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Notes:


1.	There are 5 pages - make sure you have them all.





2.	The examination books must be handed in when the exam is completed.





3.	Hand calculators and an annotated copy of the Income Tax Act may be used but not shared.  The Act may not have material pasted into it (e.g. post-it notes), have more than 25 tabs, nor have tabs with other than section numbers on them.  There will be a penalty of 1% for each tab in excess of 25, and for each word on tabs or material pasted, stabled or otherwise attached to the Act.  Flagrant violations will result in the Act being confiscated until the exam is handed in.





4.	Do not cite sections or divisions of the Act unless specifically required in the question.





5.	If you feel you require more information in a fact situation, outline the exact nature of the information and specify how it would affect your decision, but do not contradict fact or assume the abnormal.





6.	If you are given financial statements, assume they are prepared in accordance with GAAP, unless clearly indicated to the contrary.





7.	"Calculate" means determine the amount(s) required, showing individual amounts totalling to the amount(s) required.  Where the Act refers to "the lesser of" some amounts, you need only calculate that lesser amount.  


	"Discuss" means indicate quantitative and qualitative factors relevant to the question.  Where the Act refers to "the lesser of" some amounts, you should show each of the amounts to demonstrate which is the lesser one.  10% of the mark will be awarded for clarity and organization of the answer.


	For questions requiring you to "calculate" an amount, marks are awarded for each amount needed to compute the total; marks will be deducted for amounts included incorrectly in the calculation.   
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�
Question one





Fiona Fit, an aerobics teacher and fitness specialist, has approached you for assistance with her 1994 income tax return.  Based on the information that you have gathered to date, and the preliminary meeting with Fiona, you have obtained the following information:





a.	Fiona is 44 years old and has been divorced for the past 2 years.  She lives in Saskatoon with her three children, Charlene, aged 13, and twins, Charles and Clark, aged 5.  Fiona has never remarried or lived common-law since the marriage break-up.  He ex-husband pays her maintenance payments of $250 per month for each child.





b.	Fiona is an employee of QC-TV Ltd., a Canadian Controlled Private Corporation.  For 1994, she earned $35,000.  Amounts withheld for UIC and CPP were $1,045 and $806, respectively.





c.	Fiona also operates her own self-employed business, which involves the production and sale of aerobic videos and health books.  She is starting to be successful, particularly with the sale of home videos.  Based on her annual financial statements, Fiona had net income (based on generally accepted accounting principles) of $30,000.  Included in the computation of net income was the following:





	•	Accounting depreciation expense of $9,000.  Fiona has a new car which she purchased in January of 1994 for $27,000 plus 9% PST.  Prior to this year, she always leased, and deducted her applicable portion of business expenses.  According to her travel log, Fiona estimates that she used the car 80% of the time for business.  She deducted all of her operating costs of $3,000 through her business.


		The depreciation on the balance of her assets relates to:


		•	exercise machines in her studio


		•	furniture and fixtures in her office


		•	computer


		Undepreciated Capital Cost ending balance amounts from 1993 were as follows:


	 		Class 8  $2,900	Class 10  $2,100


	•	Gain on sale of her old computer of $150.  She sold the old computer for $900, and purchased a note book computer for $4,500.  The cost of the old computer was $6,500.


d.	During 1993, Fiona sold both her cottage in Northern Saskatchewan, and her home in Prince Albert, to purchase an older home in a nearby community.  The cottage was purchased in 1982 for $120,000, and sold for $190,000.  She believes that her total moving expenses of $4,000 should be deductible, because the new location is more convenient for both work and school for her young boys. 








d.	In the fall of 1993, Fiona paid a commission fee of $200 to obtain four popular art pieces for a cost of $1,200 each.  In May of 1994, she sold all four paintings for a total of $7,400, net of the selling fees paid to the auctioneer.  Although Fiona does not have a gallery, she regularly sells her art work for a profit.





e.	Fiona loaned her friend's private Canadian corporation $40,000 three years ago.  The corporation has just gone into receivership, and she will not be repaid.  She has recognized accrued interest income of $4,000 each year for the last 2 years.  This income will also never be received.





f.	She has losses carried forward from previous years of:


	•	Non-capital losses		$3,600


	•	Net capital losses		 4,800


	•	Listed personal property losses	   	   600





g.	She sold the following property this year:


	•	Gold coin for	$1,800, cost	$  700


	•	Antique clock for	 1,200, cost    900


	•	Canoe for		   500, cost  2,000





h.	To ease the burden of being a single parent, Fiona employed and paid the following individuals:





	•	A full time sitter to care for the children	$12,600


	•	A cleaning lady		  5,000


	•	A student to drive the boys to playschool	    500


	





i.	Fiona also made the following payments during 1994:


	•	$800 for 4 weeks of summer camp for Charlene.


	•	Dental expenses of $300 for herself, $400 for Charlene, and $500 for each of the twins.


	•	Charitable donations to the United Way of $50.an RRSP contribution in 1993 of $8,000.


	•	Fiona has not utilized any of the Capital gains exemption.


	•	Fiona did not have a Cumulative Net Investment Loss balance as at the end of 1992 nor did she claim an Allowable








REQUIRED





Calculate, by reference to the Act, Ms. Fit's income, taxable income, and federal income tax for 1994, including any refundable tax credits.


�
Question two





Ms. Rich is an executive of a large public retail corporation, Clothes to You Ltd., located in Winnipeg, Manitoba.  Ms. Rich is not married.  However, she has two adopted children, ages 8 and 10, who reside with her.





Ms. Rich has provided you with the following information for 1994:





Clothes to You Ltd.:





	Gross salary before commissions 	$ 45,000


	Commission income	   7,000


	Canada Pension Plan contributions	    (806)


	Unemployment Insurance premiums	  (1,245)


	Registered pension plan contributions


	  (money purchase)	  (6,000)


	Income taxes deducted	 (18,000)


	Net	  25,949





(1)	Clothes to You Ltd. provides Ms. Rich with an automobile.  The annual lease cost of the car, including PST of $1,120 (at 7%) and GST of $1,120, is $18,240.  Ms. Rich is reimbursed for her operating expenses when using the car for business.  Clothes to You Ltd. also pays for any insurance, licence fees and repairs and maintenance related to the operation of the automobile.  The operating expenses for the year totalled $6,100, including PST of $378 and GST of $378.  She used the car 18,700 km for pleasure and 31,300 km for business.  She is charged $200/month for the use of the car and operating costs. 


(2)	Ms. Rich received stock options in February 1994.  She has the option to purchase 20,000 shares at $4.50/share.  The value of the shares in February when the options were issued to her was $4.50/share.  She exercised 15,000 of them in December, and immediately sold the shares purchased for $90,000.





(3)	Ms. Rich received a piece of artwork worth $750, including PST of $46 and GST of $46, from the company at Christmas time.





(4)	Clothes to You Ltd. paid $1,300, including GST of $85, for her membership in a fitness club.  The corporation also paid Blue Cross premiums of $350, and matched her RPP contributions of $6,000 (i.e. a total of $12,000 was deposited to her money purchase pension account).





Investment Receipts:





	Interest income	$  1,100


	Dividends received from taxable Canadian corporations	   7,500


	Dividends from U.S. corporation - net of 15%


	  withholding tax (in Cdn. $)	     680





Other Items:





(1)	Annuity payments under contract from 


	Jiltco Life Assurance Co.


	The capital portion of the annuity was $650	$  2,000





(2) 	Net proceeds on the sale of her house


	on March 15, 1994 - net of real estate


	commission of $9,000	$141,000


	The house cost $60,000 in 1982.  Its December 31, 1981 fair market value was $90,000.





(3)	Net proceeds on the sale of her cottage


	on September 12, 1994 - net of real estate


	commission of $6,000	$ 94,000


	The cottage cost $40,000 in 1984.





(4)	At Christmas 1993, she gave each of her children a 6%, $2,000 five-year bond.





(5)	Ms. Rich received a termination payment of $28,000 from her previous employer.  She contributed all of this amount to her RRSP.  Ms. Rich worked for her previous employer from February 15, 1986 to January 10, 1994.  In that period, all of that employer's contribution had vested.





Expenditures/Losses:





(1)	Investment counsellor's fees	$  1,100





(2)	Interest on bank loan to purchase shares	     850


(3)	Registered retirement savings plan contribution	       0





(4)	Ms. Rich incurred meals and entertainment expenses


	evenly throughout the last ten months of 1994	  16,600





(5)	Loss on rental of apartment (before CCA)	   3,500





(6)	Ms. Rich invested in a limited partnership tax


	shelter in 1994.  The loss per form T5013 is


	$3,200.  She invested $5,000 in the partnership


	units in early 1994.





REQUIRED





(1)	Calculate the maximum Ms. Rich can contribute to her RRSP in February 1995, assuming she made the maximum possible contribution in November 1993 and has only contributed the $28,000 mentioned above since and has made no contributions since.  Assume Ms. Rich's earned income in 1993 was $85,000 and the pension adjustment on her 1993 T4 was $5,000.





(2)  Calculate Ms. Rich's income, taxable income, and federal income tax for 1994, including her section 127.5 minimum tax.








�
Comments on question one





1.	Many of you did not refer to sections of the act to support your answer.


2.	Some of you classified the sale of the art pieces as on capital account.  Yet the transaction by its nature (buying and then auctioning) was clearly undertaken to make a profit, and the taxpayer had regularly engaged in similar transactions.  (See page 138 of the text.)  A few also wrongly classified the sale as property income, rather than as business income.


3.	The taxpayer's bad debt of $40,000 is an ABIL (see page 296 in the text), and so $30,000 can be deducted against other income.  The bad debt on the accrued interest is deductible as a loss from the property.


4.	Some of you tried to include the cost of driving the taxpayer's children to playschool as a child care expense.  Transportation costs are specifically excluded in subsection (d) of the definition.  A few forgot to include the four weeks of summer camp.


5.	A few calculated a standby charge benefit (section 6(2)) on the $27,000 car the taxpayer bought for her own business.  Since she cannot legally be an employee of her own unincorporated business, there is no basis for such a calculation.


6.	CCA on the car will be calculated under class 10.1 on $24000 plus 9% PST.  GST will not be included since the business is presumably a registrant and so would receive an input tax credit for any GST paid.


7.	A few tried to claim personal exemptions under sections 118(1)(b) and (c).  A taxpayer can claim under only one of subsections (a), (b), and (c) of section 118(1).  Also she cannot claim her children under 118(1)(d) because they are not over 18.  She will receive the child tax benefit instead.


8.	Average mark on this question was 40 out of 60.


�
Comments on question two





1.	Entertainment expenses are not deductible under 8(1)(h).  Meals are only deductible if they are incurred while she is out of town (see 8(4)).  So she can claim 50% of her out of town meals under 8(1)(f) or (h).  Under 8(1)(f) she can claim 50% of her entertainment expenditures up to her commission income of $7000 less her meals claimed.


2.	Many of you calculated a car operating benefit of more than the twelve cents a kilometre prescribed for 6(1)(k).


3.	Many of you made careless mistakes.  Some adjusted for the RPP, RRSP, or 25% stock option amounts when calculating minimum tax, without having previously included them in calculating taxable income under Division C.  Others forgot to deduct the cost from the selling price in calculating the capital gain on the real estate. 


4.	Many of you used the wrong maximums in calculating the RRSP contribution.  Some also forgot that she could contribute in February 1995 based on her 1994 earned income, though that amount would be deductible on her 1995 return, not her 1994 one.


5.	Several of you removed the GST portion of the lease cost, artwork, and fitness club membership amounts.  Though it is technically correct to do this in calculating the benefits under 6(1)(a) and (e), the GST must then be added back under 6(1)(e.1).


6.	Average mark on this question was 39 out of 60.





Overall course grades:


 5	students obtained	92 - 99 awarded	A+


 6		83 - 91	A


18		73 - 82	B+


16		67 - 72	B


 5		62 - 66	C+


 5		52 - 61	C
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