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Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false
academic evaluation of that student or of another student. Without limiting the generality of this definition,
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 to the
contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders,
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 intggfity and I ge not to have committed or attempted to commit academic

fraud in W /
Signed: gl

Note: an examination co%)ooklet without that signed statement will not be graded and will receive a final

exam grade of zero.




Question #1: Business Income (14 Marks)

Customized Services Incorporated (CSI) sells a large variety business forms to businesses throughout
Canada. CSI has just completed the company’s financial statements for the year ended December 31,
2012. The Income Statement indicates the company realized a Net Income for the year of $536,000.
The following information was used in the preparation of these financial statements:

/I/ The company’s Cost of Goods Sold was $312,000. CSI's competitive advantage is the special
printing process they use on their forms. This process guarantees that when the forms are
prepared by hand, the last copy will be as legible as the top copy. Because the company
warranties its product, the accountant has established a<$15,;000 Warranty Reserve.

/2./ The company was forced to pay damages of $25,000 to settle a breach of contract lawsuit arising
from a failure to provide an elaborate customized form by the deadline stipulated in the contract.
The amount was expensed on the Income Statement during 2012. During the current year, the
company also deducted a loss of $5,600 resulting from a theft by one of the company’s
employees.

/{. The company’s property tax expense of $15,700 is for tax levies against two properties. A tax of
$11,450 was levied on the company headquarters property. Two years ago, the company
purchased new land a short distance from the current property, with the intention of building new
headquarters on that land. This year and last year, a tax of $4,250 has been levied on that vacant
land. For the last two years the land has been used as a temporary parking lot by the employees
and the company has collected a nominal $1,500 in parking revenues each year on the land.

) 4 The company’s expenses include $12,000 in charitable contributions.

=

e Amortization expense on CSI’s building, equipment, and furniture & fixtures was $122,500.
o
_ 6. The company spent $23,500 in total landscaping costs in 2009. The accountant determined the
amount should be amortized straight-line over a 5-year period commencing in 2009. As a result,
$4,700 of landscaping costs were expensed in the current year.

1. CCA s correctly calculated as 163,500.

—8. The company’s expenses include $25,000 in bonuses to management declared at the end of 2012.
These bonuses will be paid on February 1, 2013.

9. The company changed insurers during the year and as a result all of its assets had to be appraised.
The cost of this appraisal was $15,600 and the entire amount was expensed during the year.

10. Bad debt expense amounted to $11,000.
/Hﬁhe balance in the company’s CEC account was 6,000 at January 1, 2012.

5
- The company’s legal expenses for the year amounted to $11,150 and were related to the
3 following transactions:

Review of sales contracts $6,550
Costs of amending articles of incorporatiom—$4;600—



e company’s expenses included a total amount of $22,200 for business meals and
entertainment.

o
/t{ When the company purchased the vacant land (see item #3), it had been used for public parking
by the previous owner. There was a small insulated metal kiosk on the land which had been used
— ey by the parking lot attendant and when the property was purchased, $8,300 of the total purchased
~ [y v~ price was allocated to the kiosk. This year, the company sold the kiosk for $8,000. The NBV of
the kiosk was $7,885 and the UCC was $7,968. The kiosk was the only remaining asset in its
CCA class. 7466()“44“4”‘”] haun §Y>oﬂ /{//}V§ teove — A %7>C>“5 [[5 ﬂwa
v - p. V' romt T
/,5/ In order to expand its business, the company has begun advertjzing in well-known journals
used by businesses which would be interested in CSI's productg. It spent $25,300 to place am-ad
in the Canadian Business Journal, printed in Toronto and dlstrw&mma. It also
spent $36,700 to place an ad in the North American Business Magazine, pri i alo, New

York but containing mostly (65-70%) Canadian content and distributed in Ontario and the New
England states. The company expensed these advertizing costs.

/l’( The company provides a company-owned vehicle for the company president. The vehicle had

cost the company $32,000 and the company pays all of the operating costs which it expenses
annually. The president drove the vehicle a total of 117,000 kilometers, 112,000 of which were
carefully documented business travel. The president did not reimburse the company for his
personal usage of the company vehicle.

/I7/. CSI deducted an Income Tax Expense of ($86,000 for the current year, including $15,000 in

future income taxes.

Required:

Calculate Custom Services Incorporated (CSI)’s Net Income for Tax Purposes (NIFTP) for the year
ending December 31, 2012 on the assumption that CSI ¢laims the maximum deductions available to
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Solution to Question #1:

Na(wwoﬂ&bﬂijﬂwmhﬂfwmm% .

tha it ions |

| Wour faabn, feerve ‘ﬂ 15 oDo;"
L ol T 17 % O/ |
I Clhuwe Donabis 17600 |
). Rovngfwialim C/>;ﬂ 111, %00 v

1. Ammkm] ﬁ“/}'!yb/J \/ ¢ Coo _— |

Tk fomdon

7, Pasunen L ¥ |l (oD l
Gnhot i .

5, Foleqn Mu(/aqéﬁu)/,l% 250 v
UW?MQ\ %(7(5?50 T f

7 - T ngame ¥ r QAL

C?J_@qalzﬁ%‘“_‘—zﬁ:

| !
e 1] VT
Tlc r s
)Mh/\(/\/(wng \
Lk Exprese b W?ZZT.% L~

= (EC K mmor¥igales it

]Hf ) W -
“I'CW\'”‘W e Y Losses - Dol [vm on Ay vos) ﬁ

— 1 oy (@b ey = 2

%) T UTHO L
- @L:nm%oo\ cic ke | _ 71 Zov
Aliadabiony s Rl Adeoked [,,"“"'_'—“, = 2

1790 [ Foviks)
9

G450

(Lv‘l/“ {)//

L&é(/\(%hﬂw — YLe (weye

Sg 6%@ OO




Question #2: Issues for Landlords (13 Marks)

Part A: Rental Income and CCA
The taxpayer owns two rental properties, with the following relevant information:

Building #1 Building #2
ACB $ 95,000 jg $108,000 =
ucc $ 90,000 $ 98,000
FMV $135,750 4 $176,500 =

Both buildings are class 1 assets which are depreciated for tax purposes at 4% per annum. The
taxpayer has decided that for strategic purposes, whenever the amount he can deduct for CCA
purposes is restricted, he would prefer to first take the maximum CCA possible on Building #2 and
the remainder of deductible CCA on Building #1.

While the role of landlord went smoothly for many years, 2012 proved problematic for the taxpayer.
The tenants of Building #1 quickly fell into arrears and by the time they were evicted, Building #1
had sustained a fair amount of damage. The taxpayer experienced the following results in 2012:

Building #1 Building #2 267250
Gross Rental Revenues $3,250 ’: $22,000 - q 7 e
Mortgage Interest 4,200 5,000 L o0
Property Taxes 2,700 t 3,300
Repairs & Maintenance 5050 200 5 250
Required:

Calculate the amount of net rental income that the taxpayer must include on their income tax return.
Show all of your calculati?ns to obtain full marks! j-f_'-'tjv/\,lou{,c‘ CCA — Y DOoO
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Part B: Becoming a Landlord

The taxpayer purchased her personal residence in 1989 for $150,000. This year, she will be moving
into a downtown condo.

The taxpayer is debating whether she should:
a. sell her current house, which the realtor valued at $360,000, or

b. whether she should borrow against it for the down payment on the condo and rent the house to
tenants.

Ultimately the taxpayer decided to keep the house and rent it to tenants.

Required:

Identify (describe/explain) all the tax consequences associated with the decision to keep the original
personal residence and rent it to tenants. Include the dollar amounts associated with each of the tax
consequences, where possible. O\(' v \
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Question #3: Property Income (10 Marks)

During the current year, the taxpayer sold the following assets:

‘ Proceeds ACB Selling Expenses
{Vf  Boat ~~$20000  $32,000 $100
L (? 0 Jewellery M-—-——Nﬂ'—
L (f Stamp Collection —$9500 $2,500 Nil -
L {?P Rare 1* Edition Bock ———$13;560 $6,200 $100
(A) Required: b -
For each item, calculate the amounts(of capital gain or loss t}hae the taxpayer incurs when she sells
\ that item. Shov/v) all your calculations i arks!
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(B) Required:

How will the taxpayer report her capital gains or losses on her income tax return from the sale of her
boat, her jewelry, her stamp collection and her rare book?
Show all your calculations to obtain full marks!



Question #4: Short Answer Problems (32 Marks at 2 Marks per answer)

Provide only the answer in the right hand column.

Question

Answer ONLY

/l_/%/ 0
During the current year, the taxpayer receives $750 in ineligible dividends
from taxable Canadian corporations. What is the amount of Taxable

Dividend the taxpayer must report on their Income Tax Return?

7S0% (17
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What is the federal dividend tax credit on ineligible dividends?

% 0> Yo af

The taxpayer has lived in his personal residence continuously since
purchasing it in 1996 for $150,000 and owns no other residences. This year
(2012), he sold his house for $260,000 in a private sale, therefore he did not
pay real estate fees. The purchaser paid $50,000 down and will pay the
outstanding balance at a rate of $70,000 per year over the next three years.

The taxpayer would like to defer as much of the tax on the capital gains as
possible and has heard of a reserve formula which will accomplish this. Since
he is unfamiliar with tax, he has come to you for assistance with this
objective. He would like to use the reserve formula to minimize the amount
of capital gains he must include in his income tax return in each of the years
until the entire proceeds of disposition are collected.

What will be the amount of
capital gains the taxpayer
must include in this year’s

2

|
(2012) income? (m.. (!
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What w111 be the amount of
capital gains the taxpayer
must include in next year’s

(20 13) income? L 1
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During the current year, the taxpayer has been purchasing shares of ATCO
Limited, a publicly traded company. Specifically, she purchased 100 shares
for $12.48/share in February, 200 shares for $13.00/share in April and 500
shares for $16.50.00/share in November. Calculate the taxpayer’s average
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The taxpayer (above) became concerned that the share value will decline.
Therefore in December of 2012, the taxpayer sold 500 of the ATCO shares
for $19.00 per share and paid $230 in broker’s fees on the sale. Fhe Broker
_charged-a-fee-of $230.00 to handle the transaetion— What-is the taxpayer’s
taxable capital gains upon the disposition of her ATCO shares?
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What is the amount of the Dividend Gross-up on eligible dividends?
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The taxpayer is a courier, delivering mail and parcels throughout downtown
Ottawa. Because the downtown is so crowded, the taxpayer frequently
receives parking tickets in the normal course of business and expenses them
on the Income Statement. Are these fines deductible for tax purposes also?

WO' L A

What is the amount of Federal Tax Credit on eligible dividends?

ok 400% wp. (/g\

Some of the Capital Gains on small business, farming and fishing property is
exempt from tax under the Lifetime Capital Gains Exemption. What is the
current amount of the Lifetime Capital Gains Exemption?

§ 750 o2 ’3/3\

How far back can you carry a capital loss?

?\/)fS \/;\

How far forward can you carry a capital loss?
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Several years ago, the taxpayer had purchased shares in a corporation which
is publicly-listed on a European stock exchange. The taxpayer sold those
shares this year (2012), incurring a $437 foreign exchange gain. How much
of this gain must be reported on the taxpayer’s Income Tax Return?
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For every book he has ever written, Stephen King receives $1.00 whenever
one of those books are sold. What does tax call this type of income?

{Loub,\l%, ),

When a business has an involuntary disposition (for example due to fire,
flood or other disaster), they have a specific number of months in which to
get their affairs in order and make the election to reverse the capital gains and
CCA recapture associated with the involuntary disposition. How many
months does the business have?
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