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The Net Income For Tax Purposes and Taxable Income of Sweat Ltd. for the 8 month period ending August 31, 2014 is as follows:

Accounting Income Before Taxes			 $ 87,400 
Add:
	Reserve For Inventory Obsolescence
	 (Included In Cost Of Sales)		$17,800 
	Bonus (Note 1)		35,000 
	Amortization		49,300 
	Non-Deductible Meals And Entertainment
	 [(1/2)($15,200)]		7,600 
	Golf Club Memberships		7,700 
	Increase In Warranty Reserve ($6,200 - $5,400)	800 
	Charitable Donations		 3,100 
	Taxable Capital Gain On Investments [(1/2)($3,900)]	 1,950 	123,250 
			
Deduct:
	Accounting Gain On Sale Of Investments		($ 3,900)
	CCA (Note 2)		( 32,010)	( 35,910)
Net Income For Tax Purposes			$174,740 
Deduct:
	Charitable Donations		 ($ 3,100)
	Net Capital Loss Carry Forward (Note 3)		( 1,950)
	Non-Capital Loss Carry Forward (All)		 ( 18,700)	( 23,750)
Taxable Income			$ 150,990 

Note 1 As the bonus is not paid until more than 180 days, but less than 3 years  after the Company’s fiscal year end, it cannot be deducted until it is paid.

Note 2 The CCA for the 8 month period ending August  31 , 2014 (243 days), can be calculated as follows:

Class 8 Opening UCC		$79,800 
Additions	$20,500 
Disposals - Lesser Of:
Capital Cost = $14,200
Proceeds Of Disposition = $9,500	( 9,500)	11,000 

One-Half Net Additions [(1/2)($11,000)]		( 5,500)
CCA Base		$85,300 
Rate (Class 8)		20% 
Full Year Amount		$17,060 
Proration For Short Fiscal Year		243/365 
Class 8 CCA		$11,358 

The total CCA for the 8 month period ending August 31, 2014 would be as follows:

Class 8 CCA (Preceding Calculation)	$11,358 
Class 10 CCA  [(30%)($103,400)(243/365)]	20,652 
Total CCA	$32,010 

Note 3 The net capital loss carry forward deducted is limited to the taxable capital gain of $1,950.  This deduction will leave a net capital loss balance of $4,300 ($6,250 - $1,950).

The following additional points are relevant to the solution:

Dividends declared are not deducted in the calculation of either accounting Net Income or Taxable Income.

The interest expense is fully deductible.

Where a foreign exchange loss arises in the normal course of business operations, it is fully deductible.



