
the year of purchase to the year of disposition.

Show all your calculations and, if required, round decimal points up to the nearest dollar.
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Solution to Question #2:
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Solution to Question #2 Continued:
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Question 3: Residency

For each of the following cases state the taxpayer’s 2010 residency status for Canadian tax purposes
and, if a change in status occurs, the date the change becomes effective.

a)

b)

d)

Robin Scherbatsky is a Canadian citizen. She had spent the past 5 years working and living in
New York City. She returns to Toronto to become the anchor on CTV News Toronto. She
moves back to Canada July 5, 2010 and starts her new job on August 1, 2010.

She would be C‘oogic\rrcc‘\ o cesiaent o0 coanoda

(&dﬁ?; tnd Lared on her worldwide tncome { e LN,

Lt. Pete Mitchell is a member of the Canadian Armed Forces posted in Afghanistan
throughout 2010. As he is single with few ties to Canada, he may decide to teach flight

school in Europe after his posting. Prior to his posting overseas he was based in Edmonton,
Alberta. (f >

v
e Midche ll {5 st conaidered a residea-t (c\d\mzd) wn
2010. |

Dunder Miffin Paper Company was incorporated in Canada in 1962. The company operated
in Victoria, BC until 1980 when they shut down the facility and relocated to Scranton,
Pennsylvania. All operations and management have been in Scranton ever since.
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Wayne Gretzky was named Canadian Ambassador to the United States effective July 1,
2010. Mr. Gretzky has been a non-resident of Canada since leaving for Los Angeles in 1988.
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