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Term Test II

COURSE TITLE ADM 4344A
Date: October 22, 2015
Professor: Pedwell
Duration: 1 Hour
NAME:  __________________________________________

STUDENT #:  ______________________________________

	Question #1


	          /30                                     /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:  RDTOH    (30 Marks)
Digital FX Inc. (DFX) is a Canadian Controlled Private Corporation (CCPC) in operation for the last 20 years in Vancouver, British Columbia.  When the company began, its employees worked strictly on the digital effects required in commercials.  Shortly after, DFX became involved in the television and movie industry, providing the digital special effects required for the background of many productions, especially science fiction, adventure and fantasy.  The company’s reputation for outstanding digital effects grew rapidly and DFX counts amongst its accomplishments such highly successful films as The Twilight Saga, Rise of the Planet of the Apes, I, Robot, and X-Men, The Last Stand.  DFX’s television credits include X-Files, Battlestar Galactica, Supernatural and Arrow.

As the Canadian dollar declined in value relative to U.S. currency, the television and movie production industry in Canada grew exponentially, and so did the business of DFX.  Aware of this trend, and reading in the financial papers that the Canadian dollar may sink to $0.50 against the U.S. Dollar bringing with it even more production in Canada, DFX decided new facilities were in order.  In 2012, DFX’s new expansive facilities were completed just outside Vancouver.  The facilities were so large that initially DFX was unable to occupy the entire space.  In 2012, DFX leased out 40% of the facility, but by 2015 only 10% remained leased and DFX’s growing staff occupied the remainder.  Next year, the lease ends and DFX will be occupying the entire facility.

As DFX’s connections with movie producers strengthen, DFX created a wholly-owned subsidiary, Action Production Inc. (API).  API provides fully-trained stunt men and women for movies being produced in Vancouver.  Thier employees are so talented that most film and TV productions no longer hire their stunt workers from the States.  As a result, API is now the largest supplier of stunt professionals in the province.

For the DFX’s current taxation year ending on December 31, 2015, its Net Income For Tax Purposes was composed of the following:
Business Income from digital operations


$ 950,500 

Taxable Capital Gains  




$   30,500 

Canadian Source Interest 




$   86,200

Rental Income:  





$   84,000

Dividends From Canadian Corporations:

· Eligible dividends from Portfolio Investments 
 $   23,700

· Ineligible dividends from API


 $ 200,000

Other Information:

1. Of DFX’s income from digital operations, $625,500 qualified as M&P profits 

2. API received a dividend refund of $66,600.

3. Digital FX Inc. is associated with API and will be allocated $400,000 of the small business deduction’s annual limit.

4. Digital FX Inc. paid a total of $163,000 in dividends of which $63,000 was designated as eligible dividends and $100,000 as ineligible.

5. DFX has a net capital loss carry forward of $23,250 [(75%)($31,000)].

6. Digital FX Inc. has a Refundable Dividend Tax On Hand balance of $32,700. And GRIP balance of $62,400.

7. Last year, Digital FX Inc. paid taxable dividends in the amount of $90,000. Of this total, $21,000 was designated as eligible.  As a result of paying the dividends, DFX received a dividend refund of $13,000.

Required:  Answer all the following questions regarding Digital FX Inc’s tax situation for 2015.

Part A:   Calculate DFX’s NIFTP and Taxable Income for 2015.

Tax Payable:

3(a) Income from all Sources:

Active Business Income
($ 950,500 + 84,000)


$ 1,034,500
  2 Marks
Canadian Source Interest





        86,200
Dividends







      223,700
3(b) Net Taxable Capital Gains:

Taxable Capital Gains





$      30,500
NIFTP







$ 1,374,900

Division C Deductions:
Less Dividends Received





(    223,700)
Capital LCF  (1/2)($31,000)




(      15,500)
  2 Marks
Taxable Income






$ 1,135,700
  2 Marks
If a student has the incorrect Taxable Income, the error will carry throughout the exam.  Permit the flow- through number.
Part B:   Using the tables provided, calculate the various tax relief or additional taxes that apply to Digital FX Inc. during 2015.
	Small Business Deduction:  17% deduction on the least of:

1.  Net Canadian Active Business Income



$ 1,034,500  1 Mark
2.  Taxable Income,



$ 1,135,700
    
Less:

100/28 of aggregate foreign tax credit 

     on foreign non-business income

4 x foreign tax credit on foreign

     business income


    (    Nil     )
$ 1,135,700  1 Mark
3. Annual Business Limit 





$    400,000  1 Mark
17% deduction on the least of $400,000 = $68,000 SBD


	Aggregate Investment Income:  6 2/3% ART on lesser of:

1.  Aggregate investment income:


Cdn Source Interest
                        $  86,200
1 Mark
            Taxable Capital Gains

            $  30,500
1 Mark
             Net Capital LCF deducted                ($  15,500) 
1 Mark       $ 101,200
2.  Taxable Income


$ 1,135,700

Less Amt Eligible for SBD

(     400,000)

          $735,700    1 Mark
6 2/3% ART on lesser of $101,200 = 
$6,740 (ranges up to $6,747)


Rental Income is “Incidental Property Income” which must be included in Business Income.  It is not considered investment (property) income.
	Manufacturing & Processing deduction is 13% of the lesser of:

1.
Canadian M & P Profits (Given)
           $ 625,500

Deduct: Amount Eligible For SBD
( 400,000)
$225,500     1 Mark
2.
Taxable Income, less

$ 1,135,700

Amount Eligible For The SBD

( 400,000)


Aggregate Investment Income

     (  101,200)
 $634,500     1 Mark
The M&P deduction is 13% of $225,500   =  $29,315


	The General Rate Reduction:

Taxable Income





$ 1,135,700
Less Amount eligible for MPP:



(     225,500)

Less Amount eligible for SBD:



(     400,000)

Less Aggregate Investment Income of CCPC

(     101,200)









$     409,000
     2 Marks
The General Rate Reduction:  13% X $409,000  =  $53,170



Part C:   Calculate the Income Taxes Payable by Digital FX Inc. during 2015.

Part I Tax Payable:

Basic Federal Tax (38% x $ 1,135,700)

$ 431,566
1 Mark
Abatement (10% x $ 1,135,700)


( 113,570) 
1 Mark
Small Business Deduction



(   68,000)

Additional Refundable Tax



   ~  6,740
Manufacturing & Processing Deduction

(   29,315)

General Rate Reduction




(   53,170)

Part I Federal Taxes Payable



$ 174,251 (ranges to










$174,258)
Part C:   Calculate the Part IV Taxes Payable by Digital FX Inc. during 2015.

Part IV Tax Payable:

On Portfolio Dividends ($23,700) x 1/3


$   7,821
1Mark
On wholly-owned subsidiary dividends (= refund)               66,600
1 Mark









$74,421

Ranges to $74,500

Total ranges to $74,500
Part D:  Calculate the refundable Part I taxes for DFX for 2015l

	s.129(3) Refundable Part I Tax

	The amount added to RDTOH in a taxation year is the total of:

Where the corporation was a CCPC throughout the year, the least of:

	(i) 26 2/3% X aggregate investment income

 
       26 2/3% X $101,200 = (ranges to $26,987)
Less:

          Non-business foreign tax credit

          Less 9 1/3% X foreign investment Income 
	Nil

Nil


	$26,980

NIL

$26,980

1 Mark

	(ii)  26 2/3% X the quantity of:

         Taxable Income Less:

               Amount eligible for the SBD 
                100/35 X non-business foreign tax credit

                4 X foreign business tax credit

26 2/3% X the quantity of: (ranges  to $196,187)
	$1135700
(400,000)

(NIL)

(NIL)

$735,700
	$196,138
1 Mark
With carry through #

	(iii) Part I taxes payable 
	
	$ 148,251

1 Mark

With carry through #

	Refundable Part I tax is the least of (i), (ii) or (ii) =                    $26,980




Part E:  Calculate the ending balance in the RDTOH account for 2015.

RDTOH Balance:

Balance from Prior Year




$32,700
Less Dividend Refund from Prior Year


( 13,000)

Part IV Tax 






   74,421 to $74,500
Refundable Part I Tax


 


   26,980 to $26,987
Balance at End of Year




$121,101
1 Mark








To $121,187
Part F:  Calculate the amount of dividend refund DFX is eligible for in 2015.

Dividend Refund:

Lesser of:

(a) 33 1/3% of Dividends paid this year

= 33 1/3% X $163,000


$  54,333
1 Mark

(b)
RDTOH Balance



~$121,101
Part G:  Calculate the total Federal Taxes Payable by DFX.

Total Federal Tax Payable:

Part I Tax



$ 174,251
Part IV Tax


$   74,421
Dividend Refund

(    54,333)
Federal Tax Payable

$  194,339 
2 Marks
Part H:  Calculate the GRIP Balance for DFX.

The GRIP Balance:

Beginning GRIP Balance






$   62,400
Add:
Taxable Income


$ 1,135,700


Less:


Income Eligible for SBD

(     400,000)


Aggregate Investment Income
(     101,200)


Adjusted Taxable Income
$    634,500  x 72%
  456,840
Eligible Dividends Received





    23,700

Eligible Dividends Designated in prior years



(   21,000)

Ending GRIP Balance






$ 521,940











2 Marks
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