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Notes:





1.	There are 3 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	Do not cite sections or divisions of the Act unless specifically required in the question.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.  


	“Calculate in accordance with the Act” means determine the amounts required in the manner specified in the Act.  Where the Act refers to “the lesser of” some amounts, each amount is to be calculated.  


	"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.


	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.   





8.	Bonus marks will be awarded for intelligent tax planning ideas relevant to the question.
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�
	Mr. Nudnic, your client, provides you with the following data in respect of the 1995 taxation year.  Mr. Nudnic is a salesperson located in North Bay, Ontario and operates from the basement of his home.  He is employed by a public corporation with its head office in Toronto.





Receipts (Note(1)):


	Salary (net of payroll deductions of $16,000)	$70,000


	Commissions (net of $6,000 in income tax withheld)	12,000


	Car allowance (28,000 employment kilometres at $0.25 per km)	7,000


	Travel allowance ($600 per month for meals and accommodation)	7,200


Disbursements (including PST and GST, where applicable) (Note (2))


	Exercise of stock option (Note (3))	5,000


	Telephone (long distance charges)	3,000


	Promotion and entertainment (including a golf club membership of $2,000 and


		entertainment of $2,500)	8,000


	Office supplies	1,000


	Office equipment (including a $5,000 computer)	7,000


	Travelling in sales territory (away 12 hours or more)


		Meals	2,700


		Accommodation	4,000


	Travelling to head office once a month


		Meals	1,500


		Accommodation	2,000


	Car expenses (Note (4))


		Gas and oil	1,800


		Maintenance	900


		Licence	100


		Insurance	1,300


	Office expense (Note (5))


		Mortgage interest	3,500


		Bank loan interest on funds borrowed to purchase office equipment	600


		House insurance	1,200


		Municipal taxes	2,500


		Utilities and heat	1,600


		Maintenance	800





NOTES:


	(1) In addition to the salary and commission, the employer paid one-half of the following amounts and Mr. Nudnic had the other one-half withheld from his remuneration:


		Registered pension plan (money-purchase plan)	$15,000


		Private accident and disability insurance premium	1,000


		Drug plan	400


	CPP of $850, UIC of $1270 and income tax of $11,680 were also withheld.  	The employer also provided in-house income tax advice and financial counselling which was valued at $500 including GST of $33.  Mr. Nudnic and his family were permitted to use, at no cost, the company ski chalet in the Laurentian mountains of Quebec for two weeks.  The value of the lodging for the weeks selected was $700, including GST of $43 and PST of $49.


	(2) All of the disbursements are reasonable in the circumstances and can be substantiated with receipts and vouchers.  According to his contract, Mr. Nudnic is required to pay for all of his expenses.


	(3) Mr. Nudnic purchased 1,000 shares of the corporation at a time when the shares were trading at $7.00 per share.  The shares were trading at $4.00 each on the day the options were granted.


	(4) Mr. Nudnic acquired a new car on January 3, 1995 at a cost of $32,000, including PST of $2,226 and GST of $1,948.  The employer assisted in the purchase by lending him $25,000 at 4% interest.  Mr. Nudnic paid interest for 1995 on December 31, 1995.  Total employment and personal driving was 35,000 kilometres.


	(5) Mr. Nudnic acquired his home on January 3, 1995, at a cost of $150,000.  Prior to this time he had rented an apartment and office space.  Mr. Nudnic uses the basement, which comprises about 20% of the floor space of the house, as an office and storage area.  The rental value of this space would have been $250 per month.


	(6) Mr. Nudnic incurred a loss of $40,000 due to CCA on an investment in a Canadian feature film.  He has unused non-capital losses arising in prior years as follows:


	1986		$860


	1987		870


	1988		880


	(7) Mr. Nudnic’s wife is not employed, because she is totally blind.  However, she does do some volunteer work for CNIB, with an estimated value for 1995 of $8,500.  In January she inherited $50,000 from an aunt in England.  She received the following during the year from investing some of that money:


	Interest on Government of Canada bonds	$3,500


	Dividends on shares of Bell Canada	2,000


She made the following payments:


	To her dentist for dental services 	$1,800


	To North Bay Community College for tuition	200





-REQUIRED





	(A) Calculate income, income taxes owing, and refundable tax credits for each of Mr. and Mrs. Nudnic.  Assume that the provincial tax rate was 55% and that the prescribed rate was 7% for the first half of the year and 9% for the last half.


	(B) Comment on any items not used in Part (A) giving a brief reason, by reference to the Act where appropriate, for their omission.


	(C) Calculate the GST rebate that should be claimed.





�
-REQUIRED


[Note that marks will be deducted for including items that do not belong in the calculations. Assume that the provincial tax rate was 55% and that the prescribed rate was 7% for the first half of the year and 9% for the last half.]





	(A) Calculate income for each of Mr. and Mrs. Nudnic in accordance with section 3 of the Act.


	(B) Calculate income taxes owing and refundable tax credits for each of Mr. and Mrs. Nudnic.


	(C) Comment on any items not used in Parts (A) or (B) giving a brief reason, by reference to the Act where appropriate, for their omission.


	(D) Calculate the GST rebate that should be claimed.





�
Comments on exam





1.	 The portion of the premium for the drug plan that was deducted from Mr Nudnic’s salary qualifies as a medical expense under 118.2(2)(q).





2.	Some of you chose to treat the car allowance as an exempt benefit under 6(1)(b)(x).  Although this is legal, it is not the best choice in this case since he can then make no claims for car expenses under 8(1)(f) or 8(1)(h.1) nor under 8(1)(j) for the interest and CCA.





3.	Several of you did not include the stock option benefit because you said his employer was a Canadian controlled private corporation.  In fact, the question provides no information as to whether his employer was Canadian controlled, and it says specifically that it is a public corporation.





4.	Since the loss on the Canadian feature film is due to CCA, it is a business loss 100% deductible under subsection 3(d).  Several of you treated it as an ABIL, although there is no indication that the loss was due to disposing of the investment, nor that it had been an investment in a CCPC.





5.	Only net capital losses carried forward have to be adjusted by the 75%/50% fractions.  Many of you incorrectly adjusted the non-capital losses also.





6.	Some of you claimed an education credit under 118.6(3) for Mrs. Nudnic.  It is not clear from the question as to whether she is “enrolled in a qualifying educational program” as defined in 118.6(1).  It seems unlikely that a course with tuition fees of only $200 would require the student to “spend not less than 10 hours per week on courses or work in the program”.   Therefore I neither added nor deducted marks for those who claimed the education credit.





7.	Dividend income is taxable under subdivision b as income from property.  A few of you incorrectly included it under subdivision a as income from employment.





8.	Some of you who calculated basic federal tax at more than $12,500 calculated the surtax incorrectly.  The surtax is 3% on basic federal tax up to $12,500, and 8% (not 5%) on basic federal tax over $12,500.





9.	Part B asked for a reason for ommissions, not simply a statement that you omitted them.





Mark distribution (marked out of 70)


1	student obtained 	69 marks, awarded	A+


4				64 - 68			A


6				54 - 63			B+


11				45 - 53			B


6				37 - 44			C+


6				32 - 36			C


1				0   - 31			F
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