Assignment Problem 12-5

Lisgar Ltd. is a Canadian controlled private corporation. The Company began operations on January 1, 2011, and uses a taxation year that ends on December 31. Its income (loss) before taxes, calculated using GAAP principles, for the four years 2011 through 2014 are as follows:
	
	2011
	2012
	2013
	2014

	GAAP Income/Loss Before Tax
	$165,000
	($263,000)
	$127,000
	($62,100)

	Charitable Donations
	$   4,100
	$   7,800
	$   5,600
	$  3,400

	Accounting Gain/Loss on Shares
	$  26,000
	($ 13,500)
	$  18,400
	$  3,700

	Dividends from Taxable Cdn Corp.
	$  17,100
	$  28,900
	$  27,600
	$15,100


It is the policy of the Company to deduct charitable donations prior to any loss carry overs.

They also have a policy of minimizing non-capital loss carry overs, as opposed to net capital loss carry overs.
Required:

For each of the four years, 2011 to 2014, provide the following:

· The minimum NIFTP and Taxable Income
· The amount & type of any current year losses that are available for carry back or carry forward.

· The amended figures for any years to which losses are carried back.

· An analysis of the amount and type of carry forwards that would be available at the end of the year.
Solution to Assignment Problem 12-5
2011
3(a)  Income from all sources:



Accounting Income




$165,000



Charitable contributions



      4,100



Accounting Gain on Disposition of Shares
 (  26,000)











$143,100

3(b)  Taxable Capital Gains:



1/2 X $26,000





$   13,000

3(c)  Subdivision e Deductions (individuals)

3(d)  Current Year Losses





          Nil

NIFTP








$156,100

Division C Deductions:


Charitable Donation





(    4,100)


Dividends from Cdn Corporation


(   17,100)

Taxable Income






$134,900
There are no Loss Carryforwards at the end of 2011.

2012
3(a)  Income from all sources:








Dividend Income




$  28,900

3(b)  Taxable Capital Gains:



No Capital Gain to offset

current year loss on shares



        NIL
3(c)  Subdivision e Deductions (individuals)

3(d)  Current Year Losses:


Accounting Loss

(   263,000)


Deduct Dividends

(      28,900)



Add Charitable cont

        7,800



Add Loss on Shares

      13,500








$(270,600)

Maximum deduction permitted


    28,900
NIFTP








$       NIL

Division C Deductions:


Charitable Contributions:

(3/4 of NIFTP) = ¾ of Nil

          Nil

Dividends from Cdn Corporation
(   28,900)

Taxable Income






         NIL
Loss Carryforwards at the end of 2012:

· Net Capital Loss:


($13,500 capital loss X 1/2) = $6,750

· Non-Capital Loss:

·    
$241,700 
(acctg loss of $270,600 - $28,900)

-   28,900 
(increase in loss due to div. deduction in Div. C)

 =
$270,500

· Carryback $134,900 to 2011 for a tax refund

· Remainder: ($270,500 - $134,900) = $135,700 LCF

· Charitable Contribution:
· $7,800 must be carried forward (no Carryback provisions)
2013
3(a)  Income from all sources:


Accounting Income



$127,000


   Add Charitable contributions

      5,600


   Less Accounting Gain

on Disposition of shares

 (  18,400)












114,200

3(b)  Taxable Capital Gains:



½ X $18,400






$    9,200

3(c)  Subdivision e Deductions (individuals)

3(d)  Current Year Losses:





           Nil

NIFTP









$124,400

Division C Deductions:



Charitable contribution
(     5,600)
Dividends from Cdn Corporation
(   27,600) 


   (33,200)
Taxable Income at this Point





   $90,200


Charitable Contribution Carryforward


(     7,800)

Non-Capital Loss Carryforward (Max)


(   82,400)
Taxable Income







         NIL
Loss Carryforwards at the end of 2013:

Non-capital Loss:

($135,700 balance - $82,400) = $53,300 LCF

· Capital Loss:

$6,750 balance from 2012
2014
3(a)  Income from all sources:

Dividends







$   15,100
3(b)  Taxable Capital Gains:



1/2 X $3,700





$     1,850











$   16,950

3(c)  Subdivision e deductions (individuals)

3(d)  Current Year Losses:



Accounting Loss 

$(62,100)



Deduct Dividends

  (15,100)



Add Charitable cont

      2,900



Less Gain on Shares

    (2,000)








$(77,500)


Maximum







$ (16,950)

NIFTP








$      NIL

Division C Deductions:



Dividends from Cdn Corporation

(   15,100)



Charitable Cont (no deduction room)

Taxable Income






$   NIL    

Loss CarryForwards for 2014:

· Non-Capital Loss:

   $  53,300   Balance brought forward

+ $  60,525   unused Accounting loss ($77,500 - $16,950)
+ $  15,100   dividend deducted in Division C

= $135,550   LCF

· Net-Capital Loss:

$6,750  balance carried forward

· Charitable Contributions:

$3,400 to be carried forward

 Assignment Problem 14-2
Facts:

· Nicastro Ltd., a CCPC with a December 31 year-end, in the business of manufacturing and selling fresh pasta 
· Until recently, it has been fairly profitable, but the Company experienced a net business loss last year of $189,000 when the local Italian community discovered that Mr. Nicastro’s real name was Stanley Kowalski.

· As a result, Nicastro was forced to sell some of the business assets last year in order to meet cash flow needs. This resulted in an allowable capital loss of $48,000 [(1/2)($96,000)].

· While $114,000 of the business loss could be carried back to previous years, all of the net capital loss had to be carried forward.

· On June 1, all of Nicastro Ltd. shares were sold to Stella D’Oro Inc.

· For the period January 1 to May 31, Nicastro Ltd.’s accountant determined that there was a net business loss of $79,000. During this period, the Company had net rental income of $5,500 from an apartment above the store. There was also a disposition of preferred shares that resulted in an allowable capital loss of $7,200.
On May 31, Nicastro Ltd.’s assets had the following values:

	
	Cost
	UCC
	FMV

	Investment in Common Stock
	$32,000
	
	$28,000

	Land
	$85,000
	
	$235,000

	Building
	$427,000
	$285,000
	$327,000

	Equipment
	$120,000
	$60,000
	$50,000


Required:

A. Calculate Nicastro’s NIFTP and Taxable Income for the period ending May 31, using the assumption that Nicastro makes ALL of the available elections using the maximum elected values.  Indicate the amount of any non-capital and net capital loss carry forwards that would remain after the May 31 acquisition of control,.

B. Provide the information required in Part A assuming that Nicastro makes only those election(s) required to eliminate losses that might expire at the deemed year end.

C. Briefly discuss which course of action (Part A or B) would be more advantageous for Stella d’Oro Inc.

Part A

Nicastro makes all possible elections to minimize net capital and non-capital loss balances.  What happens with the losses upon acquisition?

Nicastro would elect under ITA110 (4) the following values for its assets:

	
	Elected Value
	Tax Results

	Investment in Common Stock
	$28,000 
(FMV)
	Capital Loss:

[$32,000 - $28,000] x ½ = $2,000

	Land
	$235,000 (FMV)
	Capital Gain:

[$235,000 - $85,000] x ½ = $75,000

	Building
	$327,000 (FMV)
	CCA Recapture: 

     $327,000 - $285,000 = $42,000



	Equipment
	FMV

$50,000
	$10,000 Loss of Value is written down as terminal loss  =  $10,000


As a result of these calculations, Nicastro’s Business Income/Loss is:

Loss from Operations (as stated)

($79,000)

CCA Recapture on Building


    42,000

Terminal Loss on Equipment


(   10,000)
Net Business Income/Loss Jan. to May
($47,000)

The NIFTP and Taxable Income for Nicastro for the period ending May 31 is:

3(a)  Income from All Sources:

Net Rental Income






$    5,500
3(b)  Net Taxable Capital Gains:


Gain on Land



$75,000

Loss on Preferred Shares

(   7,200)

Loss on common Shares

(   2,000) 
Nicastro created these capital gains
$65,800


    65,800
in order to use them for their Capital LCF
Total of All Sources of Income





$  71,300

3(c)  Subdivision e Deduction (doesn’t apply)
3(d)  Current Year Losses:


Net Business Loss January to May:  $47,000
Do not deduct $48,000 of Capital Gains need for LCF!!


(   23,300)
NIFTP









$  48,000
Division C Deductions:


Net Capital Loss Carry Forwards:



 (1/2)($96,000) = $48,000 But Max deductible

$   48,000
Taxable Income







           Nil

Non-Capital Loss remaining for use by purchaser Stella d’Oro:  

Net Business Loss January to May 


$47,000

Amount Deducted in current year


(23,300)

Non-Capital Loss from last year:


   ($189,000 - $114,000 carried back)


  75,000
Total Non-Capital Loss Available to Stella d’Oro
$98,700
Part B:  Nicastro makes only those elections necessary to absorb their capital losses:

· Nicastro was forced to sell some of the business assets last year in order to meet cash flow needs. This resulted in an allowable capital loss of $48,000 [(1/2)($96,000)].

· Nicastro also had to write down its Preferred Shares and Common Shares:


Allowable Loss on Preferred Shares
   (   7,200)
= $14,400 total loss

Allowable Loss on common Shares
   (   2,000)
= $  4,000 total loss
Total Allowable Capital Loss
              ($ 9,200)
=$18,400 total loss
· In total, Nicastro must generate enough capital gains to absorb all of these capital losses ($96,000 + $18,400 = $114,400)

· To get these gains, Nicastro should choose to write up their undepreciable asset, the land – writing up depreciable assets will also create unwanted business income

· Thus:

· Acquisition cost  of land
$ 85, 000

· Desired Gain


  114,400
· Write-up on land


$199,400

As a result of these revisions, Nicastro’s Business Income/Loss is:

Loss from Operations (as stated)

($79,000)

Terminal Loss on Equipment


(  10,000)
Net Business Income/Loss Jan. to May
($89,000)

Given these changes, the revised NIFTP and Taxable Income for Nicastro is:

3(a)  Income from All Sources:


Net Rental Income






$  5,500
3(b)  Net Taxable Capital Gains:


Gain on Land



$57,200


Loss on Preferred Shares

(   7,200)


Loss on common Shares

(   2,000) 


  48,000











$53,500

3(c)  Subdivision e Deduction (doesn’t apply)

3(d)  Current Year Losses:


Net Business Loss January to May ($89,000)

   BUT leave room to deduct Net Capital Loss


   Of $48,000 [(1/2)($96,000)].from gain of $65,000


Net Business Loss to be deducted



(  5,500)
NIFTP









$48,000

Division C Deductions:


Net Capital Loss Carry Forwards:




$   48,000
Taxable Income







           Nil

Non-Capital Loss remaining for use by purchaser Stella d’Oro:


Net Business Loss January to May 


$  89,000

Net Business Loss deducted



      5,500

Non-Capital Loss from current year


$  83,500


Non-Capital Loss from last year:


   ($189,000 - $114,000 carried back)


    75,000
Total Non-Capital Loss Available to Stella d’Oro
$158,500
Part C:  Advice

	Non-Capital Loss Available to Stella d’Oro in Part A
	$  98,700

	Non-Capital Loss Available to Stella d’Oro in Part B
	$158,500

	Difference
	$59,800


· Stella d’Oro must:

· Continue in the same or similar line of business as Nicastro

· Generate profits from this line of business to absorb the losses acquired from Nicastro

· If this is true, Stella d’Oro would prefer alternative B

· IF Stella d’Oro is not in the same or similar line of business or does not intend to carry on the business, the losses have little value to Stella d’Oro
· In this case, Stella d’Oro would benefit from the higher asset values created under alternative A  (higher asset values for land and building would mean higher CCA deductions)
(non-expiring, therefore company deducts         non-capital losses before net capital losses)








