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	                           /64                    /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

Tom Wilkinson was hired by publicly traded BigOil Ltd. in Calgary just over 15 years ago.  Tom was bright, energetic and achievement oriented.  It didn’t take long for the company to realize that Tom was executive material, and the company decided to develop Tom as a potential future CEO.  The company felt it would require a CEO with a good grasp of their international operations and so over the last ten years, Tom has been posted to corporate centers in the U.S., Venezuela and Indonesia.  Finally on January 1, 2015 Tom was repatriated to Calgary as Vice-President of Operations at a salary of $15,000 per month.
Because Tom has not lived in Calgary for years and has never owned a personal residence, he knew he would require some time to get reacquainted with the city before settling on a place to live.  He negotiated with the company to receive temporary housing for a year while he made these decisions.  BigOil secured a furnished, penthouse suite in downtown Calgary at a cost of $5,600 per month commencing on January 1, 2015.  Tom loved the view from his suite and the fact that he could walk to work.
As an executive with many responsibilities, Tom required a vehicle.  The company leased a 2015 BMW 3 Series 328i Sedan at a monthly rate of $540, including $50 for insurance.  During 2015, Tom drove the vehicle a total of 37,000 kilometres of which 7,300 were for personal use.  Tom made no reimbursement to the Company for his personal use of the vehicle.
To facilitate Tom’s networking in Calgary, the Company provided Tom with a membership at the exclusive Country Hills Golf Club.  Membership cost $7,600 per year, and included access to the 5-star gourmet restaurant in the Country Club.  Tom entertained many clients in the restaurant, incurring total entertainment expenses of $12,000 during 2015.  BigOil reimbursed Tom for only $10,000 of these expenses..
By July 1, 2015, Tom moved into a condo he had purchased for $898,500 in a building adjacent to his rental suite.  This property also had spectacular views and was within walking distance to work.  To help finance the purchase, Tom received a $500,000 loan from BigOil Ltd., effective July 1, 2015, at a rate of 1%.  The prescribed rates in the Income Tax Act for 2015 were:



First Quarter

1.0%



Second Quarter
1.5%



Third Quarter

1.5%



Fourth Quarter

2.0%

Because Tom had travelled internationally and had a good perspective of the global market for oil and gas, he decided it would be useful if he spoke Mandarin to facilitate eventual business with China.  He studied the language at the University of Calgary, where the tuition for the course was $900 for the September to December term in 2015.  The company paid the tuition for Tom, convinced that he was correct in his assessment.  Tom also took a Chinese history course at the University of Calgary, to satisfy his curiosity about Chinese culture.  The company paid the $500 tuition for this course also.

Part of Tom’s compensation package included stock options.  He was permitted to purchase up to 2,000 BigOil Ltd. shares under the option for a price of $23 each.  At the time of the agreement, these shares had a fair market value of $21.00 per share.  In November when BigOil shares had a fair market value of $27, Tom purchased 500 shares.  In December, BigOil shares paid a dividend of $2.65 per share.  Tom plans to sell His BigOil shares when they top $40 per share.  What an optimist!
As 2015 has been a very profitable year for BigOil, the company declared a substantial bonus for its top executives.  Tom’s share of the bonus is $50,000, half of which he received before Christmas and the other half which he will receive in February 2016.
At the office Christmas party in December 2015, all employees including Tom received a Christmas gift of Chianti Classico San Lorenzo Gran Selezione 2010 Red wine valued at $52 a bottle.  During the party, three employees were awarded long Service awards which consisted of a gold lapel pin, valued at $265 and a gift certificate to a men’s clothier shop valued at $500.  Tom was one of the three employees.
Because Tom is earning substantial amounts of money as the result of his employment, he requested that the company provide him with financial counselling.  To meet his request, the company paid $750 for Tom to meet with a financial consultant for several hours in October 2015.  The meeting proved very useful for Tom, and he emerged from the meeting with both an investment plan and a retirement plan for his future.

Required:
On the Next Page

Calculate Tom Wilkinson’s total employment income for 2015.

Show ALL your calculations, even for those that are Nil!

Solution to Question #1:   Employment Income      (16 Marks)
Salary/Wages:  ($15,000 x 12 months)



$180,000
1 Mark
Temporary Housing
(Jan-June = 6 months x $5,600)

    33,600
1 Mark
Vehicle Taxable Benefit (Calculated Below for a total of 6 marks)

      2,117
6 marks 
Entertainment Expenses (limited to commission income)

         Nil
1 Mark
Imputed Interest on Loan:  $500,000 (1.5% - 1%) x 6 Months
    15,000
1 Mark
Tuition for Chinese History Course paid by company

         500
1 Mark
Stock Option Benefit:  (500 shares)($27 - $23)


     2,000
1 Mark
Christmas Gift:  $52< $500





        Nil
1 Mark
Long Service Pin:  $265<$500




        Nil
1 Mark
Gift Certificate






        500
1 Mark
Financial Planner Fees paid by company



        750
1 Mark
Total Employment Income





$234,467
Vehicle Taxable Benefit:

Personal Use:  7,300/37,000 = 1.97

Standby Charge:

(7,300/1667 X 12) (2/3)(Lease cost – insurance) (X mnths)

(7,300/20,004)  (2/3)($540 - $50) (x 12)


$1,411

         1 Mark   1 Mark      Mark    1 Mark  

Operating Cost Benefit:

27¢ X 7,300


$1,971

1 Mark
(1/2) ($1,411)


     706

1 Mark
    706








$2,117

Question #2:   Employee or Self Employed Contractor  (18 Marks)
This is based on a True Case:  Bermex international inc. v. Agence du revenu du Québec
Mr. D is a successful accountant.  Through a holding company he also holds all the shares in three companies in the furniture making industry, one of which is called Bermex International (the Company).  Mr. D.is the director of the three companies and also offers his services to them as a business management consultant.  For the three years under dispute, the management fees paid to Mr. D by Bermex International were $800,000, $900,000 and $900,000 respectively and Mr. D declared these amounts as business income on his personal tax returns.  The tax authorities argue that the amounts should be classified as employment income.
The facts of the case are as follows:
Mr. D has a verbal contract with the Company (as well as the other two) to provide business management services.  He manages his own Schedule and the work he performs, and he is not directly under the supervision of any authority at the Company.  Mr. D does not provide an invoice for his services.  Instead, the companies provide payments that are uniform from one month to another, without any adjustment being made on the basis of the time actually worked.  Additionally, each of the companies has indemnified Mr. D by assuming the consequences of any management errors that may be committed by Mr. D.  Although Mr. D continues to work as an accountant, his work for the companies occupied 85% of his time during the three years in dispute.
Mr. D’s responsibilities under his contract is to provide practical, daily and short-term services to Bermex (and the other two companies).  The services to the three companies are uniforn business services, meaning there is nothing unique to distinguish the services provided to one Company from those provided to another.  Mr. D has the authority to provide discounts to customers and he attends the annual conventions in the furniture industry as President and CEO of this group of furniture-making companies.  These travel expenses and meals are reimbursed by the companies.  Each of the companies provide Mr. D with secretarial, reception, photocopy, and equipment services, including paper supplies, forms, catalogues, brochures, and stationery.  Mr. D works on company premises while providing his business consulting services but he works mainly from an office on Bermex’s premises.
For the three years in dispute, Mr. D is confident that his business management consulting services were the work of a self-employed contractor.
Required:
1. Discuss Mr. D’s situation using the court tests that distinguish between an employee and an individual who is self-employed.

2. What is your conclusión?
Solution to Question #2:   
Students should identify the four criteria at 2 Marks each:



Control


Integration/Specific Results









8 Marks total

Chance of Profit/Loss


Ownership of Tools

Each criteria should be developed by providing a statement regarding how Mr. D’s situation supports the status of either employee or self-employed:  2 Marks each

Control – who controls the work?


Integration/Specific Results – is Mr. D integral or an “extra”?


Chance of Profit/Loss – is Mr. D’s economic welfare contingent on his                 8
 




negotiating his rates?                                         Marks











     Total


Ownership of Tools – does Mr. D provide his own tools?

The student Must make a conclusion:  2 Marks regardless of whether they decide Mr. D is








An Employee or Self-Employed

Solution to Question #2:   Continued

Question #3:   CCA     (20 Marks)
After many years of working for others, Helen decided to open her own unincorporated cleaning business, called Sparkle Cleaning Service, on August 1, 2012.  She purchased a variety of cleaning tools (vacuum, mops, etc. all Class 8 with a 20% CCA rate) for a total cost of $3,000.  She also purchased a good used car (Class 10 at 30%) in which to travel to customer homes for $18,000.  Helen was amazed at the profit she made being in business for herself!  In the 152 days of 2012, Helen earned $63,000 of net income.

In 2013, Helen hired Myra to assist her.  Helen believed that by two individuals working together, the work will be completed in half the time.  However, by March, Helen had so much business that she hired two more workers – one to work with her and the second to work with Myra.  She purchased additional cleaning supplies (Class 8 @ 20%) for $5,000.  Helen also purchased another vehicle for the second team at a cost of $20,000.  By November, Helen required another two teams!  She purchased $9,500 worth of additional cleaning supplies and two additional vehicles for $23,000 each.  Helen had no idea so many people hated to clean their own houses!  Sparkle Cleaning Service earned $152,000 in 2013
Early in 2014, Sparkle Cleaning Service’s customer list virtually exploded!  Helen was now negotiating contracts for entire condo buildings and senior’s residences, in addition to homes.  She no longer cleaned but focused on managing the business.  There were now many new employees and to outfit all her cleaning crews, Helen sold the oldest cleaning equipment purchased in 2012 for $1,000 and purchased new equipment for a total of $22,000.  In order for her staff to get to work, Helen also sold her two oldest vehicles for a total of $10,000 and purchased four new vehicles for $25,000 each.  Also, since Helen now represents a “large professional cleaning service”, she felt it would be best if she arrived at potential customers’ locations in a vehicle that exuded success.  In October, Helen purchased a 2014 Mercedes-Benz SLK Class convertible for $59,000 (Class 10.1@ 30%).
The Mercedes worked wonders!  Business grew substantially -  and Helen met Rudy!  By July 2015, Helen decided to accept Rudy’s proposal that they join a commune in India.  Smitten by love (and whatever Rudy was smoking), Helen decided to sell her business to Myra, her first employee.  Unfortunately, the woman had little money so Helen parted with her assets at very low prices.  On August 1, 2015, just 213 days into the year, Helen sold all the cars used by the cleaners for $50,000, all the cleaning supplies for $3,000 and the Mercedes-Benz for $10,000.    She also asked a nominal $1,000 for the goodwill of Sparkle Cleaning Service, despite the fact that the business was growing exponentially.  Helen was thinking of karma – what goes round comes round.  Helen believed if she was generous to her purchaser, the universe will be generous to her.  Of course, Rudy was only thinking how well his sweetheart, Myra, had planned this little ruse to divest Helen of her cleaning service.  Now they were going to be “the big deal in town”!
Required:
Calculate the balances in the CCA and CEC accounts for each asset class acquired by Helen’s Sparkle Cleaning Service from 2012 to 2015 inclusive.  Identify the tax consequences for each account at the end of 2015.
Round your calculations to the nearest dollar.
Solution to Question #3:   
Class 8:
Class 8 Beginning Balance in 2012



        Nil

2012 New Additions





$  3,000
Half Net Additions





$  1,500

CCA ($1,500) (20%) ( 152/365) 1 Mark for prorating
(     500)
1 Mark
Add back Half Net Additions




$  1,500
Ending Balance





$  2,500

Class 8 Beginning Balance in 2013



$  2,500
2013 New Additions





$  5,000
Balance in Class 8





$  7,500
Deduct Half Net Additions




(  2,500) 
1 Mark
CCA Balance






$  5,000

CCA ($5,000) (20%)





(   1,000) 
1 Mark
Add back Half Net Additions




$  2,500
Ending Balance





$  6,500

Class 8 Beginning Balance in 2014



$  6,500

2014 New Additions





$22,000
2014 Dispositions, Lesser of:

Capital Cost:
$3,000


POD:

$1,000




(  1,000)

½ Net Additions [(1/2)($22,000 - $1,000)]


(10,500) 
1 Mark
CCA Base






$17,000

CCA ($17,000)(20)%)




(  3,400)

Add back ½ Net Additions




 10,500
Ending Balance





$24,100
Class 8 Beginning Balance in 2015



$24,100

2015 Dispositions, Lesser of:

Capital Cost:
($5,000 + $22,000) = $27,000


POD:

$3,000




(  3,000)

Terminal Loss





($21,100) 
1 Mark
1 Mark
Solution to Question #3:   Continued
Class 10:

Class 10 Beginning Balance in 2012



        Nil

2012 New Additions





$ 18,000
Half Net Additions





$  9,000

CCA ($9,000) (30%) ( 152/365) 1 Mark for prorating
(    1,169)
1 Mark
Add back Half Net Additions




$  9,000
Ending Balance





$ 16,831

Class 10 Beginning Balance in 2013



$ 16,831

2013 New Additions





$ 20,000
Balance in Class 10





$ 36,831

Deduct Half Net Additions




(  18,416) 
1 Mark
CCA Balance






$ 18,416
CCA ($18,416) (30%)





(   5,525) 
1 Mark
Add back Half Net Additions




$ 18,416
Ending Balance





$ 31,307
Class 10 Beginning Balance in 2014



$  31,307
2014 New Additions
(4@ $25,000)



$100,000
2014 Dispositions, Lesser of:

Capital Cost:
($18,000 + $20,000) = $38,000

POD:

$10,000



(  10,000)

½ Net Additions [(1/2)($100,,000 - $10,000)]

(  45,000) 
1 Mark
CCA Base






$ 76,307
CCA ($76,307)(30)%)




(  22,892)

Add back ½ Net Additions




   45,000
Ending Balance





$ 98,415
Class 10 Beginning Balance in 2015



$ 98,415
2015 Dispositions, Lesser of:

Capital Cost:
$100,000


POD:

$50,000



(  50,000)

Terminal Loss





($48,415) 
1 Mark
1 Mark
Solution to Question #3:   Continued
Class 10.1:

Class 10.1 Beginning Balance in 2014


        Nil

2014 New Additions





$ 30,000
1 Mark
Half Net Additions





$ 15,000

CCA ($15,000) (30%) ( 152/365) 1 Mark for prorating
(    1,874)
1 Mark
Add back Half Net Additions




$ 15,000
Ending Balance





$ 28,126

Class 10.1 Beginning Balance in 2015


$ 28,126

Final CCA ($28,126) (30%) ( 1/2) 1 Mark


(    4,219)
1 Mark
Non-deductible balance




$ 23,907
1 Mark (for any comment indicating the balance may
NOT be deducted as Terminal Loss but is instead lost)
CEC Account:

Beginning Balance in 2015




       Nil

Sale of Goodwill (3/4) ($1,000)



($  750)

Ending Balance





($  750)

To clear the negative ending CEC balance:

Recapture as much amortization as possible to bring the balance to zero = Nil
The remainder:  $750 x 2/3 (1 Mark for 2/3)  =  $500 
1 Mark
$500 is added to Sparkle Cleaning Service’s Business Income






      1 Mark
Question #4:   Residence  (2 Marks per answer = 20 Marks)
	Question


	What is the taxpayer’s residency status?     (2 Marks each)

	Martin had always been the class clown and as an adult, he made a name for himself performing at various comedy clubs throughout Canada.  On April 30, 2015, he broke all ties with Canada and moved to Los Angeles in the hopes of becoming a star.  

 
	Part-time or Part year resident

	Everyone always said that Victoria sang like an angel and that was confirmed when she won “Canada’s Singing with the Stars” contest.  Hoping to become a big star, Victoria moved to Nashville on January 1st, 2014, with her husband’s approval.  Currently,  Victoria is still waiting on tables and praying for her big break!

	Full-time resident of Canada

1 Mark      1 Mark

	Boronic Inc. is a specialty chemical compound manufacturer founded in Canada in 1963.  By 2002, Boronic had developed an international reputation for quality products.  To better accommodate the company’s distribution chain, and take advantage of the tax incentives, Boronic moved all its facilities to Ireland.  The company has no further presence of any kind in Canada.

	Resident of Canada

	Dr. Fenec is a world-renown geologist – an expert at locating gold deposits.  He is employed by Gilded Canada Inc., a gold-mining company with its head office in Whitehorse, Yukon, Canada.  On July 1, 2015, Dr. Fenec is relocated to the Philippines to assess the company’s new land acquisition.  The new position is a three-year appointment; therefore Dr. Fenec disposes of all of his Canadian assets and moves to the Philippines with his wife and children.


	Full-time resident of Canada



	Mrs. Fenec (wife of above) loves the Philippines!  She begins her own export business on September 1, 2015, shipping Philippine carvings globally.


	Non-resident
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