Notes:





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	Do not cite sections or divisions of the Act unless specifically required in the question.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





�
Your client, Golf & Ski World Ltd., is a public corporation retailing sports equipment and clothing.  The following statement of income for the corporation has been prepared in accordance with generally accepted accounting principles.





Golf & Ski World Ltd.


Statement of Income


For the 12 months ended December 31, 1996





Revenue:


	Sales revenue	$900,000


	Cost of goods sold	480,000


	Gross profit		420,000


	Gain on sale of shares in STR Limited		100


	Dividend income from STR Limited		4,100


Total revenue		$424,200


Expenses:


	Structural renovation for ski division (note a)	30,000


	Depreciation and amortization (note b)	22,000


	Meals and lift tickets for promoters and clients	13,200


	Interest expense for renovation and expansion	55,000


	Interest penalty for late filing - income tax	2,400


	Legal fees for tax reassessment	980


	Donation to the War Amps (note c)	3,600


	Donation to the Liberal Party of Canada	1,000


	Warranty expense (note d)	900


	Registered pension funds contributed (note e)	13,000


	Rent	44,000


	Wages and salaries	150,000


	Total expenses		(336,080)


Income before taxes		88,120


Income tax expense		36,000


Net income 		$52,120





Notes:


(a)	The structural renovation for the ski division involved the following:


	Building improvements	$19,000


	Furniture and fixtures purchased	6,400


	Outside landscaping costs	4,600





(b)	The UCC of the various classes of assets, as of December 31, 1995 for the corporation was as follows:


	


UCC Class


�
�
�
�
�
Class 1�
	�
�
	118,000�
�
Class 8�
�
�
	16,000�
�
Class 10�
�
�
	5,000�
�
Class 10.1 (van)�
�
�
	22,000�
�
Class 13�
�
�
	42,000�
�



(	The building was expanded due to increase business in the ski division of Ski and Golf World.  The entire structural changes are permanent.


(	The van in class 10.1 is the only vehicle owned by the corporation.  It is used most of the time for business transportation to golf and ski events.  The van is also used as a promotional tool because advertising covers all four sides of the vehicle.  The president,  Hans den Ham, drove the vehicle 350 km per month for personal use.  Total km driven in 1996 amounted to 18,400 km.  The corporation paid all of Hans’s operating expenses.


(	The lease balance relates to a 30 year lease entered into in 1971 with an option to renew for a further 20 years.  The original cost of the leasehold improvements in 1971 was $50,000.  A further $12,000 of improvements were made to the leased building in 1996.


(	The balance in class 8 represents fixtures of the ski division.   On January 20, 1996 prior to the structural renovations the company sold all of these fixtures for $5,800.  The original cost of these fixtures was $9,500.


(	The balance in class 10 represents computerized cashier equipment that was sold late in November for its scrap value of $800.


(	New computerized point of purchase equipment has been ordered at a cost of $12,400.  While awaiting delivery the company is renting equipment at a cost of $400 per month.





(c)	The company donated new ski equipment to the War Amps of Canada in 1996.  The cost of this equipment to the corporation was $3,600.  A charitable donation receipt of $7,000 was received from War Amps because it represented the fair market value of the goods transferred.





(d)	Warranty liabilities increased by $900 during the year.





(e)	Registered pension fund contributions in a money purchase plan were vested on behalf of the company president and controller.  The company contributed $7,800 for the president and $5,200 for the controller.  They each made matching contributions.  Their remunerations for the year were $75,000 and $50,000 respectively.





(f)	The company has a non-capital loss carry forward from 1994 of $44,000.





(g)	Golf and Ski World purchased 1000 shares in STR Limited, a public company, listed on the Toronto Stock Exchange at $35 per share plus brokerage of $500 on December 10, 1973.


The company received the following dividends during the intervening years:





February 1, 1974	A stock dividend of 5% with a paid-up capital of $10 per share.


March 1, 1978	A subsection 83(1) dividend of $2 per share.


September 4, 1978	A subsection 83(1) dividend of $1 per share.


April 10, 1979	A stock dividend of 10% with a paid-up capital of $10 per share.


August 1, 1994	A stock dividend of 20% with a paid-up capital of $10 per share.


January 10, 1996	A taxable dividend totaling $4,100





	The company had the following transactions in the shares:


December 14, 1995	Sold 400 shares at $20 per shares, brokerage commission of $200.


January 11, 1996	Purchased 300 shares at $19 per share, plus brokerage of $250.


August 1, 1996	Sold 200 shares at $28 per share; brokerage of $150.


The company has not realized any other capital gains or losses in previous years.








REQUIRED:


1.	Calculate Golf and Ski World Ltd.’s 1996 income and taxes owing.  Assume a provincial tax rate of 15%.  [60 marks]


2.	Select 20 items in the calculation and justify them by reference to the Act.  Each correct and complete reference will earn one mark.  Incomplete references will earn no marks.  Each incorrect reference will be penalized by half a mark.  [20 marks]





�
Marker’s comments





Some of you did not calculate income (-1/2 Div C marks).





Many of you did not do the class 13 CCA correctly.  Remember that the maximum number of years in the denominator is 40 (not 50) and that the CCA on each addition is calculated separately.





Some of you attempted to disallow some of the costs related to operating the van.  It is not clear why you think these amounts were not laid out to earn income.  As we will see in chapter 3, it is quite possible that some of these amounts will constitute a taxable employment benefit for Hans, but this does not mean that they are not deductible by the employer.





The amount claimed as a deduction under 110.1(1)(a) for the donation must match the amount added back in calculating business income.  Legally both amounts must be at the fair market value of $7000 (see 69(1)(b) and 110.1(1)(a)), but I also accepted the cost amount of $3600.  Note that 110.1(3) does not apply since ski equipment is presumably inventory to the taxpayer, not capital.





Marks


2	students obtained 	69 - 74 marks, awarded	A+


8				63 - 68				A


17				53 - 62				B+


13				48 - 52				B


10				44 - 47				C+


5				40 - 43				C


4				35 - 39				D


4				12 - 34				F
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