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Time: 9:00am – 11:00am
Instructions:
-
This is a closed book exam.

· The Income Tax Act is allowed.

-
You are allowed a 1 page (8 ½ x 11) double-sided index sheet

· You are allowed dictionaries.

· Use of a regular calculator is allowed.  


Calculators which store text are NOT allowed

· This exam consists of 3 questions.

-
Total number of pages including cover sheet: 6
· Answer all questions in your exam booklet.

Question 1 (18 marks)
Salary ($3,000 x 12)
$36,000

Commissions [7% x ((720,000 x 10%) + 800,000 x 95%)]
58,240
Group term life insurance (36,000/1,000) x $6
216
Allowance
18,000

Interest benefit ($15,000 x 1% x 5/12)
63
Stock option benefit [500 x (36 – 30)]
3,000

Taxable capital gain [300 x (40 – 36) x ½]
600

Interest income
365

Taxable dividend - RBC (1,400 x 1.38)
1,932

Foreign dividend (340/.85)
400
Taxable dividend – Alligator Pie ($600 x 1.18)
708

119,524
RPP contribution
3,000

RRSP – Lesser of:

              a) 13,000 + 1,400 = 14,400
              b) 24,930 – (2,600 + 1,300) = 21,030
              c) (18% x 96,000) – (2,600 + 1,300) = 13,380
13,380

Interest expense (15,000 x 1% x 3/12 x 500/500) +

                           (15,000 x 1% x 2/12 x 200/500)
48
Salesman expenses
19,950
Home office expenses
4,100

40,478
Net Income for tax purposes
$79,046
Salesman expenses
Automobile leasing costs (400 x 12 x 20,000/30,000)
$3,200

Automobile operating costs (7,900 x 20,000/30,000)
5,267
Automobile insurance costs (1,100 x 20,000/30,000)
733
Hotels
2,400

Meals & entertainment (2,100 x 50%)
1,050
Airfare
7,300

$19,950
Home office expenses
Rental (1,500 x 12)
$18,000

Home insurance
900

Utilities
1,600

20,500


20%
$4,100

Question 2 (10 marks)
Part A:

1. Mr. Happy will be required to include into income $150,200 

2. Mr. Happy will be able to contribute and deduct the following amounts to his RRSP:

    a) Transfer $26,000 of the retiring allowance to his RRSP for the years 1983 – 1995:

        $2,000 x 13 years = $26,000

    b) Contribute $25,800 to his/spousal RRSP based on earned income:


Lesser of:


i)   (18% of 120,000) – 1,000 + 5,200 = $25,800

ii)  $24,930 – 1,000 + 5,200 = $29,130
3. Since his spouse has minimal income, he should also split 50% of his eligible pension income of    

   $58,000.

4.  Summary:


Income as per question



$150,200


Transfer to RRSP of Retiring Allowance

   (26,000)


RRSP contribution based on earned income        (25,800)

Deduction for pension income splitting

   (29,000)

Net Income




          $   69,400

Part B:
1. Mr. Happy could contribute an additional $2,000 to his/spousal RRSP in 2015.  He is allowed to do so without penalty (as long as the overcontribution does not exceed $2,000).  This will allow the RRSP to earn income on the $2,000 on a tax deferred basis.  
2. I would encourage Mr. Happy to make his RRSP contributions as early as possible in the year  

since income generated in the RRSP is tax deferred.

3. Mr. Happy should consider making the RRSP contributions to a spousal plan. Since his spouse is in a lower tax bracket, any withdrawals will be taxed in her hands at a lower rate.
4. As he will continue to have earned income (business income) after retirement he can continue to make contributions to an RRSP. As his spouse is younger (52) than him, he can continue to do so for another 20 years to a spousal plan as long as he has earned income or unused room.
5. Since his spouse is younger than him, then he should consider using her age when determining the amount of minimum withdrawal from his RRIF if he transfers his RRSP to a RRIF in 2016.

Question 3 (22 marks) 
Net income per financial statements
$2,160,000
Add:

Income tax expense
840,000
Depreciation
300,000

Equity Loss
80,000

Write down of assets
40,000

Amortization of bond discount
20,000

Taxable Capital Gain on building (360,000 – 300,000) x ½
30,000
Taxable capital gain on sale of land (70,000 – 40,000) x ½
15,000
Interest on late tax instalments
700

Inventory reserve
33,000

Meals & entertainment (126,000 x 50%)
63,000

Charitable donations
2,000

Bad debt expense
44,000

Appraisal costs on land
4,200

Fees on issuance of bonds
20,000

Golf club membership fees
14,000

Dividend from Crocodile Ltd.
13,000

2014 reserve S20(1)(l)
38,000

Recapture – Class 3 (70,000 – 300,000)
230,000

3,946,900
Deduct:

Book gain on sale of building (360,000 – 60,000)
300,000
Book gain on sale of land (70,000 – 40,000)
30,000
Landscaping costs
8,000

Fees on issuance of bonds (20,000/5)
4,000

Capital dividend
10,000

2015 reserve S20(1)(l)
47,000

Eligible capital expenditure (100,000 x ¾ x 7%)
5,250


Capital Cost Allowance
435,250

839,500
Net income for tax purposes
$3,107,400
Capital Cost Allowance
Class 1: 3,200,000 x 6% 
$192,000
Class 8: 136,000 x 20%
27,200

Class 10: 220,000 x 30%
66,000

Class 10.1: 18,000 x 30% x ½ 
2,700
Class 10.1: 30,000 x 30% x ½
4,500

Class 29 – 2014: 100,000 x 50%
50,000

Class 29 – 2015: 180,000 x 50% x ½
45,000

Class 50: 87,000 x 55%
47,850

$435,250
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