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	Do not cite sections or divisions of the Act unless specifically required in the question.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


	“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.





Mrs. Smith has had a difficult year.  She moved to Toronto at the start of 1995 to take on an exciting new sales position with the Canadian subsidiary of a well-known American corporation.  However the job proved to be very stressful.  Though she tried to continue working  after the sudden death of her husband on 16 January 1996, near the end of February she injured herself badly at work falling down stairs.  She spent quite some time in hospital and then at home recovering.  It is now mid-November 1996 and she is just starting to get her life back together.  She wants you to prepare her 1995 income tax return and to estimate her 1996 income taxes, assuming she will not return to work in 1996.  She has supplied you with the following information. 





	She incurred the following costs to move to Toronto:


Cost of disposing of old home in Winnipeg on 23 December 1994:


Legal fees	$ 500


Real estate commission	10,000


Air fare for the family to Honolulu on 23 December	1,500	


Costs of temporary accommodation in Honolulu prior to occupying new home: 


Meals, 10 days @ $120	1,200


Motel room, 10 days @ $80	800


Telephone charges 	100


Air fare for the family from Honolulu to Toronto on 2 January	1,500


Moving cost of furniture	  1,000 


Cost of purchasing new home on 9 January 1995:


Prepaid realty (property) taxes	600


Legal fees	900


Transfer tax	300


Real estate commission	9,600


Costs of temporary accommodation in Toronto prior to occupying new home: 


Meals, 7 days @ $60	420


Motel room, 7 days @ $80	560


Telephone charges 	100


Taxi fares	600
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During 1995 [January and February 1996], she received the following:


Salary (after payroll source deductions)	$36,000 [$6,000]


Commissions	$10,200   [        0] 


Sales incentive prize (fair market value)	1,500  [        0] 


(All expense-paid trip to Las Vegas for her and her spouse,


including 8% PST of $72 and 7% GST of $63 on $900 of the


cost subject to these taxes.)


Loan to purchase a car	40,000 [        0]


(The car was driven a total of 24,000 kilometres during 1995 of


which 19,200 kilometres were for employment purposes.  During January and February 1996 the car was driven 4000 kilometers of which 3,200 kilometers for employment purposes.  During the rest of the year, it was driven 4,000 kilometers for other purposes.  The loan was made on January 4, 1995, with interest at 3% payable


on the anniversary date of the loan annually and 25% of the


principal payable on the same date.)


Car allowance, @ $450 per month  	5,400   [    900]


Accommodation allowance to reflect Toronto excessive cost of living, @ $800 per month 	9,600  [ 1,600]


Meals and accommodation allowance for meetings out of town with


clients, @ $200 per month 	2,400  [    400]





Her employer paid the following amounts to third parties:


Registered pension plan contributions (money-purchase plan)	$6,600 [ 1,100]


Group accident income protection plan premium	120 [      20]


Employer health tax	1,500  [    250]


Dental plan premium paid to Manulife Financial	300  [      50]


Extended health care premium paid to Blue Cross	360  [      60]


Waterloo Tennis Club membership fees	1,000      


(All-season facilities usually used for entertaining clients.)


Stress management counseling fees, @ $200 for each of 6 sessions	1,200      





Her employer withheld from her salary the following payroll source deductions:


Income tax	$13,596 [ $2,266]


Canada Pension Plan	852  [     142]


Unemployment Insurance	1,272  [     212]


Registered pension plan contribution	6,600  [  1,100]


Group accident income protection plan premium	120  [       20]


Dental plan premium paid to Manulife Financial	300  [       50]


Extended health care premium paid to Blue Cross	360  [       60]


United Way (registered charity) donation	900  [     150]





Total payroll source deductions	$24,000  [$4,000] 





She made the following disbursements in respect of 1995 [January and February 1996]:


Purchase of a car	$40,000


(Cost includes PST of $2,080 and GST of $1,825.)


Car operating costs (including PST @ 8% and GST @ 7% where


applicable):


Gas and oil	2,400  [ 400]


Maintenance	1,680  [ 280] 


Insurance	1,200 [ 200]


License	120  [  20]


Interest and principal paid to employer on 4 January 1996	11,200   


Exercise of stock option on 300 shares, @ $20 per share	6,000   


(The fair market value of the shares at the date of their purchase


was $23 per share.  The fair market value at the date the option


was granted was $19.)


Meals expense in town on evenings she had to work late (incurred in equal


monthly amounts over the year)	600  [ 100]


Meals expense for meetings in town with clients (incurred in equal


monthly amounts over the year)	4,800  [ 800]


Meals expense out of town on business (incurred in equal


monthly amounts over the year)	2,400 [ 400]


Accommodation expense for meetings out of town with clients	3,600  [ 600]


Supplies for employment use	300  [  50]


Hockey tickets for Hamilton Canucks at Copps Coliseum	900   


(Half of the tickets were used to entertain clients and the other half


were used with her spouse.  All were for games in the autumn of 1995.)





During 1996, she received (or expects to receive before 1997) the following:


Periodic payments from employer’s group accident income protection plan 	8,000


Worker’s compensation	10,000


Lump sum payment from Toronto School District (her late spouse’s employer) received in February	24,000


Life insurance proceeds from policy insuring her spouse’s life	334,000


Periodic payments from teachers’ pension plan	11,000


Widow’s benefits under Canada Pension Plan	6,000





She made (or expects to make before 1997) the following disbursements in 1996:


Car operating costs for March to December (including PST @ 8% and GST @ 7% where applicable):


Gas and oil	400


Maintenance	280 


Insurance	1,000 


License	100


Ambulance to take her spouse to hospital	30


Hospital bills for her spouse	200


Funeral costs	1,000


Dental costs for her son (July) 	400


Hospital bills for herself (March)	1,100


Costs of home care nurse for herself (April to October) 	4,200


(All amounts are the excess over any re-imbursement under the provincial or private health plans to which she belongs.) 


She has also scheduled a Christmas cruise “to recover her sanity” at a cost of


 	$4,100.





Mr. and Mrs. Smith each owned a house that they rented out.   Mr. Smith’s property transferred to Mrs. Smith on his death.  The estimated value of the land at that time was $88,000 and of the house was $58,000.  Mrs. Smith’s real estate was expropriated to make room for a new highway interchange on 1 December 1995.  She received $96,000 for the land and $79,000 for the house.  She had purchased a new property just before her husband’s death 16 January 1996 for $76,000 (land) and $71,000 (house).  The following information relates to these houses:





�
1995, Mr. Smith’s�
1995, Mrs. Smith’s�
1996, Mr. Smith’s�
1996, Mrs. Smith’s�
�
Cost of land�
55,000�
64,000�
�
76,000�
�
Cost of house�
53,000�
66,000�
�
71,000�
�
Opening UCC, house�
44,000�
46,000�
�
�
�
Mortgage principal paid January 1�
5,000�
5,000 �
5,000�
0�
�
�
(12 months)�
(11 months)�
(12 months)�
(11 months)�
�
Rental revenue�
6,000�
7,700�
6,000�
7,700�
�
Mortgage interest�
4,200�
4,400�
3,600�
0�
�
Property tax�
1,200�
1,100�
1,200�
2,200�
�
Utilities�
   900�
1,100�
   900�
1,100�
�






-REQUIRED





[Note that marks will be deducted for including items that do not belong in the calculations.  The prescribed rates for 1995 were:  first quarter, 5%; second quarter, 4%; third quarter, 6% and fourth quarter, 5%; for 1996, 6% for all quarters. Assume that the provincial tax rate was 55%, that her husband earned $48,000 per year while alive, and that her son earns $6,000 per year.]





	(a) Calculate income for tax purposes in accordance with section 3 of the Act and income taxes owing for Mrs. Smith in respect of 1995 and 1996.


	(b)  Calculate the maximum she could contribute to her RRSP in January 1997, assuming she made the maximum contribution to her RRSP in December 1994, and has made no contribution since.


	(c)  Calculate the effect on her 1995 and 1996 income taxes owing of making the contribution you calculate in (b).





***** END OF EXAM *****











�
Mark distribution for the course:


3	students obtained 	88 - 92 marks, awarded	A+


7				78 - 87				A


11				71 - 77				B+


16				61 - 70				B


8				56 - 60				C+


7				48 - 55				C


2				42 - 47				D








�
Comments on exam





1.	The exam answers were generally laid out worse than on the mid-term.  Many of you used only the first four or five pages of the answer book, rather than using a separate page to calculate employment income, another page for rental income and the capital gain on the rental property, a third page for the moving expenses, and a fourth page for the medical expenses.





2.	Several of you incorrectly included only her net salary of $36,000 as section 5 income, rather than her gross salary of $60,000.





3.	Several of you incorrectly included in her employment income items that are exempt under section 6(1)(a), such as the group accident plan, the private health services plans (Manulife and Blue Cross) and the counselling services for mental health.  Revenue Canada views health taxes and recreational facility fees, where the benefit is primarily to the employer, as non-taxable (see IT-470R, paragraphs 34 and 41).





4.	Some of you did not include the stock option benefit in the mistaken belief that her employer was a Canadian-controlled private corporation.  Since the employer is a subsidiary of an American company, it is American-controlled, not Canadian-controlled.





5.	The interest benefit under 6(9) and 80.4(1) is net of amounts paid within 30 days of yearend, i.e. the $1200 interest paid on 4 January 1996.  Since you are not told whether she makes the next payment on 4 January 1997, you need to make an explicit assumption.  Don’t forget that the 8(1)(j) interest expense is based on the interest benefit plus the interest paid.





6	Many of you claimed employment expenses under 8(1)(f) in excess of her commission income. Had you laid out the answer as we did for problems 3.6 and 4.4, you would have been less likely to make this mistake.





7.	Some of you did not separately calculate employment income, which made it difficult to calculate earned income for the RRSP (and the child care deduction and child tax credit had they been required).





8.	Most of you did not recognize the $24,000 lump sum payment from Toronto School District (her late spouse’s employer) received in February as a death benefit, the first $10,000 of which is tax-free.





9.	Most of you did not deal with the implications of her husband’s death.  First, she would receive his assets at his cost (e.g. the rental property).  Second his income till he died (15 days of salary and rental income) would go on his tax return.  The remaining rental income would be hers since the rental property transferred to her.  In addition, since his income for the first 15 days of 1996 would be less than $6,000, she would be able to claim him as a married dependent.


�
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