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Department of Career & Professional Development


TAXATION I – CCTX 511

FINAL EXAMINATION – FALL 2014



Lecturer: 	Joseph Armanious, CPA, CGA, LL.M. Fisc.
Instructions:

-	This is a closed book exam.

· The Income Tax Act is allowed.

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

· You are allowed dictionaries.

· Use of regular calculators is allowed.  
	Calculators which store text are NOT allowed

· This exam consists of 6 questions.

-	Total number of pages including cover sheet: 12

· Answer all questions in your exam booklet.





THIS EXAMINATION MUST BE RETURNED





Question 1 (12 marks - 22 minutes)

Mr. Clooney wishes to transfer a rental property to his wife Melinda and or his daughter Joyce.  Details are as follows:

Cost:				 $200,000 ($40,000 to land, $160,000 for building)
FMV:				 $800,000 ($100,000 to land, $700,000 for building)
UCC:				 $90,000
Annual net rental income:	 $30,000


Required:


A. What are the current and future tax implications to Mr. Clooney and Melinda if he gifts her property?  (2 marks)


B. What are the current and future tax implications to Mr. Clooney and Melinda if he sells her the property for FMV considerations and elects out of the provisions of subsection 73(1) of the ITA.  (5 marks)


C. What are the tax implications to Mr. Clooney and his 16 year-old daughter Joyce if he decided to gift the property to Joyce.  (5 marks)




Question 2 (12 marks – 22 minutes)

The Catnip Co. is a Canadian controlled private corporation.  The company reports the following information for its December 31, 2014 fiscal year-end:

Active Business Income earned in Canada			         $410,000
Capital Gains								  76,000
Interest Income							 	    5,000
Dividend from Cougar Co., a connected corporation		 	  31,200
Dividends from non-connected corporations			 	  18,000

Additional Information:

1. Catnip Co. paid the following dividends:

Year 2013:   $72,000       Year 2014:  $90,000

2. Catnip Co. has net capital losses carried forward of $12,000.

3. Catnip Co. is associated with Feline Ltd. Catnip’s share of the Annual Business Limit is $240,000. Feline reports Taxable Capital of $5,000,000, while Catnip’s Taxable Capital is $7,000,000

4. 90% of Catnip’s income is earned in Canada.

5.  Cougar Co. paid $78,000 in dividends in 2014 and received a dividend refund of $21,000

6.  Catnip Co. had a balance of $16,000 in its RDTOH account at 31/12/13.

Required:

Compute Catnip Co.’s 2014:

a) Minimum Part I Tax
b) Part I Refundable Tax
c) Part IV Tax
d) RDTOH account balance at December 31, 2014
e) 2014 Dividend Refund

Question 3 (16 marks – 29 minutes)

Mr. Puma has disposed of several properties in the year and is seeking your advice. The details are as follows:

1. Mr. Puma has come to you for advice on the tax consequences of the disposition of the following two residences in 2014:

	
Residence
	Date of purchase
	
Cost
	Selling price

	Regina home	
	2003
	$	400,000
	$	517,500

	Cottage	
	2008
		  250,000
		  375,000


	
Required:

Compute the capital gain of the above dispositions, taking into account 	that he would like to minimize the amount of capital gains on the 	dispositions.  (6 marks)




2. . Mr. Puma has also sold the following assets in the year.

	
	Cost
	Proceeds

	Antique car	
		15,000
		  10,000

	Antique chair	
		     300
		    1,200

	Antique table	
	  	1,500
		    2,000




Required:

He would like you to advise him on the tax consequences of the above 	dispositions. (3 marks)





Question 3 – Cont’d

3. Mr. Leopard sold his rental property in August of 2014 for $250,000, including $140,000 for the land, before a commission of $9,000. The cost of the land was $100,000 and that of the building was $80,000. Mr. Leopard took back a $100,000 mortgage from the buyer of the property with a term of 5 years. Mr. Leopard will receive a capital repayment each year of $20,000 beginning 2015.

Required:

Mr. Leopard would like spread the amount of tax that he would have to pay over the longest period of time. Advise him on the course of action as well as the amount of gain that he would have to report for the current year.  (4 marks)



4. Mr. Undecided owns shares of Gold Barn Ltd. that have a FMV of $40,000 which he purchased for $100,000. As his tax advisor, he questions you whether it would be more beneficial for him to sell the stock to his spouse or his 20 year old daughter. His primary intention is to realize a loss on the disposition to offset it against his other taxable capital gains.


Required:
 
Provide Mr. Undecided with the appropriate advice. (3 marks)

Question 4 (30  marks -  54 minutes)

You are provided with the following Statement of Earnings for Full Moon Ltd..:


Full Moon Ltd.
Statement of Earnings
For the year ended, December 31, 2014


Sales	$8,400,000
Cost of goods sold	3,000,000
Gross profit	5,400,000

Operating expenses:

Salaries (see 1 below)	$1,300,000
Depreciation expense	200,000
Bad debt expense	80,000
Administrative expenses	1,620,000	3,200,000
		2,200,000
Financial expenses:

Bond issue costs (see 2 below)	30,000
Interest expense	105,000
Amortization of bond premium	(3,000)	132,000
		2,068,000
Other income/(losses):

Gain on the sale of land (see 3 below)	300,000
Loss on sale of building (see 7 below)	(165,000)
Dividend income	40,000
Equity income (see 4 below)	130,000	170,000
		2,238,000	

Income tax expense – current	620,000
Income tax expense – deferred	206,000	826,000
Net income		$1,412,000








Question 4 – Cont’d

Additional information

1.   Included in the salaries expense, is $100,000 in bonuses that were paid on 
      July 3, 2015.  In 2013, the company accrued $80,000 in bonuses as salary   
      expense which was paid in August of 2014.

2.  In 2014, the company incurred $30,000 in legal and accounting fees with   
     respect to a bond issue.

3.  The land which was held as a speculative investment cost $200,000 and was   
     sold for $500,000.

4. The company owns 30% of the shares of Crescent Ltd.  Full Moon uses the  
equity method in accounting for this investment.  During 2014, it also received a $50,000 dividend from Crescent, which was accounted for by reducing the   
    carrying value of its investment in Crescent Ltd.

5.  Included in Administrative expenses are the following items:

a) meals and entertainment for $122,000
b) $24,000 to amend the company’s Articles of Incorporation
c) charitable donations for $20,000
d) $27,000 in membership fees to the BloodWolf Country and Golf Club for   
     Edward Cullen and Jacob Black, the company’s top two salesmen.
e) $12,000 (includes taxes of 12%) in annual automobile leasing costs for a 
    car that is used by Mr. Luna, the CEO of Full Moon.

6.  In 2013, the company claimed a S20(1)(l) reserve of $72,000.  The   
     appropriate 2014 reserve is $68,000.

7. On January 1, 2014, the company’s undepreciated capital cost balance for each class of its assets was as follows: 

	Class 1: (acquired in 2002)	 $360,000
	Class 3:	110,000
	Class 8:	60,000
	Class 10:	80,000
	Class 10.1:	14,000
	Class 12:	6,000
	Class 13:	390,000
	Class 50:	26,000
 


Question 4 – Cont’d

The following transactions took place in 2014: 

· A building, which cost $250,000 in 1975, was sold for $85,000. This was the last asset in the class.

· A warehouse was acquired at a cost of $180,000.

· New office furniture was purchased for $50,000. This purchase replaced old furniture, which were sold for $12,000. None of the old assets were sold for more than original cost. 

· Some small tools were sold for a total of $17,000.  All of these tools were sold at a price less than their original cost. 

· The opening balance in Class 13 represents leasehold improvements of $420,000 made during 2011 to the leased warehouse. The lease was for a base term of 4 years plus a 2 year renewal option. During 2014, further leasehold improvements were made to the same leased warehouse at a cost of $56,000. 

· On April 3, the company purchased computers for a total cost of $70,000.

· The company sold the passenger vehicle for $24,000 and a new one was purchased for $46,000.  

· It also sold all of the computers that were acquired in 2008.  The computers were sold for $16,000.


Required:

Compute Full Moon’s Ltd. 2014 minimum net income and minimum taxable income. Ignore any GST and PST implications.

Question 5 (25 marks - 45 minutes)

Mr. Taxact is a salesman for Dream Ltd., a taxable Canadian public corporation.  In 2014, Dream Ltd. introduced a new product which allows an individual to select dream topics.  One of Mr. Taxact’s most popular dream seller is the Tax Planning Dream (TPD), closely followed by the Tax Loophole Dream (TLD).

Mr. Taxact’s income is significantly higher in 2014 than in past years. He is starting to have nightmares about the significant tax liability he will be required to pay.

Mr. Taxact is providing you with the following information and is asking your help in preparing his 2014 tax return:


1. Mr. Taxact earned a base salary of $40,000.

2. He earned and was paid a 3% commission on sales that he made during the year.  His 2014 sales totaled $5,000,000.

3. He is covered by a company group term life insurance policy for an amount equal to his base salary.  Dream Ltd., paid the premiums which are computed as $4.50/$1,000 of insurance coverage.

4. In 2013, the company made available to him a stock option plan.  He can purchase up to 15,000 company shares for $7/share, which was the FMV at that time.  On June 1, 2014, Mr. Taxact purchased 10,000 shares when the shares were trading for $15.  As he did not have the funds to purchase the shares, Dream Ltd., provided him with an interest free loan to allow him to do so.

5. On November 1, 2014, he sold 7,000 of the 10,000 shares for $21/share.

6. On November 30th, 2014, he repaid in full, the employee loan he had received on June 1, 2014.

7. On March 1, 2013, Mr. Taxact was transferred to Montreal from Vancouver.  At that time he received a $200,000 interest-free loan which he used to buy a condo for his occupation in Montreal.  This loan is fully outstanding at December 31, 2014.







Question 5 – Cont’d

8. Mr. Taxact is required to pay for all of his salesman expenses.  During 2014 he incurred the following expenses:

a) meals & entertainment: $9,000
b) hotels: $4,000
c) supplies:  $400
d) purchased an iPad for $2,000 which he uses solely for employment 
    purposes.

9.  He is also required to provide his own automobile and pay its operating expenses:

a) he leases an automobile at a monthly lease rate of $900 (which excludes sales taxes of 15%)
b) his automobile operating expenses totaled $8,000 during the year.
c) he incurred $600 in automobile parking tickets

During the year, he drove a total of 36,000 kms, 15,000 of which were personal.

10.  He received the following dividend income:

a) $3,000 from the Royal Bank of Canada
b) $2,000 from Inception Ltd., a CCPC, all of whose income, benefits from the Small Business Deduction.


11. He sold shares of REM Ltd., whose shares qualify as shares of small business corporation.  The shares which had an adjusted cost base of $30,000 were sold for $330,000.  He reinvested $220,000 of the proceeds into shares of Subconscious Ltd., another qualifying small business corporation.


12. He contributed $4,000 to his RPP, a defined benefit pension plan.

13. His RRSP contributions were as follows:

a) $3,000 in September of 2014
b) $2,000 in January of 2013
c) $5,000 in February of 2013.

His Pension adjustment is $11,000 and his Unused Room is $4,800.  His 2013 earned income was $80,000.


Question 5 – Cont’d

14. Assume the 2013 and 2014 prescribed rates for employee loans are as follows:

	Quarter
	2013
	2014

	
	
	

	1st
	2%
	1%

	2nd
	1%
	1%

	3rd
	1%
	1%

	4th
	1%
	1%




15. Mr. Taxact meets all the conditions of paragraph 8(1)(f) of the ITA.


Required:

Compute Mr. Taxact’s minimum net income and minimum taxable income for 2014.




Question 6 (5 marks – 9 minutes)


1.	With respect to the filing of an individual income tax return, which of the following statements is correct?

A.	An individual is required to file an income tax return if their only source of income is business income, even if no tax is payable.
B.	An individual is required to file an income tax return if they have reached the age of 18 by the end of the year.
C.	If an individual has disposed of a capital property during the year, they are required to file an income tax return, even if no tax is payable.
D.	In all cases, an individual is not required to file an income tax return if no tax is payable for the year.


2.	PS Swim Ltd. has a year end of November 30.  For its 2014 taxation year, its income tax return is due on:

A.	January 31, 2015.
B.	February 28, 2015.
C.	April 30, 2015.
D.	May 31, 2015.
E.	None of the above.


3.	For its 2014 taxation year, its first year of operation, PS Swim Inc. filed its return three months late. The unpaid tax at the due date for the return was $2,500. This amount was not paid until the return was filed. What would its penalty be?

A.	Nil.
B.	$75.
C.	$125.
D.	$200.  [2,500 x (5% + 1% + 1% + 1%)]
E.	$500.









Question 6 – Cont’d


4.	Tom Arnold filed his 2013 tax return on March 1, 2014.  The CRA mailed a notice of assessment to Tom dated May 15, 2014, and Tom received it on May 20, 2014.  If Tom disagrees with the notice of assessment, he has until which one of the following dates to file a notice of objection?

A.	90 days from March 1, 2014.
B.	90 days from April 30, 2014.
C.	90 days from May 15, 2014.
D.	90 days from May 20, 2014.
E.	None of the above.


5.	All of the following people will have to pay tax by instalments this year, except:

A.	Jane White, who received a one-time bonus of $60,000 last year and, because her employer had not deducted enough tax, found herself with net tax owing of $8,200.
B.	Karen Phillips, who has started to earn investment income, which resulted in net tax owing of $5,000 last year.  Her investment income is expected to be even greater this year. 
C.	Blake Fortin, established a sole proprietorship two years ago.  Blake had a very successful first year and, as result, he had net tax owing that year of $85,000.  Business dropped in his second year, resulting in net tax owing of only $1,500.  This year, business has picked up again and he expects to have net tax owing of $53,000. 
D.	Terri Jones, who has had net taxable capital gains on real estate in excess of $40,000 in each of the last two years, and who expects to have similar gains this year.  





END OF EXAMINATION
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