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Mid-Term Exam #1 (2 hours)


ADM 3345 – Tax I
February 7, 2015
Student Name::  _______________________________________________________________

Student I.D.:  _________________________________________________________________

	Question #1


	/15

	Question # 2


	/12

	Question # 3


	/25

	Total:


	                                  /52                           /100


	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 integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


Question #1:  Employment Income  (15 Marks)
Ms. James has been employed as a music agent in Vancouver by Pacific Talent Inc., a private talent agency, at an annual salary of $60,000.  Given limited advancement opportunities at Pacific Talent, Ms. James accepted a position as Talent Director with Toronto’s publicly-traded Starr Talent Agency Inc. (STA) effective May 1, 2014 at an annual salary of $84,000, plus commissions and bonuses.  

Other Information:
1. Because the job required frequent travel to the homes of various STA celebrities, STA provided Ms. James with a company-owned Jaguar XKR 100 on May 1, 2014.  The car cost $86,000 and was in keeping with the image the company wished to project.  Ms. James has driven the vehicle a total of 78,000 kilometers, of which 12,500 kilometers were for personal use.  Ms. James did not reimburse her employer for her personal use of the automobile.

2. There was no pension plan at Pacific Talent; however, at STA Ms. James contributed $2,500 to the company’s registered pension plan.  The company also contributed $2,500 on her behalf.
3. Ms. James attended an important music conference in Los Angeles in November.  She paid $1,025 for airfare and $3,650 for accommodation.  In addition, she paid $4,600 for meals and entertainment as she courted up-and-coming musicians to sign with STA.  Upon her return, STA reimbursed her for all the conference expenses.

4. Ms. James was very successful at STA.  Several clients from Pacific Talent left to join her at her new company and she was able to sign on several new clients who became hits during 2014.  As a result Ms. James earned commissions of $125,000 during 2014 and received a $60,000 bonus, half paid in December 2014 and the other half due in February 2015.

5. At STA, Ms. James had been given options to buy 5000 shares of her employer’s stock at a price of $15 per share.  At the time the options were granted, the shares had a fair market value of $10 per share.  On September 15, 2014, when the shares had a fair market value of $16 per share, Ms. James exercised her option and purchased 700 shares.  She anticipates keeping the shares for at least two years and did not make any elections related to her purchased shares.  
6. On October 1, 2014, Ms. James received a $250,000 loan from STA to purchase a home in Toronto.  The loan requires annual interest payments at a rate of 1% but Ms. James won’t pay the interest until January 30, 2015.  The prescribed rates for 2014/15 were as follows:

1st quarter 2014:   90 days @ 3%


2nd quarter 2014:  91 days @ 2%
3rd quarter 2014:  92 days @ 1%
4th quarter 2014:  92 days @ 1%

1st quarter 2015:   90 days @ 2%

Required:

Calculate Ms. James’s minimum net employment income for the year ending December 31, 2014.

Show ALL your calculations to obtain full marks!

Solution to Question #1:

Ms. James’s net employment income is:

Gross Salary:


Pacific Talent (4 months @ $5,000)




$  20,000
2 Marks

Starr Talent (8 months @ $7,000)




    56,000
2 Marks
Commissions








  125,000
1 Mark

Bonus Received







    30,000
1 Mark
Registered Pension Plan Contributions




(   2,500)
1 Mark
Automobile Benefit:  (See Note 1)





   16,272
5 Marks
Loan Benefit: (See Note 2)






            0
2 Marks
Stock Option Benefit ($16-$15)700 shares




        700
1 Mark
Net Employment Income






$278,115
Note 1:  Automobile Benefit:

Standby Charge:


(12,500/1,667 X 8)(2%)($86,000) (8)




$12,897
   (12,500/13,336) )(2%)($86,000) (8)
=
1 Mark           1 Mark     1 Mark

Operating Cost Benefit:


(12,500 personal Km)($0.27)
$3,375

1 Mark

(1/2)( $12,934)

$6,449

1 Mark

$  3,375









 
$16,272
Note 2:  Loan Benefit


Imputed Interest

$250,000 x( 1% imputed – 1% paid) x 92/365 =   $0

 
 
1 Mark

 1 Mark
Deduct 1 Mark if the student deducts the stock option deduction or the $25,000 home loan exemption that belongs in Division C

Question #2:  Short Answer Questions   (2 Marks each =  12 Total Marks)
	Question
	Answer

	To be deemed a resident of Canada, an individual must sojourn in Canada for at least what period of time?

	183 days

	Mark was born and raised in Ontario.  After graduation, he continued to live in Ontario with his parents until June 2014, earning $36,000 during that period.  After a terrible fight with his parents, Marc quit his old job, resigned all his social memberships, closed all his bank accounts, packed up all his possessions and moved to Nova Scotia on July 1, intending never to return.  From July 1 - December 31, 2014, Marc earned another $40,000 at his new location.  On what day did Mark cease to be a resident of Canada?


	Never


	Martin worked in Alberta for a Canadian development company.  On April 1, 2014, the company sent Martin to Indonesia for a 3-year posting.  Martin’s family enjoyed Indonesia so much that the entire family sold everything in Alberta and moved to Indonesia effective August 1, 2014.  The company paid Martin a total of $38,000 during the period he lived in Canada and another $120,000 during the period he was in Indonesia.  On what date did Martin cease to be a resident of Canada?


	Never – he’s employed by a Canadian company and his placement is temporary (3 Years)

	Continuing from above - When she arrived in Indonesia, Martin’s wife began an export business of her own in September, 2014.  She operated the business as a proprietorship and earned $115,000 in business income.  How much of this income will be taxed by Canada?

	None – she has no more ties to Canada

	International Imports Ltd. was incorporated in Canada in 1950.  As it grew, the company moved its operations and management to Seattle, Washington, U.S.A. on January 1, 1975 and since that date has had no further activities in Canada.  Does CRA consider this company a Canadian resident for tax purposes?


	Yes, it was incorporated before April 27, 1965

	On April 1, 2000, HotHeads, a British recruiting firm established offices in Vancouver, Edmonton, Toronto and Montreal as part of its international expansion.  The “mind and management” of the company remains in London, England, but local management and staff  operate each office.  Would the company be considered a resident of Canada for tax purposes?

	Yes – it has operations here


Question #3:  CCA and CEC (25 marks)

WoodCraft Ltd. was incorporated on October 1, 2011 and selected a December 31 year end for the first fiscal year of the company.  The company paid incorporation costs totaling $5,000.  
On October 1, 2011, the company purchased a building for $250,000 (class 1 – 4%).  On November 1, 2011 the company bought out a competitor.  The company paid $15,000 for the existing inventory and $10,000 for various furniture and equipment (class 8 – 20%).  Although only in operation for 92 days, the company realized a 2011 Net Income for Tax Purposes of $56,275.

By March 2013, the company expanded by  acquiring an additional $10,000 of equipment (class 8 -20%).  It also sold some of the existing older class 8 equipment which had originally cost $8,000 for $5,000.
In 2014, the company was so successful it was purchased by a major national competitor.  The company sold all it assets, receiving $300,000 for the building, $10,000 for the equipment and $50,000 for goodwill.
In order to minimize its taxes payable, the company annually claims the maximum deductions permitted under tax law.
Required:

Using correct format, identify any and all tax consequences the company will incur on each of its asset pools (tangible and intangible) from the date of incorporation through 2014.
Show all your calculations
If required, round decimal points up to the nearest dollar.

Solution to Question #3:


For the building:
Capital Cost of the building
$250,000

2011 CCA (4%)($250,000)(1/2 year rule)(92/365)
 (   1,260)

(1 Mark)
    (1 Mark)
     (1 Mark)
UCC Balance
$248,740
2012 CCA (4%)($248,740 or flow through number)
 (    9,954)
(1 Mark)
UCC Balance
$238,787
2013 CCA (4%)($238,787 or flow through number)
 (    9,552)
(1 Mark)
UCC Balance
$229,235
2014:  Disposition – Deduct lesser of:


Capital Cost $250,000 or


Proceeds of Disposition $300,000
(250,000)   
(1 Mark)
Recaptured CCA
$20,764
(1 Mark)
1 Mark for correct terminology
For the equipment:
Capital Cost of the Equipment
$10,000

2011 CCA (20%)($10,000)(1/2 year rule) (92/365)
(    252)
     
(1 Mark)        (1 Mark)        (1 Mark)
UCC Balance
$  9,748
2012  CCA (20%)($9,748)
(1,950)
UCC Balance
$  7,798
(1 Mark)

2013Additions
$10,000

2013 Dispositions
(5,000)

½ net additions
   (2,500)
CCA base 
                                                                                $ 10,298
(1 Mark)
2013 CCA (20%)($10,298)                                                       (  2,000)
(1 Mark)
½ net additions
   $2,500

UCC Balance
$ 10,738
(1 Mark)
2014:  Proceeds of Disposition $10,000                                    (10,000)
Terminal loss
$        738
(1 Mark)


(1 Mark for correct terminology)
Solution to Question #3:


For the Eligible Capital Property
2011 Incorporation Costs ($5,000)(3/4)
$3,750 
 
(1 Mark)
2011 CEC amount (7%)($3,750)(92/365)
         (66)

(1 Mark)
(1 Mark)  

(-1 mark if ½ year rule used)

CEC Balance
$3,684
2012 CEC amount (7%)($3,684)
   (     258) 

(1 Mark)
CEC Balance
$  3,426
2013 CEC amount (7%)($3,426)
   (     240) 

(1 Mark)
CEC Balance
$  3,186

2014 Proceeds from sale ($50,000)(3/4)
(37,500) 
(1 Mark)
Balance after sale
($34,314)
The negative $34,314 is comprised of:

Recapture of CEC claimed ($66 + 258 + 240)

       $     564
(1 Mark)

Capital Gain component ($34,314 – 564) = $33,750 x 2/3

       $22,500  
(1 Mark)
Income inclusion
 
       $20,824
If the student does not open the CEC account with the incorporation costs or adds an incorrect amount into the CEC balance in 2011 all subsequent numbers will be incorrect.  In that case:

· Give 1 mark in total if the student used a 7% amortization rate in the applicable years, and

· Recapture/Capital Gain/Income inclusion marks should be available using flow-through number
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