



1.	There is one 78-mark question.



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	Do not cite sections or divisions of the Act unless specifically required in the question.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

UIJ Limited is a public corporation that manufactures hot air balloons in the province of New Brunswick.  For the year ended December 31, 1996 its accounting income statement was as follows:



Sales		$2,450,000  

Cost of sales and other expenses.		(1,850,000)

Operating profit		$600,000  

Other income		397,000  

Income before taxes		$997,000  

Provision for taxes		(401,450)

Net income		$595,550  



Selected Additional Information:



(1)	Cost of sales and other expenses included:

	Interest on income taxes paid after due date		$  5,000

	Donations to registered charities		19,510

	Depreciation		98,000

	Bond interest expense (including annual discount amortization

of $15,000 re bonds issued this year)		79,000

	Legal fees related to issuing the bonds		21,000

	Legal fees for reorganizing the capital structure		69,000

	Legal fees for defending a suit for unlawful dismissal		62,200



(2)	Other income included:

	Dividends from taxable Canadian corporation		$ 85,000

	Canadian interest income		52,500

	Foreign interest income, net of withholding taxes of $10,000		61,000



(3)	UIJ had a non-capital loss carryforward of $255,545 and a net capital loss carry-forward of $36,000.



(4)	The M&P profits calculation under Regulation 5200 yielded $870,000.



(5)	Inventory - on LIFO * basis: 	opening		$250,000

		closing		290,000

	                - on FIFO basis:	opening		280,000

		closing		310,000



* LIFO is used by the company for financial statement purposes.  Assume that FIFO is required for tax purposes.



�

UIJ had the following balances in its records concerning its capital assets as at January 1, 1996.



�             Depreciation		��              C.C.A.	��Type of asset�Straight-line�Book cost **��Class�U.C.C.��

Land	�

	Nil�

	$ 255,000���

	Nil��Brick building	�	40 years�	195,000��	3�	$ 77,000��Equipment	�	5 years�	 83,000��	8�	19,000��Rolling stock - trucks etc.

(for transportation of

 goods)	�



	3 years�



	153,000�

�



	10�



	 85,000��Leasehold improvements

(see note (1) below)	�

	life of lease�

	 90,800��

	13�

	 82,000��Licenses	�	5 years�	55,250��	14�	44,000��

**  Book cost is before deduction of accumulated amortization or depreciation.



Additional Information:



(1)	The Class 13 assets consisted of:

-	Improvements to a leased warehouse costing $50,000 in 1995.  The remaining length of the lease in 1995 was 6 years with two successive options of 4 years.

-	Improvements to a leased office space for head office downtown, costing $40,800 in 1994.  The remaining length of the lease was five years with an option to renew for an additional one year.



(2)	The licenses were purchased to start on April 22, 1994 at a cost of $55,250 and had a life of five years.



(3)	During 1996, the company had the following capital transactions:

	Additions:

	-	Purchased a new concrete building costing $820,000, including $165,000 for land.

	-	Further renovations to leased office space, costing		26,000

	-	Purchased equipment:

	Office equipment		24,000

	Radio communication equipment		30,000

	-	Purchased a distributing license on March 1, 1996 for 5 years from a foreign manufacturing company of a related product line, cost:		120,000

	-	Landscaping costs re factory premises		 6,000



	Disposals:

	Book cost	Net book value	Proceeds



Equipment - office	$8,125	$2,125	$975

Land	64,000	64,000	53,000

Brick building	195,000	136,000	208,000





REQUIRED



A.	[54 marks]	Calculate 1996 income for tax purposes.



B.	[12 marks]	Provide references to the Act for twelve items in the calculation of income.



C.	[12 marks]	Calculate total taxes payable for 1996.

�Comments



1.	Some of you subtracted 
(and others added) 
the interest income in calculating income for tax purposes.  While it is true that the interest income is not business income, it is property income which is part of Division B income.





2.	Some of you calculated provincial taxes as 17% of federal tax.  For corporations, provi
ncial tax is 17% of taxable income; for individuals, provincial tax is 64% of basic federa
l tax.





3.	The legal fees for re
organizing the capital structure are a capital expenditure, and a
re not incurred in the course of financing.  They are an eligible capital expenditure.
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