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Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may resull in a false
academic evaluation of that student or of another student. Without limiting the generality of this definiti i,
academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind
use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note 1o the '
contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), wpe recarders
pagers, cell phones, or any other communication device which has not been previously authorized in writing, ¢

Statement to be signed by the student:
I have read the text on academic integrity and I pledge not to have committed or attempted © commit acade

fraud in this amimM e
Signed: J

Note: an examination copy or booklet without that signed statement will not be graded and will receive 4 | inal

exam grade of zero,
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Question #1: Salary and/or Dividend (22 Marks) Peovint J‘IE ; . / ot 1y
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Arcland Inc. is a Canadian controlled private corporation with Net Income for Tax Purposes and
Tufble lncum:s of $550,000 for the year ending December 31, 2009. All of the company's income
qualifies as active business income. The company’s activities are confined to a province which levies
a 4% tax on income that is eligible for the small business deduction and 14% on other income. The
company has substantial amounts of cash on deposit at its bank to pay the entire $550,000 to its sole
shareholder/employee, Ms. Arcland. ) = nFT?
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Ms. Arcland has no other source of income than that paid to her by her corporation. She livesina
province that has a flat provincial tax rate for individuals equal to 10%.. The provincial dividend tax
credit is 30% of the dividend gross up for all dividends (eligible and non-eligible). Ms. Arcland has
combined personal tax credits for the 2009 taxation year in the amount of $3,800.

Required:

1. Determine the after-tax amount of cash that Ms. Arcland will retain if all of the company’s
income is paid to her in the form of salary. Ignore CPP contributions and any other potential tax
credits. Your solution should go on Page 3.

2. Determine the after-tax amount of cash that Ms. Arcland will retain if the company pays her the
maximum possible dividend. Your solution should go on Page 4 (and 5).
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Qy 3, Identify 2 other considerations for an owner manager, besides maximum after-tax remuneration.
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Solution to Question #1: (22 Marks)

L_Salary Option: :
For Avcland \nc \
Corporate Incomu 9 550,000
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Solution to Question #1 Continued:
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Mr. Ti i -
ppler is the sole owner of an unincorporated business. The following information pertains to

the assets of business as of December 31, 2009:
el ¥

A
< ok ccount — Cost Tax Values Fair Market Value
W & : $ 20,000 $ 20,000 § 20,000 ?
o Accounts Receivable $ 42,000 S 38.500 i
Equipment $120,000 8 62,000 s 66000 |
Land $106,000 $106,000 $185.000 |
Building ./ $246,000 $178,000 $323.000 |
Goodwill it b 4 f’*‘s.’.ﬂ-"rt, it~ Frv Forg e b L 4 05,000 _;
Total Assets $408,000 §727,500 |
Liabilities $123.000 313000 |
Owner's Equity $285,000 $604.500 ]
Total Equities $408,000 §727,500 |

Mr. Tippler has established a new corporation, Tippler Ltd. Unless there is some tax reason not (o do
so, he would like to transfer all the assets of the unincurporamdhusi:mwm:newcmpmaum.

L 3 . : ﬂ.ihf_'é‘f—_.:,? .
He is aware that by using a 8. 85 rollover, he could avoid any unwanted tax at the time
of the rollover. , Mr. Tippler has anﬂmpitallnumyfarwuﬂfmmmm:jr amount of

$20,000 (1/2 of m.mmwmmwummmm,mewmIMm
elect a transfer under S. 85 in a manner that will create a $20,000 taxable capital gain. Other than
this, he would like to avoid having any other tax consequences as a result of this transfer.
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Solution to Question #2: (6 Marks)
. [
On the table below, indicate which assets Mr. Tippler should transfer (o his new corporation. |

Also provide the value at which he should wansfer these assets, INCLUDING the assel(s) selected in
the first question on page 6.

(Yes, I have provided more lines in the table than required.)
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Solution to Question #2: (4 Marks)

What would be the Adjusted Cost Base of Mr. Tippler's common shares?
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Question #3: (2 Marks per question = 16 Total Marks)

Question

Answer Only

In 2008, Unilev Inc. went public and issued an IPO of 126,000 shares of
common stock at $10.50 per share for total proceeds of $1,323,000, which
constitutes its PUC. During the current year (2009), a creditor holding
$450,000 of the company’s debt agrees to accept 40,000 newly issued

the time of this exchange, the shares are trading at $12.70 per share.
Identify the amount of the deemed dividend.

s 1:!1.;';;;% 13.10) - 450,00

common shares of the company in exchange for settlement of the debt. At
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In the situation above, what would be the amount of deenéﬂg dividend
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rgmau Business Deduction is *17% deduction on the least of-
a) Net Canadian Active Business Income ' 5‘:7(2}000

b) Taxable Income, Less SSDOOO
*10/3 times the foreign tax credit :
on non-business income (HO3($8;250) O
+3 times the foreign tax credit
on foreign business income without

considering the general rate reduction rﬂ___‘?_.: 550 O
XV o0
¢) The Annual Business Limit, Less '5'[1% 00
Any portion allocated to associated corporations <O Q{ o>

The reduction for large corporations
SBD: (17%) X SDOOCO = £S000

General Rate Reduction: 9% times:
Taxable Income, Less SCD.000
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Amount Eligible for the MP&P Deduction

Income Eligible for he SBD Cgom::oj

Aggregate Investment Income of a 2! :
" Amount Eligible for the GRR sy, oo

;i Sl 1 income eligible for SBD — CCPC aggregate Investment Income)
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