



Sample Exam Questions
Question 1: (Net income for tax purposes; chapter 1)
The following two Cases make different assumptions with respect to the amounts of income and deductions of Ms. Leslie Burke for the current taxation year:

Case A Ms. Burke had employment income of $17,000 and net rental income of $8,500.  Her unincorporated business lost $12,300 during this period.  As the result of dispositions of capital property, she had taxable capital gains of $17,400 and allowable capital losses of $19,200.  Her Subdivision e deductions for the year totalled $6,300.  Fortunately for Ms. Burke, she won $1,000,000 in a lottery on March 3.

Case B Ms. Burke had employment income of $42,100, interest income of $8,200, and a loss from her unincorporated business of $51,000.  As the result of dispositions of capital property, she had taxable capital gains of $22,400 and allowable capital losses of $19,200.  Her Subdivision e deductions for the year amounted to $4,200.  

Required:  For both Cases, calculate Ms. Burke’s Net Income For Tax Purposes (Division B income).  Indicate the amount and type of any loss carry overs that would be available at the end of the current year.

Question 2: (automobile benefit)
Ms. Robin Nestor is provided with an automobile that is owned by her employer.  The employer purchased the car in 2008 for $54,000, plus $2,700 GST and $4,320 PST.  During 2008, she drives the car a total of 72,000 kilometers, of which 67,000 kilometers were employment related.  The automobile was available to Ms. Nestor for 268 days during 2008.  Calculate Ms. Nestor’s minimum taxable benefit for the use of the automobile.

Question 3: (stock/share)
Mr. John Savage has been employed for several years by a CCPC.  He is not a specified shareholder of his employer.
· In 2006, Mr. Savage was granted options to acquire 4,000 shares of his employer’s stock for $54 per share.  At this time, the shares have a fair market value of $50 per share.  
· On July 15, 2007, Mr. Savage exercises all of these options.  At this time, the fair market value of the shares is $82 per share.  He files the appropriate election to defer the maximum amount of employment income.  
· In February 2008, he sells all of the shares for $97 per share.  Calculate the tax consequences of the transactions that took place during 2007 and 2008 on Mr. Savage’s Net Income For Tax Purposes and Taxable Income.

Question 4: (Tax credits)
Lorraine Tramer lives with her husband and 20 year old paraplegic daughter, Marie, who qualifies for the disability tax credit.  
Lorraine has medical expenses of her own of $2,500. 
 During 2008, Lorraine paid medical expenses of $9,850 for Marie, none of which involved attendant care expenses.  Marie has no income of her own.  
Lorraine’s Taxable Income for 2008 was $108,600.  Determine the total amount of tax credits related to Marie that will be available to Lorraine.

Question 5: (CCA calculation)
Lambda Ventures, an unincorporated business, has a Class 10 UCC balance on January 1, 2008 of $453,000.  During 2008, it acquires additional Class 10 assets at a cost of $63,200.  Also during 2008, it deducts $36,700 from the Class 10 UCC for dispositions.  Determine the maximum CCA for 2008 and the January 1, 2009 UCC balance.

Question 6:
At the end of 2007, Barton’s Books has ending accounts receivable of $87,500.  Of this amount, it is estimated that $3,400 would prove uncollectible.  A reserve for tax purposes is deducted for this amount.  During 2008, $3,600 of accounts receivable are written off.  At the end of 2008, accounts receivable total $103,200, with $4,100 of this amount expected to be uncollectible.  By what amount will the 2008 net business income of Barton’s Books be increased or decreased by the preceding information with respect to bad debts?
Question 7:

On June 1, 2008, Mr. Michael Leiner acquires a newly issued debt instrument with a maturity value of $80,000.  It matures on May 31, 2014 and pays interest at an annual rate of 7 percent.  Payment for the first three and one-quarter years of interest is due on August 31, 2011, with interest for the remaining two and three-quarters years payable on the maturity date.  What amount of interest will Mr. Leiner have to include in his tax returns for each of the years 2008 through 2014?

Question 8: (CCA calculation)
On July 1, 2008, Lorty Inc. sells equipment for $126,000.  This equipment had an original cost of $111,000 and a net book value of $93,000.  For tax purposes, these assets were in Class 8.  The UCC balance in this class on January 1, 2008 was $103,000.  There were no other additions or dispositions of Class 8 assets during the taxation year ending December 31, 2008.  Indicate the adjustments that would be required to Lorty Inc.’s accounting income in the determination of 2008 Net Income For Tax Purposes.

Question 9: (Child care cost; chapter 8)
Mr. Renaud and Ms. Fortune have lived together for over 15 years and have three children.  The ages of the children at the end of 2008 are 3, 11, and 15.  All three children enjoy good mental and physical health.  Mr. Renaud works as a carpenter and has received income for the year of $52,000.  However, he will only report $12,000 of this total in his current tax return (he believes that, because most of the income is received in cash and he has no receipts for his expenses, he does not have to report the full amount).  

Ms. Fortune has business income of $62,000, all of which she reports.  As Mr. Fortune is the lower income spouse, he receives $1,200 in universal child care benefits during 2008.  The child care costs for the current year, all paid for by cheque and properly documented for tax purposes, total $11,200.  

Determine the maximum deduction for child care costs and indicate who should claim them.

Question 10: (RRSP contributions; chapter 9)
Mr. Marco Marconi has net employment income of $78,300, after the deduction of $2,400 in RPP contributions for the year.  In addition, he has a business loss of $6,750, taxable dividends of $5,640, and pays $12,400 of deductible support to his former spouse.  What is the amount of Mr. Marconi’s Earned Income for RRSP purposes for the year?

Question 11: (chapter 10,p.385)
During 2007, Mrs. Lacinda Brown used her lifetime capital gains deduction to eliminate a taxable capital gain of $15,000 [(1/2)($30,000)].  During 2008, she has capital gains on publicly traded securities of $21,000, and a loss of $47,000 on the disposition of shares of a small business corporation.  Her employment income for 2008 is over $250,000.  Determine the amount of the Allowable Business Investment Loss that can be deducted in 2008, as well as the amount and type of any losses available for carry over at the end of the year.

Question 12:

At the beginning of 2008, the following information relates to Sarah Elmsley:

Year
Net Tax Owing

2006
$1,800

2007
6,400

2008 (estimated)
3,600

Indicate whether Ms. Elmsley is required to make instalment payments during 2008.  Explain your conclusion and, if your answer is positive, indicate the minimum instalments that will be required and when they are due.

Solutions of Sample Exam

Question 1:

Case A The Case A solution would be calculated as follows:

Income Under ITA 3(a):


Employment Income
$17,000 


Net Rental Income
 8,500 
 $25,500 

Income Under ITA 3(b):


Taxable Capital Gains
$17,400 


Allowable Capital Losses
( 19,200)
Nil 

Balance From ITA 3(a) And (b)

$25,500 

Subdivision e Deductions

( 6,300)

Balance From ITA 3(c)

$19,200 

Deduction Under ITA 3(d):


Business Loss

( 12,300)

Net Income For Tax Purposes (Division B Income) 

 $ 6,900 

In this Case, Ms. Burke has an unused allowable capital loss carryover of $1,800 ($17,400 - $19,200).  The lottery winnings are not subject to tax.

Case B The Case B solution would be calculated as follows:

Income Under ITA 3(a):


Employment Income
$42,100 


Interest Income
 8,200 
 $50,300 

Income Under ITA 3(b):


Taxable Capital Gains
$22,400 


Allowable Capital Losses
( 19,200)
  3,200 

Balance From ITA 3(a) And (b)

$53,500 

Subdivision e Deductions

( 4,200)

Balance From ITA 3(c)

$49,300 


Unincorporated Business Loss

( 51,000)

Net Income For Tax Purposes (Division B Income) 

Nil 

In this Case, Ms. Burke’s Net Income For Tax Purposes (Division B income) is nil.  There would be an unused business loss carry over of $1,700 ($49,300 - $51,000).

Question 2:

Rounded to the nearest whole number, 268 days results in 9 months of availability.  Further, Ms. Nestor’s employment use is over 50 percent, entitling her to a reduction in the basic standby charge.  Given these factors, the standby charge would be calculated as follows:

[(2%)(9)($54,000 + $2,700 + $4,320)(5,000/15,003)] = $3,660

The 15,003 in this calculation is 9 months at 1,667 per month.  The operating cost benefit would be $1,200 [(5,000)($0.24)], resulting in a total taxable benefit of $4,860 ($3,660 + $1,200).  Note that, while Ms. Nestor could have used the alternative calculation of the operating cost benefit, the result would have been $1,830 [(1/2)($3,660)], a significantly higher figure than the $1,200 used here.

Question 3:

Mr. Savage’s employer is a public company and he is not a specified shareholder.  This means that he is eligible for the deferral of the employment income inclusion.  This deferral would be limited to $100,000 of the fair market value of the shares at the time the options are granted.  Given the per share market price of $50, this would apply to 2,000 ($100,000 ÷ $50) of the shares that he acquired under the option arrangement.  The increase in Net Income For Tax Purposes and Taxable Income resulting from the exercise of the options in 2007 would be calculated as follows:

Fair Market Value At Exercise [(4,000)($82)]
$328,000 

Cost of Shares [(4,000)($54)]
( 216,000)

Employment Benefit
$112,000 

Available Deferral [(2,000)($82 - $54)]
( 56,000)

Employment Income Inclusion = 



Increase In Net Income For Tax Purposes
$ 56,000 
Deduction Under ITA 110(1)(d) [(1/2)($56,000)]
( 28,000)

Increase In Taxable Income
$ 28,000 
When the shares are sold in 2008, Mr. Savage would have to recognize the remaining $56,000 of employment income, offset by the one-half deduction under ITA 110(1)(d).  In addition there will be a taxable capital gain of $30,000.  The total increase in Net Income For Tax Purposes and Taxable Income is calculated as follows:

Deferred Employment Income

$56,000 

Proceeds Of Disposition [(4,000)($97)]
$388,000 

Adjusted Cost Base [(4,000)($82)]
( 328,000)

Capital Gain
$ 60,000 

Inclusion Rate
1/2
30,000 

Increase In Net Income For Tax Purposes
 
$86,000 
Deduction Under ITA 110(1)(d) [(1/2)($56,000)]

 ( 28,000)

Increase in Taxable Income

$58,000 
Question 4:

Lorraine has sufficient other medical expenses to exceed the 3 percent threshold.  Her income is too high to qualify for the refundable medical expense supplement.  As Marie has no income, the regular disability credit can be transferred to Lorraine.  However, as Marie is over 17, the disability supplement is not available.  

In addition to the disability credit, Lorraine will be able to take the caregiver credit, as well as a credit for all of Marie’s medical expenses since they are less than the $10,000 maximum.  The total credits related to Marie would be as follows:

Disability - Regular Amount

$ 7,021 

Caregiver

4,095 

Marie’s Medical Expenses - Lesser Of:

· ($9,850 - Nil) = $9,850

· Absolute Limit = $10,000

9,850 

Total Credit Base

$20,966 

Rate

15%

Total Credits Related To Marie

$ 3,145 

Question 5:

The maximum 2008 CCA of $139,875 and the January 1, 2009 UCC balance of $339,625 would be calculated as follows:

January 1, 2008 UCC Balance

$453,000 

Add:  Additions
$63,200 

Deduct:  Dispositions
( 36,700)
26,500 

Deduct:  One-Half Net Additions [(1/2)($26,500)]

( 13,250)

CCA Base

$466,250 

CCA [(30%)($466,250)]

( 139,875)

Add:  One-Half Net Additions

13,250 

January 1, 2009 UCC Balance

 $339,625 

Question 6:

The net decrease for the year will be $4,300 ($3,400 - $3,600 - $4,100).

Question 7:

The total interest to be recorded on the investment is $33,600 [($80,000)(7%)(6 years)].  It will be allocated as follows:  2008 - nil, 2009 - $5,600, 2010 - $5,600, 2011 - $7,000, 2012 - $4,200, 2013 - $5,600, and 2014 - $5,600.

As no anniversary date occurred and no interest was received during 2008, no interest will have to be included in Mr. Leiner’s 2008 tax return.  

In 2009, the first anniversary date occurs on May 31 and this requires the recognition of $5,600 [(7%)($80,000)] of interest.  

In 2010, the second anniversary date occurs and this requires the recognition of an additional $5,600 of interest.  

In 2011, the third anniversary date requires the recognition of $5,600 and, in addition, a $18,200 [(7%)($80,000)(3.25 Years)] payment is received.  As $16,800 [(3)($5,600)] of this amount has been accrued on the three anniversary dates, only $1,400 of this amount will be added to income.  This gives a total for the year 2011 of $7,000 ($5,600 + $1,400). 

In 2012, the anniversary date will require recognition of $5,600.  However, only $4,200 of this amount will be included as $1,400 was recognized in 2011.  

In 2013, $5,600 will be recognized on the anniversary date.  

In 2014, a payment of $15,400 [(2.75)($5,600)] will be received.  As $9,800 ($4,200 + $5,600) of the amount received has been recorded on the 2012 and 2013 anniversary dates, the total for 2014 will be $5,600 ($15,400 - $9,800).  

Question 8:

The required adjustments would be as follows:

Add:


Taxable Capital Gain [(1/2)($126,000 - $111,000)]
$ 7,500 


Recapture ($111,000 - $103,000)

8,000 

Deduct:


Accounting Gain ($126,000 - $93,000)

( 33,000)

Net Adjustment

($17,500)

Question 9:

As Mr. Renaud is the low income spouse, he will have to take the deduction for child care costs.  The deduction will be the least of the following amounts:

· The actual costs of $11,200.

· The annual limit of $15,000 [(1)($7,000) + (2)($4,000)].

· 2/3 of earned income, an amount of $8,000 (2/3 of the reported amount of $12,000).

The least of these three amounts is $8,000.  Note that the universal child care benefit payments are not included in Mr. Renaud’s earned income for this purpose.

Question 10:

His Earned Income for RRSP purposes will be $61,550 ($78,300 + $2,400 - $6,750 - $12,400).

Question 11:

The Allowable Business Investment Loss for the year would be calculated as follows:

Actual Loss On Disposition
$47,000 

Reduction For Capital Gains Deduction [(2/1)($15,000)]
( 30,000)

Business Investment Loss
$17,000 

Inclusion Rate
1/2 

Allowable Business Investment Loss
$ 8,500 

All of the $8,500 can be deducted against Mrs. Brown’s employment income.   With respect to the disallowed $30,000, it becomes an ordinary capital loss, of which $21,000 can be deducted against the current year’s capital gains on the publicly traded securities.  This leaves a net capital loss carry over of $4,500 [(1/2)($30,000 - $21,000)].

Question 12:

As the net tax owing for the current year and one of the two preceding years exceeds $3,000, she is required to make instalment payments.  The best alternative for instalment payments would be to use the current year estimate.  This would result in required instalment payments of $900 ($3,600 ÷ 4) to be paid on March 15, June 15, September 15, and December 15.  If the estimated taxes payable are below actual taxes payable for 2008, instalment interest may be charged. 

