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Term Test #1 (1 hour)

ADM 4344A – Tax II

September 23, 2014
Prof. Kathryn Pedwell

Student Name::  _______________________________________________________________

Student I.D.:  _________________________________________________________________

	Question #1


	/18 

	Question # 2


	/22

	Question # 3


	/20

	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 (18 Marks)
Maritime Signs Inc.’s shares are publicly traded.  During the taxation year ending December 31, 2014, Maritime Signs earned a Net Income, prepared according to GAAP, of $1,375,000.00
Other Information:

1. Revenues include dividends from taxable Canadian corporations in the amount of $25,000.

2. Accounting Net Income also includes a gain/income of $125,000 from discontinued operations.  Maritime Signs owned a piece of property which included land and a factory building which it no longer used.  It had purchased the land for $100,000 and this was also the market value of the land at the time of disposition.  The building had an initial capital cost of $500,000.  It was the only asset in Class 1 which at the time of sale had a UCC balance of $350,000.  The entire property, land and building was sold for $625,000.
3. Amortization included in the accounting expenses amounts to $225,000.  Maximum deductions for CCA amount to $287,000, without consideration of the building that was sold.

4. Expenses include interest and penalties of $500 resulting from a failure to file the previous year’s tax return on time.

5. Expenses include a deduction for charitable donations in the amount of $13,500

6. The opening balance in the company’s Cumulative Eligible Capital account is $85,000.  Maritime Signs has made no deductions on their Financial Statements for this account since none of the Goodwill is impaired.
7. The company has available non-capital loss carry forwards from previous years that total $35,000 and a net capital loss carry forward from 1996 of $45,000 [(75%)($60,000)].
Required:
Using proper aggregating formula format:

1. Calculate the Net Income for Tax Purposes for Maritime Signs Inc.
2. Calculate the Taxable Income of Maritime Signs Inc.
3. Calculate the minimum Federal Part I Tax Payable by Maritime Signs Inc.
Show ALL your calculations to obtain full marks!

Solution to Question #1:

The NIFTP, Taxable Income and Taxes Payable for Maritime Signs Inc. is:








2 Marks for using Aggregating Formula
3(a)  Income from all Sources:




Dividends of $25,000 can be reported separately, then

Accounting Income would be $1,350,000

Net Income Before Income Taxes






$1,375,000
Adjustments:


Accounting’s Discontinued Operations
(125,000) 
1 Mark

CCA Recapture on Building


  150,000
1 Mark

Interest and Late Penalties


         500
1 Mark

Accounting Amortization


  225,000
1 Mark

Deduct CCA:




(287,000) 
1 Mark

Charitable Donations



    13,500
1 Mark

Amort of CEC (75%)($85,000)

(    5,950) 
1 Mark
(      28,950
Net Income from Business Operations





$1,346,050
3(b)
Net Taxable Capital Gains


   Taxable Capital Gain on sale of Building:


   ($625,000-$100,000 for land)- ($500,000 for Bldg)(1/2)
2 Marks
       12,500
3 (c)
Subdivision e Deductions







    0

3 (d)
Current year Losses








    0
Net Income For Tax Purposes







$1,358,550
Division C Deductions:


Dividends




  25,000
1 Mark

Charitable Donations



  13,500
1 Mark

Non-Capital Loss Carry Forward

  35,000
1 Mark

Net Capital LCF  ($60,000) (50%) max
  12,500
1 Mark
(      86,000)

Taxable Income








$1,272,550
Taxes Payable by Maritime Signs Inc:

Basic Federal Tax (38%)($1,272,550)


$483,569
(1 Mark for 38%))
Abatement (10%)($1,272,550)



(127,255)
(1 Mark for 10%)
General Rate Reduction(13%)($1,272,550)


(165,432)
(1 Mark  for 13%)
Federal Tax Payable





$190,882
Question #2:  Acquisition of Control  (22 Marks)
Laugh-out-Loud Joke Shop Inc. sold party favours, puzzles, and other humorous items but the recession really hurt business!  People were buying necessities instead of shopping at the Laugh-out-Loud Joke Shop.  After two years of heavy losses, the owner finally accepted an offer of a competitor to buy him out effective September 1, 2014.
For the 243-day period, January 1 to August 31, 2014, Laugh-out-Loud Joke Shop Inc.. incurred a $20,000 business loss, in addition to the $105,000 business loss incurred in 2013 and the $50,000 loss in 2012.  Although Laugh-out-Loud Joke Shop Inc. had attempted to mitigate cash flow problems by selling capital assets, only capital losses were incurred on these assets.  Capital losses totaled $83,500 in 2013 and $67,750 in 2012.
The following are the assets the Laugh-out-Loud Joke Shop intends to sell to the purchaser:
	Asset
	Cost
	UCC
	FMV

	Inventory
	$1,250,000
	
	$1,100,000

	Furniture & Fixtures (Class 8 @ 20%)
	$   150,000
	$115,000
	$     95,000

	Building (Class 1 @ 4%)
	$   350,000
	$300,000
	$   450,000

	Land
	$   100,000
	
	$   150,000


Laugh-out-Loud Joke Shop Inc.. 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 Laugh-out-Loud Joke Shop Inc. 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 bottom of the page to provide your answer.)
B. Calculate the current year’s Business Income/Loss only for Laugh-out-Loud Joke Shop Inc.
C. Using the aggregating formula, calculate the Taxable Income for Laugh-out-Loud Joke Shop Inc. for the period January 1 to August 31, 2014.

D. Identify the amount of net capital loss carry forward lost by Laugh-out-Loud Joke Shop Inc. 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!
Round up to two decimal places.
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)       (Marks are in Bold)

	Inventory

	$1,250,000
	
	$1,100,000
	Business Loss:   $150,000

(1) (1)



	Furniture & Fixtures

	$150,000
	$115,000
	$95,000
	Terminal Loss:  $115,000 – $95,000= $20,000
(1) (1)



	Land


	$100,000
	
	$150,000
	Capital Gain: $50,000

(1) (1)


	Building


	$350,000
	$300,000
	$450,000
	CCA Recapture:  $50,000

(1) (1)

Capital Gain: ($450,000-350,000)= $100,000

(1) (1)




B. Calculate the current year’s Business Income/Loss only for the Laugh-out-Loud Joke Shop Inc.
Business Income (Loss)


(  20,000) 
1 Mark

Loss on Inventory



(150,000) 
1 Mark

CCA Recapture on Building


    50,000
1 Mark

Terminal Loss on Furniture:


(   20,000) 
1 Mark

Total Business loss in 2014


($140,000)
C. Using the aggregating formula, calculate the Taxable Income for Laugh-out-Loud Joke Shop Inc. in 2014.

When students use the aggregating formula -
-
-
-

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






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


Building



  $100,000

Land




      50,000






$150,000 X ½ =

$75,000
1 Mark
3(c)  Subdivision e deductions





       N/A

3(d)  Current Year Losses


Business Loss  ($140,000 – none of which should be deducted)
 ----------0    1 Mark for 0
NIFTP









$75,000

Division C Deductions:


Net Capital Loss Carry forward:

2013
            $ 83,500
2012

   67,750



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

( 75, 000) 
1 Mark







    1 Mark
Taxable Income







$  
0
Solution to Question #2 continued:
C.  Identify the amount of net capital loss carry forward lost by Laugh-out-Loud Joke Shop Inc. because of the acquisition.

Net Capital Loss Carry forward:

2013
            $ 83,500

2010

   67,750






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

Capital Loss Deducted

(75, 000)
Net Capital Loss Lost upon acquisition


$      625
1 Mark
D.  Identify the amount of non-capital loss carry over available to the acquiring corporation.

Non-Capital Loss Carry Forward:

2012


$  50,000
2013


  105,000

2014


  140,000
Non-Capital Loss acquired


$295,000
1 Mark

Question #3:  Short Answer Questions (20 Marks – 2 marks per question)

	Question
	Your Answer

	The taxpayer, a courier company, incurred parking tickets in the normal course of business.  These expenses were deducted on the F/S.  Are they deductible for tax purposes?

	No

	What is the dividend gross-up for eligible dividends?
	38%

	Once a dividend has been paid the value of the shares declines.  An investor who immediately sells those shares may incur a loss – resulting in two tax benefits:  preferentially taxed dividends and a deductible capital loss.  This scheme is now prevented through the introduction of what rule?

	Stop Loss Rule

	For how many years 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)


	When a company is acquired, it stands to lose all of its capital losses.  However, it can make an election to dispose of assets at higher values in order to generate capital gains to net against these losses.  What is the name or Income Tax designation of this election?


	Election 111(4)

	When a Canadian corporation earns income abroad, what must be done to the Abatement?


	It must be prorated

	 “GRR” is an acronym for what tax provision?


	General Rate Reduction

	What does tax call assets such as patents, trademarks, etc.?


	Eligible Capital Property

	For how many years can a non-capital loss be carried forward?


	20 Years
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