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Question  1  (15 marks - 36 minutes)
Rosa Petal was transferred on August 1, 2007 from Toronto to Montreal.  Rosa is an Information Systems Project Manager for Scent Inc., a public corporation.  Due to her move, she is concerned about preparing her 2007 federal tax return as there are a number of new tax issues that he must now deal with.
Rosa has approached you, and has asked you to prepare her 2007 federal tax return.

She provides you with the following information:

1. Gross salary earned from Jan. 1 - July 30:
$50,000

2. Gross salary earned from August 1 – December 31:
60,000

3. Contributions to the company’s RPP:
4,800

4. Total contributions to her RRSP ($9,000 on Feb.5, 2008)
16,000
5. She is covered under the company’s group term life insurance plan for $120,000. The company paid $5 in annual premiums for each $1,000 of life insurance coverage.
6. Since her date of transfer, Rosa has been benefiting from 1 monthly massage from Bruce the masseur. Bruce bills the company directly $150 for each massage. 

7. For the 1st 7 months of the year, Rosa was provided with an automobile from her employer which was made available for her personal usage.  The automobile was leased by Scent Inc. for $500/mo. (includes all taxes).  Rosa drove a total of 16,000 kms., 20% of which was business. Rosa was required to pay her own automobile expenses.

8. As part of the transfer, Rosa was able to renegotiate the use of a company automobile.  Scent Inc. provided her with a 3 year old automobile that has an original cost of $42,000 (includes all taxes) and a net book value of $14,000.  Scent Inc. now pays for all of the automobile operating expenses.  Rosa received the automobile on September 1, 2007.  Scent Inc. paid the $2,000 in operating expenses towards the automobile.  During this period, Rosa drove a total of 15,000 kms, 12,000 of which were business related.
9. Rosa received 2 loans from Scent in 2007:

a) $40,000 interest free loan received on Sept.1 to acquire shares under the company stock option plan.  On Sept. 1, when the shares were trading at $25 each, she acquired 2,000 shares based on the stock option price.  At the time the option was granted (August 1, 2007), the shares were trading for $15.  Rosa repaid $10,000 of the loan on December 31, 2007. (See point 10 below).
b) $200,000 interest free housing loan received on August 1, 2007 which she used to buy a house in Montreal. The $200,000 loan was still outstanding at December 31, 2007.

10.  On December 1, 2007, she sold 500 shares of Scent Inc. at $30/share.  The taxable      

      capital gain to be reported is $1,250.
Question 1 – Cont’d
11.  Rosa was separated from her spouse in 2005.  She has 1 child, custody of which is          

       with her spouse.  Rosa pays $2,000/mo. for alimony ($500) and maintenance 
     

       ($1,500).
12.  Rosa received a moving allowance of $10,000 from Scent Inc.  She incurred    

      moving expenses of $11,000 (which includes $2,000 for a new fridge and stove).

13.  Rosa’s 2006 earned income was $90,000 and her Pension Adjustment is $7,900. She    

       has Unused Room of $ 6,800.
14.  Assume the 2007 Prescribed rate of interest for interest benefits for the full year is      

      5%.
Required:
A) Compute Rosa Petals’ minimum net income for 2007.  Assume all possible elections are claimed. Show all computations. (13 marks)
B) Based on your review of the above information, recommend a more tax effective way for Rosa to reduce her employment income.  (2 marks)
Question  2  (13 marks -  31 minutes)
Daisy Installation and Repair Ltd. (“Daisy”) is in the business of installing and repairing overhead doors.  Daisy maintained a list of qualified installers and repair-persons and would contact them as work became available.  Daisy informed these workers that they would be considered running their own business, so no withholding of income tax, EI or QPP premiums was made. Workers were paid by the job and worked mostly on their own.  If the person contacted refused the assignment, Daisy would call the next person on the list.  The person who agreed to the job would go directly to the job site: he or she was not required to report to Daisy’s work place, except to pick up a door or parts.

Daisy supplied the doors and the parts use din the repair or installation.  Each worker maintained his or her own truck and tools.  Daisy, however, owned specialized racks made for transporting the doors and a special drill which could be used on cement.  These items were available to any worker who required them.

Daisy guaranteed all work for one year.  Under the terms of the agreement between Daisy and the workers, if a guarantee had to be honoured, the worker would be responsible to fix any defects.  If any parts were required to correct the defects, the worker would have to pay for them.

Required:
Determine whether the workers should be considered employees of Daisy or independent contractors.  Evaluate this fact situation in detail before arriving at your conclusion.
In presenting your answer, discuss the tests that are applied by the courts in this type of situation and consider how the facts relate to these tests.
Question  3  (5 marks – 12 minutes)
A) Explain what the Pension Adjustment is and how it can impact a taxpayers ability to deduct RRSP contributions.  (3 marks)
B) Explain what the Pension Adjustment Reversal is.  (1 mark)
C) Explain what the Past Service Pension Adjustment is.  (1 mark)
Question  4
(7 marks – 17 minutes)

PART A 
Larry de Grace graduated from McGill in April, 2007.  Since then he has been back-packing by bicycle throughout Europe and returning to Canada when he ran out of money as the little bit of money he made doing odd jobs in Europe was insufficient to sustain him.  In 2007, he was in Canada for a period totalling 5 months, lived with his parents and made $12,000 doing odd jobs around Montreal.  

Required:

Comment (with supporting reasons) on Larry’s residency for 2007 and his tax liability.  
(3 marks)
PART B 
Opco Inc. was incorporated in Canada on May 1, 1963 and until recently its manufacturing plant was located in Quebec.  In November 2007, it moved all of its operations to Mexico. 

Required:

Comment on Opco Inc.’s residency status as well as its’ tax liability for the year 2007. 

(2 marks)
PART C 
John Grant, a resident of Canada, incorporated Grant Holdings Ltd. in the State of Delaware (USA) on August 20, 1986. John left Canada in 1997 and permanently moved to New York City. All Board of Directors meetings have been held in the U.S.A. since that time.
Required:

Comment on Grant Holdings Ltd’s residency status for the year 2007.  (2 marks)
Question  5  (10 marks – 24 minutes)
1 mark each
ANSWER IN YOUR EXAMINATION BOOKLET 

STATE THAT YOU ARE WRITING VERSION A
1. Which statement is false:

A. A trust is not a taxpayer

B. The taxation year of a corporation may not exceed 53 weeks

C. An individual’s taxation is the calendar year

D. A partnership is not a taxpayer

2. Which of the following is a taxable benefit?
A. A marriage gift to an employee of a Mont-Blanc pen and pencil set valued at $750.

B. The use of the employer’s recreational facilities with the intent of providing benefit to the employer
C. Discounts on the employer’s merchandise, available to all employees.

D. Subsidized meals provided at a reasonable price
3. Canco Inc., a CCPC, grants 10,000 stock options to John, one of its employees, on January 2, 1999 at $2 per share. John exercised the 10,000 stock options on February 2, 2001 when the market price was $6 per share. In January 2007, John sold the 10,000 shares for $7 each. What is the effect of the above on John’s income?

A. $20,000 in 1999

B. $40,000 in 2007

C. $40,000 in 2001

D. $10,000 in 2007

Question  5 – Cont’d

4.  Carlos, a student, works as a painter during the summer. In 2006, he painted five houses. He was paid by the home owners a fixed fee for two houses and an hourly rate for the other houses. Sheila, a student, also works as a painter during the summer. In 2006, she painted five houses and was paid an hourly rate by a painting company. Which of the following best describes the tax status of Carlos and Sheila?
A. Carlos earns business income and Sheila earns employment income. Both can deduct the same type of expenses.

B. Carlos and Sheila both earn employment income and can deduct the same type of expenses.

C. Carlos and Sheila both earn business income and can deduct the same type of expenses.

D. Carlos earns business income and Sheila earns employment income. Carlos can deduct a greater variety of expenses than Sheila.

5. Which statement is true ?

A. Spousal support payments (ie. received on a monthly basis for living expenses) are not taxable

B. Spousal support payments (ie. received on a monthly basis for living expenses) are taxable

C. Child support payments received are taxable

D. Child supports payments are deductible

6. Which statement is false ?

A. Earned income for RRSP purposes includes employment income

B. Earned income for RRSP purposes includes alimony and seperation  allowances

C. Earned income for RRSP purposes includes rental losses

D. Earned income for RRSP purposes includes dividends from a privately owned active corporation

7. In 2006, Marco Marrocco received a $5,000 scholarship with respect to a post-secondary studies at McGill University. Which statement is true ?

A. $5,000 is not taxable
B. $3,000 is taxable

C. $2,000 is taxable

D. $5,000 is taxable 

Question  5 – Cont’d

8.  John died in 2007. In recognition of John’s employment services, his wife, Chantal receives $30,000.  Which statement is true ?

A. $30,000 is taxable

B. No amount is taxable

C. $10,000 is taxable

D. $20,000 is taxable

9.  Pete moved from Montreal to Toronto and incurred interest, property taxes, insurance, heating and utilities expenses totalling $15,000 for his Montreal residence for the time it is not inhabited but is being sold. Which statement is true ?
A. $15,000 may be deducted as eligible moving expenses

B. $  5,000 may be deducted as eligible moving expenses

C. No amount may be deducted as eligible moving expenses

D. The expenses do not qualify as eligible moving expenses and may not be deducted.

10. Which statement is false ?

A. An employee may claim CCA for a computer used in the performance of the duties of the employment

B. An employee who is required to travel may claim CCA for a motor vehicle used in the performance of the duties of the employment

C. An employee who is required to travel may claim CCA for an aircraft used in the performance of the duties of the employment

D. Legal expenses paid by a former employee to collect salaries are deductible expenses.

END OF EXAMINATION
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