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This ANSWER BOOKLET consists of 20 pages including this cover page, schedules 8 and 10.
Financial calculators can be used during this examination.

Allocate your time carefully and clearly explain your analysis.

The Income Tax Act is permitted to be used during exam (tabbed with name of provision, underlined, or highlighted, but no other notations or writings).  

Assume all persons are Canadian resident unless specifically stated otherwise.

You CANNOT ask any questions during the exam.  If there are any omissions or errors, please state them clearly and make the appropriate assumptions that you feel are necessary to complete the answer.
Please answer all questions in this ANSWERS booklet.

Part One: Multiple Choice (10 questions, 1 mark each – TOTAL 10 marks) 
***FINAL ANSWER MUST BE IN PEN AND IN CAPS***

	Question
	Answer

	1.
	B

	2.
	B

	3.
	C

	4.
	A

	5.
	D

	6.
	D

	7.
	B

	8.
	C

	9.
	D

	10.
	B


PART TWO – Question 1 (12marks)
Calculate Ivanna’s minimum net employment income inclusions for 2009 in accordance with the provisions of the Income Tax Act.
	NET EMPLOYMENT INCOME  (If required, please use the following page to show additional work).
	Subtotal
	Total

	Ivanna Kiltran, Vice President of Marketing at Nart Inc. (“Nart”), a Canadian-controlled private corporation, has asked your assistance concerning the tax implications of certain amounts and benefits she received from her employer, Nart, during 2009.


Salary………..………………………………….…………..……$150,000


Bonus...............................................................................................   6,000


Payroll deductions:



Income taxes…………………......................$40,000



Registered pension plan contributions.............10,000



Canada Pension Plan premiums….……………2,119


Employment insurance…………………………..732


Group disability insurance premiums.....................60

Group life insurance premiums........................…...50      (52,961)

Net pay……………………………………………………….     $103,039 
Nart contributed $50 to the group life insurance on behalf of Ivanna, but Nart did not make any contribution to the employee’s group disability insurance plan. Nart also contributed $5,000 on behalf of the employee to an extended healthcare and dental plan.
Tax treatment (if any) of the above opening paragraph:

Gross salary
Bonus
RPP contribution deductible under 8(1)(m)
Group life contribution by Nart taxable under 6(4)
Income tax, CPP, EI, group disability, group life contribution by the employee are not deductible.
Nart’s contribution to the employee’s extended  health premiums not taxable under 6(1)(a)

	150,000

    6,000

 (10,000)

        50
	


	1. During 2009, Ms. Kiltran was provided with an automobile that had been leased by her employer.  The lease payments were $1,000 per month, an amount which included a $150 per month payment for leasing damage insurance.  The car was available to her throughout the year. She drove it a total of 30,000 kilometers.  Of this total, 25,000 kilometers were for travel required in pursuing the business of her employer, and the remainder was for personal use.  Ivanna was required to pay for her all operating expenses of the vehicle and was not reimbursed by Nart.  Her reasonable automobile expense totalled $7,500 for the year.
Standby Charge Benefit
[5,000 / 12 x 1,667] x [2/3 x ($1,000-$150) x 12] = $1,700 
Operating expense benefit
Not applicable as the employee incurred the operating expenses herself
Operating expense deduction under 8(1)(h.1)

(25,000/30,000) x $7,500 = (6,250)


	
	

	2. During 2009, Ms. Kiltran slipped and hurt herself attempting the Grouse Grind.  She was unable to work for one week and received $3,000 from the group disability insurance plan.  She sued Grouse Mountain and GVRD, but was unsuccessful.  She incurred $1,430 in legal fees.
The $3,000 received by the insurance plan is not taxable as the employee paid 100% of the premiums.
The legal fees are not deductible as it is relates to a personal injury.

	
	

	3. On March 12th, 2009, Mrs. Kiltran received a $100,000 loan from her employer payable on July 1, 2012.  The loan was to assist her to purchase a home.  The loan requires annual interest payments at a rate of 1% and Mrs. Kiltran pays the interest at the end of each year.  The principal of the loan is still outstanding at the end of the year.  Assume the prescribed rate for the fourth quarter of 2009 is 1%.
The first quarter rate for 2009 is 2%.  Since the interest rate is lower than the prescribed rate, there will be an imputed interest benefit.  Assume the interest has been paid.
Since this is the first year of the home purchase loan, the “historical” rate is 2%, while the 2009 full year rate is 2% for 1st quarter, and 1% for the remaining three quarters.  So the 2009 full year rates would be lower.
Imputed interest
1st Quarter

2% x 100,000 x (19/365) = $104.11
2nd, 3rd and 4th Quarter
1% x 100,000 x (275/365) = 753.42
Interest paid
1% x 100,000 x (294/365) = (805.48)
Net imputed interest benefit = $52.05

	52
	

	4. In 2004, Nart granted Ms. Kiltran 500 stock options with an exercise price of $10 per share.  At that time, the current fair market value of the shares of Nart was $15 per share.  Ms. Kiltran exercised all her stock options on June 29th, 2007 when the fair market value of the Nart share was $14 per share.  She decided to sell all her Nart shares received from the exercise on December 23th, 2009 to a co-worker for $18 per share.  During 2009 and before she sold the shares, she received $500 of dividend on the Nart shares.
CCPC Stock Options – note exercise date was Jun 29, 2007
SOB = 500 x ($14 - $10) = $2,000
SOB is included in employment income in the year of sale, which is this year
110(1)(d) not available, 110(1)(d.1) should apply but against taxable income, not employment income
Capital gains and dividend are not employment income

	2,000
	

	5. Ivanna also paid the following (Nart did not reimburse any of the expenses below):
a. $400 to the CA institute to maintain her CA designation,

Deductible under s. 8(1)(i)
NOTE: Ivanna is not a salesperson so deduction under 8(1)(f) is not available
b. $3,560 travel expenses for Nart’s business,

Deductible under 8(1)(h)
c. $2,610 golfing fees to entertainment Nart’s clients,

Not deductible under section 8
d. $2,500 for gifts ($1,000 were gifts to clients, the remainder was gifts to her family)

Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson
e. $3,000 to attend a marketing professional development course at UBC,

Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson; probably can get a tax credit
f. $1,500 for a pair of shoes used exclusively for business travel,

Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson
Arguments can be made as “cost of supplies” under 8(1)(i) – unlikely to win
Arguments can be made as “travel expenses” under 8(1)(h) – unlikely to win
g. $1,000 for business lunches with Nart’s clients,

Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson
h. $250 for a specialized pen that she used in her office,

Deductible under s. 8(1)(i) 
i. $100 for a bar refrigerator that she put in her office,
Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson, no CCA either
j. $500 for beer and white wine for the above bar refrigerator to be shared with her fellow colleagues.
Not deductible under section 8, paragraph 8(1)(f) not available as she is not a salesperson

	(400)

(3,560)

(2,610)

N/A

N/A

N/A

N/A

(250)

N/A

N/A
	

	6. Ivanna received the following during the year:

a. Bottle of wine from a client worth $500,

Gift up to $500 not taxable
b. A watch worth $450 from Nart for her tenth anniversary with the company,

Award up to $500 not taxable
c. Free meals in Nart’s executive dining room with value of $1,000 while it cost Nart $800 to prepare the meals,

Meals are taxable benefit equal to the cost of the meals
d. 75,000 Aeroplan frequent flyer points earned on business travel.  The value is $2,000, but she did not use any of the points in 2009.  She plans to take a vacation in 2010 using the points.

Only taxable when she uses the points; not used during 2009
e. $5,000 for selling 100 shares of Over-the-Counter Inc. (“OTC).  She purchased the 100 OTC shares for $200.
Capital gains and not employment income
f. Laser corrective eye surgery to correct her vision.  The cost was paid by the extended medical plan.  The cost was $3,500.
Not a taxable benefit as it is part of her extended health benefit

	NIL

NIL

800

NIL

N/A

NIL
	

	MINIMUM NET EMPLOYMENT INCOME
	
	


PART TWO – Question 2 (18 marks)
Compute the minimum Net Income for Tax Purposes for Nart Enterprises Inc. for the year-ended March 31st, 2010, under the provisions of the Income Tax Act.  Please provide a clear working paper trial so that I can allow you part marks (if any).  Assume all expenses are reasonable in the circumstances.  YOU MUST COMPLETE SCHEDULE 8 AND 10 (IF APPLICABLE).
	NET INCOME FOR TAX PURPOSES  (If required, please use the following page to show additional work).
	Subtotal
	Total

	Net income for accounting purposes

Add back tax expense
The following additional information was found in the 2010 audit files: 


	900,000
530,000

1,430,000
	

	NOTE 1:

1. For accounting purposes, sales included a reserve for deferred revenue.  Last year’s reserve was $768,576 and this year’s reserve was $856,398.
Under 20(1)(m), deferred revenue reserve is allowed, so the GAAP = tax,  no adjustment required

	NIL
	

	2. For accounting purposes, included in sales was inventory sold and delivered to customers of $463,387, but the money had not been collected yet.
GAAP = tax, no adjustment (e.g. dr A/R, cr Revenue), 12(1)(b) 

	NIL
	

	NOTE 2:

1. During the audit by KPMG LLP, they uncovered that $10,000 of the inventory was missing.  The controller decided not to book the missing inventory as it was immaterial. 

.
Since the accounting entries did not include this amount, but it is deductible under section 9 (e.g. business related and not capital)

	(10,000)
	

	2. As the company faces growing competition, the controller decided to record a reserve for future decline in inventory of $50,000 as she expects a price war next year.  This is the first year for this reserve.
This does not comply with LCM, reverse accounting treatment

	+50,000
	

	NOTE 3: The following amounts were included in selling expenses and general and adminstrative expenses:


	
	

	a) Amortization ($40,000) and writedown for impairment of goodwill ($20,000).....$60,000
Not deductible under 18(1)(b)
b) Legal fees to fight a tax assessment by CRA....$3,500
Deductible under section 9 as a normal business expense, GAAP=Tax, no adjustment required
c) Severance payments made during the year to 5 managers....$250,000
Deductible under section 9 as a normal business expense, GAAP=Tax, no adjustment required
d) Fishing trip for the company’s executives as part of a team building event...$32,000
This should be an 18(1)(l) expense (e.g. camp)
Acceptable if student deduct the expense, but it has to be at 50% basis as this is clearly entertainment expense
50% x 32,000 = $16,000
e) First-class airplane tickets for the company’s executives on business travels.  The economy tickets would have cost $25,300....$50,200
Deductible under section 9 as a normal business expense, GAAP=Tax, no adjustment required
f) Landscaping of the business premise costs of $12,000 includes mowing the lawn and trimming the bushes ($4,500), planting trees ($1,000), and a new greenhouse ($6,500)...total $12,000
Landscaping expenses are deductible under 20(1)(aa) for the lawn trimming and planting trees, so GAAP = Tax, no adjustment

However, the greenhouse cannot be considered landscaping, it is a depreciable property and will be include in Schedule 8, we need to add back the greenhouse cost
g) Premiums for a $20,000,000 life insurance policy on the life of the president of the company.  The company is the 100% beneficiary of the policy....$28,000
The insurance policy is not used as collateral for financing, therefore, 20(1)(e.2) does not apply.  Premiums should not be deductible, add back
h) Appraisal cost to determine the value of the land and building for the bank...$8,000
Appraisal cost is required by the bank, this is an expense incurred for financing (e.g. relating to the financing) and should be deductible under 20(1)(e) – straight-line over 5 years

+8,000 minus (8,000/5=1,600)  = +6,400 
i) Interest on late municipal tax payment of $500 and interest on late income tax payment of $600...total $1,100
Late interest on municipal tax is deductible under section 9 as a normal business expense, GAAP=Tax, no adjustment required

Late income tax payment not deductible under 18(1)(t) – add back
j) Donations to various registered charities...$10,000
Not deductible as it is not bsuiness related, add back
k) Vancouver 2010 Winter Olympic tickets given to clients and employees...$39,000
Deductible under section 9 as a normal business expense, but only at 50% pursuant to 67.1 – add back 50% non-deductible portion
l) Bonus of $100,000 for the year, of which $60,000 was paid during the year, and the remainder was paid on September 4th, 2010....$100,000
Note the year end is March 31, 2010, so all payments were either made during the year, and within 180 days, GAAP = Tax, no adjustment
m) Word processor software purchased in August 2009 ($500) and espresso machine ($300)....total $800
Both items are capital in nature and not deductible, take CCA instead, should show up in your schedule 8

	+60,000

NIL

NIL

NIL

NIL

NIL

+6,500

+28,000

+ 6,400

NIL

+600

+10,000

+19,500

NIL

+800


	


	CAPITAL COST ALLOWANCE AND CUMULATIVE ELIGIBLE AMOUNT– Amount from Schedules 8 and 10
*****YOU MUST COMPLETE SCHEDULE 8 AND 10 (IF APPLICABLE) IN ORDER TO RECEIVE ANY MARKS FOR THIS SECTION*******

Show any work relating to Schedules 8 and 10  here:

Class 13 Leasehold Improvements
2007 improvements
Lesser of :

a) $180,000 / 5 = $36,000

b) $180,000/(4+2) = 30,000 ====(  $30,000
2009 improvements
Lesser of :

a) $24,000 / 5 = $4,800====(  $4,800 x ½ = $2,400
b) $180,000/(2+2) = 6,000
TOTAL CCA FOR CLASS 13 = $32,400
CLASS 14 – Limited life license
($45,000 /  3 years) x (121/365) = $4,972

	
	

	MINIMUM NET INCOME FOR TAX PURPOSES
	
	


Additional space to show your work for computation of net income for tax purposes (if you need):
PAGE  
18

