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Professor: Kerr Duration: 2 hours

NAME: __

STUDENT '

Statement of Academic Lnwey. .y

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 * academic integrity and I pledge not to have committed or
attempted t mic 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.
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Part 1

Mr. Carlos Santini is 45 years of age and divorced from his former spouse, Gloria. Because Gloria is an extremely
successful actress, she is constantly traveling. Given this, Carlos and Gloria concluded it would be best if he

o~ retained custody of their three children. None of the children had any income during 2015. They can be described
as follows:

Andrew Andrew is 5 years old.
Lolita Lolita is 12 years old and blind.

Estelle Estelle is 19 years old and is dependent on Carlos because of a physical disability. She does not,
however, qualify for the disability tax credit.

Gloria is very well paid for her work and, as a consequence, is required to make monthly payments of $10,000 per
(,/ month to Carlos. Of this amount, $3,500 is designated as spousal support, with the remaining $6,500 designated as
child support. All required amounts were paid during 2015.

Lo, 67 Mr. Santini uses a national agency to provide full time child care. The 2015 costs for the three children total

Aep $22,500. In addition, Lolita and Estelle attend a summer camp for four weeks during 2015. The cost of this camp is

A \‘”l?)‘?”"" $500 per child per week. The camp fees do not qualify for the child fitness credit or the children’s arts credit.

N el During the period when Lolita and Estelle ate at camp, Carlos incurs additional costs for care of Andrew of $1,000.
oo This $1,000 is not included in the\$22,500 paid to the national agency.

In 2013 and previous years, Carlos\vva}lzéd for a large public company. During this period he received options to
«~ purchase 8,000 shares of the Company’s stock for $15 per share. The shares were trading for $14 per share at this
time, On June 1, 2015, he eégrcises these options. On this date, the shares are trading at $22.50 per share.! . '
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On December 1, 2015, he sells all of these shares for $25.00 per share. The commission on the transaction is

$2,000.
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Beginning in 2010 on a part time basis and then on a full time basis beginning in 2013, Mr. Santini operated an
unincorporated accounting and tax return preparation business in Toronto. The business uses a taxation year that
ends on December 31. On January 1, 2015, the business has the following capital assets (all computer equipment is

leased):
Adjusted Cost Base
Or Capital Cost UCC
Building ' $200,000 $165,000
.~ Land (Site For The Building) 100,000 N/A
Furniture And Fixtures 45,000 ’ 28,600

\/" Mr. Santini owns a minivan that he uses for personal purposes. On January 3, 2015, he purchased
an automobile for $52,000 that he will use exclusively for business purposes.
For 2015, the business has net income before CCA expense of MO. (Qé

During April 2015, Carlos’ parents and twin brother are arrested in a highly publicized raid on a counterfeit
operation and he loses most of his clients. As a result, he decides to move his family and his business from Toronto,
Ontario to Kamloops, British Columbia. He flies to Kamloops in June, 2015 to find a suitable home. He returns to
Toronto where he learns that his offer to purchase a house has been accepted. Carlos moves to his new home in
September, 2015. He earns $§_fl_,ﬁ000 of employment ipcome for the remainder of the year.

Mzr. Santini sells his ‘new’ automobile back to the deailership for $45,000 in August of 2015.

v The building in which his business operates in Toronto is sold mzs,ooo. Of this amount, it is estimated that
$125,000 relates to the land. The furniture and fixtures are sold for $32,40\O./ v
e N

Since 2004, Mr. Santini has owned both a house in Toronto and a cottage near Huntsville where he and his family

spent the summers. The house cost $273,900.and is sold in 2015 for $420,0Q0. As part of the sale agreement, he
\/ A

replaced the heating system at a cost of $5,000. The cottage cost $156,000 and is sold in 2015 for $350,000.
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A selling commission is paid on each sale in the amount of 4.5 percent of the selling price.” On the advice of his tax
\/ accountant, Mr. Santini plans to deduct the sales commission and legal fees on the house as moving expenses and
account for the sales commission and legal fees on the cottage as selling costs.

Other costs associated with the move are as follows:

Legal Fees On Sale Of Huntsville Cottage $ 675 -~
Legal Fees On Sale Of Toronto House 850 -
Legal Fees On Acquisition Of Kamloops House 940 v
Payments For Moving And Storage 9,800 v
Cost Of Kamloops Trip To Locate New Residence . 1,400
Hotel, Food, And Gasoline On Drive To Kamloops (5 Days) 1,860 «
Costs Of Hotel And Food In Kamloops While Waiting For

Completion Of Renovations On New House (12 Days) 4,675 ~
Total '
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Required: Calc&l}ate the following for Mr. Santini (please clearly show all calculations):

1. 4 marks
His net emplc{yment income and ensuing capital gain relating to the stock options,
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2. 8 marks X
His child care‘expenses for 20135,
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3. 2 marks 1

How much of the payments from Gloria to Carlos are taxable?
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4. 8 marks
What are the capital gains, recapture and/or terminal loss relating to sale of the Toronto busmess assets (show all . >
calculations)? - ) ‘
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5. 8 marks
Determine how h of a capital gain he’ll pay tax on relating to sale of the two Ontario properties using his
principal residence deduction (show detailed calculation).
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6. 10 marks
What is the amount of moving expense deduction he will claim in 2015, what is the amount (if any) of carry-

forward he will ha fe?
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Part Il i

1. 5 marks

In early 2015, Carol Martin sells all of her common shares in Martin Ltd., an eligible small business corporation.
She had owned the shares for 10 years. The shares had an adjusted cost base of $895,000 and were sold for
proceeds of disposition of $985,000. Using these proceeds, she made two investments in other eligible small

business corporations:

1. She used $200,000 of the proceeds to invest in Barby Ltd.
2. She used $600,000 of the proceeds to invest in Ken Inc.

The remaining proceeds remained in her savings account at the end of 2015. How much of the capital gain arising
on the sale of the Martin Ltd. shares can be deferred by the investments in Barby and Ken? If the maximum deferral
is elected, what will be the adjusted cost base of these two investments?
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2. 5 marks S

During the 2015 taxation year, Ms. Andrea Molsen receives non-eligible dividends of $14,200. Her income is
such that this additional amount will be taxed at a 26 percent federal rate and a 7 percent provincial rate. The

- provincial dividend tax credit on non-eligible dividends is 25 percent. Determine the total federal and
provincial tax that will be payable on these dividends and her after tax retention.
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1. Insurance payments included a $680 premium for coverage of her office and contents, $1,800 for malpractice
coverage, and $1,700 in life insurance premiums, " Ay

2. Payments were made to a collection agency in the amount of $1,250 for assistance in collecting past due
amounts from patients.

Contributions of $600 were made to various registered charities. )ﬂ
4. Dr. Sweet paid a total of $18,000 to her husband for his services as a full time bookkeeper and receptionist. v

5. A total of $4,600 was spent to attend a dental convention in Phoenix, Arizona. Dr. Sweet was accompanied by
her husband and $1,500 of the total cost of the trip relates directly to hirn/.
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6. An amount of $1,000 was paid for membership in a racquets club. In addition, $1,300 was spent for court
time, approximately 40 percent of which was for time spent playing with patients.

7. Dr. Sweet paid $1,200 in legal and accounting fees. These fees related to fighting a pef‘sonal income tax
reassessment for a previous tax year. The fight was not successful and, as a consequence, Dr. Sweet was
required to pay additional taxes of $13,000, plus $1,600 in interest on the late payments, .~

8. During the year, Dr. Sweet spent $3,200 purchasing provincial lottery tickets. "

Required: Advise Dr. Sweet with respect to the deductibility of the preceding expenditures in the calculation of Net
Income For Tax Purposes. Explain your position on each expenditure.
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