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Term Test #1 (1 hour and 10 minutes)


ADM 4344A – Tax II

September 29, 2015
Prof. Kathryn Pedwell

Student Name::  _______________________________________________________________

Student I.D.:  _________________________________________________________________

	Question #1


	/14 

	Question # 2


	/24

	Question # 3


	/22

	Total:


	                                 /60                           /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:  Taxable Income from Business (14 Marks)
Distracted Industries Inc. has just completed its fiscal year ended December 31, 2015.  The accountant has determined that for financial statement purposes the company has experienced a Net Loss before Taxes for the year of $113,000.  The accountant has also provided the following information that was used in the determination of that Net Loss:
Additional Information:
1. The company was forced to pay damages of $12,300 for failure to perform a service contract.  The amount was paid when the client threatened to bring legal action and the entire $12,300 was expensed in the current year.

2. The company incurred the following property tax expenses:

· $18,400 for their current factory location
· $  1,100 for the adjacent land, and
· $  17,000 to the regional municipality in which the company maintains a fishing lodge for its executives

3. In 2012, the company purchased the vacant land adjacent to the current factory location with the intention of using the land to expand the factory facilities.  Upon purchase, the company bulldozed the land flat, paved the surface and provided the property to their employees as free parking space.  
4. When the company purchased the vacant land in 2012, there was a small building on the land that was included in the purchase.  The company had allocated $25,000 of the purchase price to the cost of the building.  Although the net book value of the building was $23,000, because the company had never used the building and it remained in good condition, the company was able to sell it this year for $30,000.  The UCC of the building was $22,000.
5. The company’s CEC account balance at the beginning of 2015 was $15,600.

6. The company’s expenses included contributions to registered charities of $13,700.

7. The company’s expenses included a $9,800 amortization expense for landscaping undertaken in 2011 at a total cost of $49,000.
8. The company deducted a loss of $10,100 resulting from a theft by one of its employees.

9. The current salary expense included a bonus payable to the company’s president in the amount of $15,000.  However, the bonus will not be paid until February 1, 2017.

10. The company’s insurance expense included the premium on a whole life policy on the life of the president’s wife in the amount of $9,500.  This premium is not part of the employees’ group life policy; however, the proceeds of the life insurance are payable to the company.
11. During the year, the company changed insurers and all of its assets had to appraised.  The cost of the appraisal was $4,150 and the entire amount was expensed during the year.

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

13. The company’s offices were renovated during the current year.  Renovations included the installation of plumbing and air conditioning systems, as well as rewiring.  The renovations totaled $153,000 and were expensed on the financial statements under repairs and maintenance expenses.

14. The president and his wife attended a convention that resulted in a $5,200 travel expense for the company.  Of this amount, $1,900 related to the fact that his wife accompanied the president on the trip.

15. The company’s interest expense included bond discount amortization in the amount of $950.

16. The company’s legal expenses for the year amounted to $10,500 and were related to the following transactions:

a. Defense of breach contract (See item 1)


$2,450

b. Cost of amending articles of incorporation

  3,600

c. Defense costs related to income tax assessment

  4,450

17. The company’s expenses included a total amount of $12,500 for business meals and entertainment.

Required:
Calculate the Business Income (Loss) for Tax Purposes for Distracted Industries Inc.
Show all your calculations to obtain full marks!

Solution to Question #1:

The Business Income for Distracted Industries Inc.  is:

Accounting Loss of Distracted Industries




($113,000)
Additions/Deductions:


Property Tax on Vacant Land

$  1,100
1 Mark

Property Tax on Fishing Lodge
  17,000
1 Mark

Accounting Gain on Land

(   7,000) 
1 Mark

Charitable Donations


   13,700
1 Mark

Landscaping Amortization

     9,800
1 Mark

Insurance Premium for Wife

     9,500
1 Mark
Renovations



 153,000
1 Mark
Wife’s Convention Expenses

     1,900
1 Mark
Bond discount amortization

        950
1 Mark
Legal Exp. For Amendment
.
     3,600
1 Mark
Meals & Entertainment

      6,250
1 Mark
CEC deduction:

   Beg. Bal.


$15,600

   Amendment( 3,600)(3/4)
     2,700
   Total



$18,300

1 Mark for correct total
Amortize @
 

         7%

1 Mark for 7%





(   1,281) 
Total Adjustments



$208,519


   208,519
1 Mark
Business Income for Tax Purposes





$  95,519
Question #2:  Acquisition of Control  (24 Marks)
Buy-A-Wreck Ltd. sold older-model used cars but the recession really hurt business!   After two years of heavy losses, the owner finally accepted an offer of a competitor to buy him out effective October 1, 2015.
For the 273-day period, January 1 to September 30, 2011, Buy-A-Wreck Ltd. incurred a $76,000 operating loss, in addition to the $105,000 business loss incurred in 2014 and the $50,000 loss in 2013.  Although Buy-A-Wreck Ltd. had attempted to mitigate cash flow problems by selling capital assets, only capital losses were incurred on the sale of these assets.  Capital losses totaled $83,500 in 2014 and $67,750 in 2013.
Buy-A-Wreck Ltd. has the following assets:
	Asset
	Cost
	UCC
	FMV

	Inventory
	$2,500,000
	
	$1,575,000

	Furniture & Fixtures (Class 8 @ 20%)
	$   150,000
	$125,000
	$   105,000

	Building (Class 1 @ 4%)
	$   350,000
	$300,000
	$   425,000

	Land
	$   100,000
	
	$   160,000


Buy-A-Wreck Ltd. intends to utilize Election 111(4) to dispose of its remaining capital assets.  With the income generated from the election, it is the intention of Buy-A-Wreck Ltd.  to deduct as much of its capital loss carry overs as possible to reduce its Taxable Income in its final year to zero.
Required:
A. For each asset, identify the tax consequence associated with disposing the asset utilizing Election 111(4).  (A table has been provided for your convenience but if you don’t find it convenient, use the remainder of the page.)
B. Calculate the current year’s Business Income/Loss only for Buy-A-Wreck Ltd..
C. Using the aggregating formula, calculate the Taxable Income for Buy-A-Wreck Ltd. for the period January 1 to September 30, 2011.

D. Identify the amount of net capital loss carry forward lost by Buy-A-Wreck Ltd. because of the acquisition.

E. Identify the amount of non-capital loss carry over available to the acquiring company.

Show all your calculations to obtain full marks!

Solution to Question #2:
A.   For each asset, identify the tax consequence associated with utilizing Election 111(4).

	Asset


	Cost
	UCC
	FMV
	Tax Consequence(s)

	Inventory

	$2,500,000
	
	$1,575,000
	Business Loss:   $925,000

(1) (1)



	Furniture & Fixtures

	$150,000
	$125,000
	$105,000
	Terminal Loss:  $20,000 

(1)                  (1)


	Land


	$100,000
	
	$160,000
	Capital Gain: $60,000

(1) (1)



	Building


	$350,000
	$300,000
	$425,000
	CCA Recapture:  $50,000

(1) (1)

Capital Gain: ($425,000-350,000)= $75,000

(1) (1)




B. Calculate the current year’s Business Income/Loss only for the Buy-A-Wreck Ltd.
Business Income (Loss)


(  76,000)


Loss on Inventory



(925,000) 
1 Mark

CCA Recapture on Building


    50,000
1 Mark

Write-down on Furniture Terminal Loss
    20,000
1 Mark

Total Business loss in 2015


($971,000)
C. Using the aggregating formula, calculate the Taxable Income for Buy-A-Wreck Ltd. in 2015.

When students use the aggregating formula -
-
-
-

-
1 Mark
3(a)  Income from All Sources:






0
1 Mark
3(b)  Net Taxable Capital Gains:


Building



  $75,000

Land




    60,000






$135,000 X ½ =

$ 67,500
1 Mark
3(c)  Subdivision e deductions





       N/A

3(d)  Current Year Losses


Business Loss  ($971,000 – none of which should be deducted)
 ----------0    1 Mark for 0



  1 Mark
NIFTP









$ 67,500

Division C Deductions:


Capital Loss Carry forward:

2014
            $ 83,500
2013

   67,750



$151,250 (1/2) = $75,625

( 67, 500) 
1 Mark







    1 Mark
Taxable Income







$  
0
Solution to Question #2 continued:
C.  Identify the amount of capital loss carry forward lost by Buy-A-Wreck Ltd. because of the acquisition.

Capital Loss Carry forward:

2014
            $ 83,500

2013

   67,750






$151,250 (1/2) = 
$75,625

Capital Loss Deducted

(67, 500)
Net Capital Loss Lost upon acquisition


$   8,125
2 Marks
D.  Identify the amount of non-capital loss carry over available to the acquiring corporation.

Non-Capital Loss Carry Forward:

2013


$  50,000
2014


  105,000

2015


  971,000
Non-Capital Loss acquired


$1,126,000
2 Marks
Question #3:  Corporate Tax Short Answer Questions (22 Marks – 2 marks per question)

	Question

	Your Answer

	What must students have turned off before class begins?  


	Cell phones and/or pagers (etc)

	A corporation purchased land and building for $1,200,000, of which $300,000 was allocated to the land.  

This year the property is sold for $2,500,000, of which $500,000 is allocated to the land.  The building had a Net Book Value of $775,000 and a UCC of $700,000. Answer the following questions:

A. What amount of accounting gain must be deducted from GAAP’s net income when adjusting that net income for tax Purposes:

B. What is the amount of CCA Recapture that results from this disposition?

C. What is the amount of Taxable capital gains that must be reported on the Income Tax Return?


	Answer A:

$1,225,000 on Bldg + $200,000 on land =
$1,425,000


	
	Answer B:

$200,000


	
	Answer C:
Bldg:


POD
2,000,000


ACB
   900,000
Gain

1,100,000

Gain on Land 
   200,000
Total Gain
1,300,000

@1/2

   650,000

$650,000

	How long can a capital loss be carried forward?


	Indefinitely

	What is the maximum amount of Charitable Contribution that can be deducted in Division C?


	75% (3/4) of Net Income for Tax Purposes (NIFTP)


	Identify the number of years for which a Charitable Contribution can be carried back.

	No Carry Back Provision

	Dividends received from foreign sources are deductible under Division C.  True or False?


	False


	Lossco had initially purchased a building for $775,000.  Although the building’s current UCC is $695,000, the current fair market value (FMV) was appraised at $1,325,000.  

Lossco decides to use Election 111(4)(e) to transfer the building at FMV to the company acquiring Lossco   

What amount will be the ACB of the building for the acquiring company?

What amount will be the beginning UCC of the building for the acquiring company?


	ACB:

$1,325,000

	
	UCC:

$695,000 + $275,000 (1/2 of Lossco’s Capital Gain) =

$970,000



	What is the basic Federal tax rate?


	38%
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