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Mid-Term Exam #2 (2 hours)

ADM 3345 – Tax I
March 21, 2015
Student Name::  _______________________________________________________________

Student I.D.:  _________________________________________________________________

	Question #1


	/14 

	Question # 2


	/30

	Question # 3


	/22

	Total:


	                                  /66                           /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:  Business Income  (11 Marks)
Amazing Gametech Incorporated (AGI) designs and video games for the consumer market throughout Canada.  AGI has just completed the company’s financial statements for the year ended December 31, 2014.  Below is the company’s income statement:

Gross Revenues


$2,450,000

Total Expenses


( 2,325,000)

Net Income



$   125,000

The following information was used in the preparation of these financial statements:

1. AGI has found that entertaining local distributors and the local executives of national game store chains is a successful strategy for improving sales.  Thus the company purchased season’s tickets to major sporting events, distributed free passes to Comicon and generally wined & dined their best local prospects.  The expenses for these activities during 2014 totaled $60,000.

2. The company donated and expensed $10,000 in charitable contributions.

3. The company’s Cost of Goods Sold was $375,000.  This included $60,000 for a Reserve for Inventory Obsolescence.  The accountant is concerned that some of the company’s video games may become obsolete when newer games capture the market’s interest.

4.  The company reported a loss of $5,000 resulting from a theft by one of the company’s employees.
5. The company’s property tax expense of $15,700 is for tax levies against two adjacent properties.  A tax of $10,700 was levied on the company headquarters and a tax of $5,000 was levied on the adjacent vacant land.  The company plans to expand their facilities onto the adjacent land, but currently it remains vacant and is used as a temporary parking lot by the employees.  The company collected a nominal $2,000 in parking revenues on the land in 2014.
6. Amortization expense on AGI’s building, equipment, and furniture & fixtures (FFE) was $93,500.  

7. In 2012, the company spent $60,00 in total landscaping costs.  The accountant determined the amount should be amortized straight-line over a 5-year period commencing in 2012.  As a result, $12,000 of landscaping costs were expensed in the current year.  
8. The company was forced to pay damages of $215,000 to settle a lawsuit claiming one of the company’s games infringed on another company’s patent.  The amount was expensed on the Income Statement during 2014.

9. The company’s expenses include $75,000 in bonuses to management declared at the end of 2014.  These bonuses will be paid on January 15, 2015.  
10. 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 $5,500 and the entire amount was expensed during the year.

11. Bad debt expense amounted to $11,000.

12. The balance in the company’s CEC account was 6,000 at January 1, 2014.
13. AGI’s Vice-President of Marketing attended an very important trade show in Los Angeles, California in March 2014.  She used the opportunity to aggressively market the company’s newest software and realized considerable success while doing so.  AGI reimbursed her the entire costs of attending the trade show including $1,250 for airfare, $3,500 for accommodation and $4,000 for meals and entertainment of prospective clients.  The total $8,750 in costs were expensed on the Financial Statements.

14. CCA on AGI’s building, equipment, and furniture & fixtures (FFE) is correctly calculated as $105,700.

15. The company’s legal expenses for the year amounted to $31,550 and were related to the following transactions:

Review of sales contracts



$  2,550

Costs of legal action




$20,000

Reorganization of Corporation and filing

Amended Articles of Incorporation

$  9,000

16.  When the company purchased the vacant land next door, it had been used for parking by the previous owner.  There was a small wooden maintenance shed on the land and when the property was purchased, $5,000 of the total purchased price was allocated to the shed.  In 2014, the company sold the shed for $6,000. The NBV of the shed was $4,200 and the UCC was $4,250.  The shed was the only remaining asset in its CCA class.
17. The company purchased a new vehicle for the company president at a cost of $75,000 (Class 10 @ 30%) on January 1, 2014.  As, well, during 2014 the company paid gross operating costs of $8,450, and these costs were already expensed on the income statement.  The president drove the vehicle a total of 77,000 kilometers, 52,000 of which were carefully documented business travel.  In December 2014, the president decided to reimburse the company a total of $3,000 for his personal usage of the company vehicle during 2014.  This cheque is post-dated to January 5, 2015.
Required:

Calculate Amazing Gametech Incorporated (AGI)’s Net Income for Tax Purposes (NIFTP) for the year ending December 31, 2014 on the assumption that AGI claims the maximum deductions available to them for tax purposes.

Solution to Question #1:
(14 Marks)
Net Income









$   125,000

Adjustments:

Non-deductible portion of local meals
   30,000
(1 Mark)
Charitable Contributions


   10,000
(1 Mark)
Reserve for Inventory Obsolescence

   60,000
(1 Mark)
Tax on Vacant Land ($5,000 - $2,000)
     3,000
(1 Mark)
Amortization Expense of FFE

   93,500
(1 Mark)
Landscaping




   12,000
(1 Mark)
Non-deductible conference meals

     2,000
(1 Mark)

Non-deductible Legal fees


     9,000
only mark for below
CEC:  ([$6,000 +(3/4)($9,000)]X 7%)
   (   893)
(2 Marks – (1ea: (3/4)($9,000 & 7%)
CCA on FFE




(105,700)
(1 Mark)
Accounting gain on shed


(    1,800)
(1 Mark)

CCA Recapture on shed


         750
(1 Mark)

President’s Reimbursement for Vehicle
     3,000 
(1 Mark)
CCA on new company vehicle:

 ($30,000 max. x 30% x 1/2)

    (4,500) 
(1 Mark)










$    110,357
Net Income (Loss) For Tax Purposes






$   235,357
Deduct 1 Mark in total if students include one or more of the following items that don’t belong in the calculation:

· Theft by employee

· Breach of contract damages

· Bonuses payable to management

· Bad debt expense

· a calculation for the President’s vehicle usage.
· Appraisal costs

Question #2:    Property Income   (30 Marks total)
Property Income   Part 1  (12 Marks)
During the current year, Amelia sold the following assets:






Proceeds
   ACB   
Selling Expenses

Boat



$15,000
$22,600

$500

Jewellery


$3,000

$   800


   Nil


Stamp Collection

$   750

$1,750


   Nil


Antique Vase


$3,500

$1,200


$100

(A)  Required: 
For each item, calculate the amounts of capital gain or loss that Amelia incurs when she sells that item.  Show all your calculations to obtain full marks!
Solution:
  Boat   

Jewellery

Stamps


Vase
Proceeds
$15,000

$3,000


$1000
(1 Mark)
$3,500
ACB

(22,600) 

(1,000)  (1 Mark)
(1,750)


(1,200)
Selling Exp.
(     500) (1 Mark)
(       0)


(       0)


(   100) (1 Mark)
Capital Gain
   Or (Loss)
(  8,100)

$2,000


(   750)


$2,200


(1 Mark)

(1 Mark)

(1 Mark)

(1 Mark)
(B) Required:
How will Amelia report her capital gains or losses on her income tax return from the sale of her boat, her jewelry, her stamp collection and her antique vase?

Show all your calculations to obtain full marks!
For separating LPP and PUP - - - - - - - - - - - - - - - - - - - -
1 Mark
LPP:
Jewellery



   $2,000

Stamp Collection


   (   750)
Taxable Capital Gain on LPP


   $1,250  X  ½  =
$   625
(1 Mark)
PUP

Boat (loss disallowed)
    

        NIL  - -
- - -
(1 Mark)
Antique Vase



   $2,200





   $2,200 X  ½  =
$1,100
(1 Mark)
Total Taxable Capital Gain from PUP & LPP


$1,725
Property Income   Part 2    Short Answer Questions  (2 Marks per answer = 18 Marks total)
Provide only the answer in the right hand column.  

	Question


	Answer ONLY

	During the current year, the taxpayer receives $3,500 in non-eligible dividends from taxable Canadian corporations.  What is the amount of Taxable Dividend the taxpayer must report on their Income Tax Return?


	$3,500 X 118% =

$4,130

	Joanne has worked for ABC Company since 2011.  The company has given her a stock option plan that allows her to purchase shares from the company for $7/share until December 2015.  In 2012, Joanne purchased 500 shares of her company’s stock through her stock option plan.  She also purchased another 200 shares at $8/share through her broker.  In 2013, she purchased another 500 shares of her company’s stock through her stock option plan and an additional 100 shares from her broker at $9/share.  Early in 2014, Joanne purchased 300 shares of her company’s stock through her stock option plan and a further 300 shares at $10.00/share from her broker.  In December 2014, Joanne sold 500 shares for $6,000.  Identify Joanne’s tax consequences from this sale.

	Purchases:

200 ($8)

$1600

100 ($9)

    900

300 ($10)
  3000
600

$5,500

$5,500/600 = $9.17/share

POD

$6,000

ACB:

  (500)($9.17)
(4,585)

Capital Gain
$1,415
Tax. CG

$  707,50


	The taxpayer has lived in his personal residence continuously since purchasing it in 1996 for $150,000 and owns no other residences.  This year (2014), he sold his house for $260,000 in a private sale, therefore he did not pay real estate fees.  The purchaser has negotiated an agreement whereby  he will pay $110,000 immediately and $50,000 per year on June 15 of 2015, 2016 and 2017.  The taxpayer is aware of the reserve for such installment payments and intends to use it to minimize his taxes payable on this sale.  What is the amount of capital gains to be reported on the 2014 Income Tax Return?
	Any gain/loss on a personal residence is not taxable, therefore a reserve is not required
NIL


	During the current year, the taxpayer has been purchasing shares of BCE Inc., a publicly traded company.  Specifically, she purchased 100 shares for $3.60/share in February, 200 shares for $5.00/share in April and 500 shares for $8.00/share in November.  Calculate the taxpayer’s average cost per share.  


	100 shares @ $3.60      $   360
200 shares @ $5.00        1,000

500 shares @ $8.00        4,000
800 shares
          $5,360
Avg Cost:  $5,360/800   =     
$6.70/share



	The taxpayer (above) became concerned that the share value will decline.  Therefore in December of 2014, the taxpayer sold 500 of her shares for $9.00 per share and paid $225 in broker’s fees on the sale.  What is the taxpayer’s taxable capital gains upon the disposition of her BCE Inc shares?


	Proceeds:   (500@$9)     $4,500
ACB:        (500@ 6.70)  (3,350)
Broker’s Fees
         (     225)
Capital Gain
           $   925
Taxable Capital Gain  =

$462.50



	Question


	Answer ONLY

	The taxpayer receives an eligible dividend of $135.00.  How much taxable dividend must the taxpayer report on his Income Tax Return?

	$135 X 138% =
$186.30

	How much total tax must the taxpayer above pay on his $135 eligible dividend if his combined federal and provincial taxes are 45% and the province offers a dividend tax credit of 25%?


	Tax  ($186.30 x 45%)   $83.84
Tax credit:

(6/11 + 25%)($51.30)  (41.05)

Tax Payable

$42.79

	For the taxpayer above, what is his after-tax retention on his dividend?

	Dividend
  $135.00

Tax

  (  42.79)

Retention
$  92.21


	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?


	$800,000

(1 Mark if they use taxable amount)


Question #3:  Capital Gains   (22 Marks)
Part A:  Calculation of Capital Gains using the Reserve
On March 1, 2014, Mr. Swanson sold a capital property with an adjusted cost base of $230,000 for a total of $500,000.  He incurred selling costs of $20,000. 
Mr. Swanson received a cash payment of $200,000 immediately on the date of sale of March 1, 2014.  He also accepts a Promissory Note from the purchaser promising to pay the remaining in balance in full on March 1, 2016.
Answer the following questions:

1. Calculate the amount of Capital Gains incurred by Mr. Swanson on the sale on March 1, 2014.

2. Calculate the amount of reserve Mr. Swanson can take during 2014 and the amount of taxable capital gains he must report on his 2014 Income Tax Return.

3. Calculate the amount of reserve Mr. Swanson can take during 2015 and the amount of taxable capital gains he must report on his 2015 Income Tax Return.

Part 1:  Total Capital Gains

POD


$500,000

ACB


( 230,000)

Selling Costs

(   20,000)

Total Capital Gains
$250,000
(2 Marks)

Question #3 Continued
Part 2:   Reserve and capital gains calculation in 2014

The Lesser of:
($250,000)($300,000  ÷  $500,000) = $150,000
(1 Mark)
($250,000)(20%)(4 years - 0 years) = $200,000
(1 Mark)
Thus Mr. Swanson will report in 2014:

Total Capital Gain

$250,000

Reserve


( 150,000)

Capital Gain


$100,000

Taxable Capital Gain

$  50,000
(1 Mark)

Part 3:   Reserve and capital gains calculation in 2015

The Lesser of:

($250,000)($300,000  ÷  $500,000) = $150,000
(1 Mark)
($250,000) (20%)(4 years - 1 year)  = $150,000
(1 Mark)
Thus Mr. Swanson will report in 2015:

Add Previous Year’s Reserve

$150,000

Reserve



( 150,000)

Capital Gain




Nil

Taxable Capital Gain

Nil
(1 Mark)
Question #3:  Capital Gains   (2 Marks each = 14 Marks total)
Part B:  Short Answer Questions on Capital Gains
	Questions
	Answers Only

	The taxpayer sold shares in the Canadian company Potash Corporation for a loss and within 30 days of the sale purchased more shares in Potash Corporation.  What is the term that the tax authorities apply to the loss?


	Superficial Loss

	The corporate taxpayer decide to locate the business on the East Coast of Canada because of all the tax incentives offered by various governments to do so.  Once there, the taxpayer purchased a piece of manufacturing equipment for $50,000.  

The federal government offered and paid a 40% tax credit to the taxpayer on this piece of equipment.  Because the equipment was energy efficient, the federal Environment Board paid an additional $12,500 energy efficiency grant to the corporation.  The provincial government paid a $15,000 subsidy on the equipment.  The municipal government also paid a $5,000 grant from its energy efficiency incentive program.  


	What is the total amount of grants & subsidies received on this equipment?

$52,500

	
	What is the ACB of the equipment for the taxpayer?

NIL

	
	How does tax treat the excess?

As Capital Gain

	The taxpayer purchased shares of the Bank of Nova Scotia in March 2014.  In June and then again in October2014, the taxpayer purchased more Bank of Nova Scotia shares.  The tax authorities use a specific name/designation for frequent purchases of common shares in the same corporation.  What do the tax authorities call these assets?


	Identical Assets

	In the divorce settlement, the taxpayer’s wife received the family’s personal residence so that the lives of children will remain fairly stable.  The taxpayer, himself, moved into one of his former rental properties.  How do the tax authorities designate this change in the rental property?

	Accept either:

Change in Use or

Deemed Disposition

	The taxpayer’s manufacturing facilities were completely lost in a fire.  The deferral provisions on replacement property permit the taxpayer to reverse any CCA Recapture and Capital Gains recognition provided replacement occurs within a specified period of time.  How much time does this taxpayer have to set his affairs in order?


	Two Years
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