Due Noon February 22, 1996





	It is February 5, 1996.  Mr Altman has asked you to help prepare the tax returns for his family and for Old East Developments Co.(OEDI), of which he is the sole proprietor.  The Altmans arrived in Canada shortly after the Iron Curtain came down, and Mr Altman has been amazingly successful as a home builder.  Mrs Altman spends much of her time with their children, but she does help out at year-end preparing financial statements for the bank and tax returns for the government.  The bank manager has occasionally questioned parts of the statements, but seems to have been quite happy with the Altmans’ openness and willingness to correct and learn from their accounting mistakes.  Some of their experiences with Revenue Canada have not been as happy; indeed the last Revenue Canada official they dealt with accused them of being cheap, and suggested that, with the amount of money they were making, they should be getting professional help.  That’s where you came in.   





The following information is taken from the financial statements and Mrs Altman’s working papers of OEDI for its fiscal year ended December 31, 1995.





Old East Developments Co.


Condensed Income Statement


For the Year Ended December 31, 1995


Sales		$15,363,000  


Cost of goods sold		  (14,050,000)


Gross profit		$1,313,000  


Selling expenses	$975,000


General and administrative expenses	195,000	$(1,170,000)


Income before provision for income taxes		$143,000  





Included in sales for the year is a deposit of $8,200 received from a customer for a house to be built in 1996.





The following items were deducted in arriving at the above net income:


(1)  Management bonuses of $93,000 were accrued at December 31, 1995 ($27,000 will probably not be paid until July 30, 1996, due to lack of sufficient funds).  (Last year’s bonus accrual was $39,000, of which a $28,000 was paid in March 1995 and $11,000 in August 1995.)  The management bonuses are shared equally by Mr Altman, Mrs Altman, and the sales manager.  Mr Altman’s monthly salary is $4,000.  After withholdings of $70.83 for CPP and $1229.17 for income tax, his pay cheque is $2,700.  Mrs Altman does not receive any remuneration other than the bonus.   


(2)  During the year, a warehouse worker managed to remove valuable inventory worth $8,000 during the night shift by taking it out in his lunch box.


(3)  Because some houses have to be repaired under warranty, the company set up a reserve for this expense as part of current liabilities.  Last year the reserve was $76,000.  This year the reserve was increased to $85,000.


(4)  Charitable donations were made in the amount of $8,000.


(5)  Golf club membership fees in the amount of $1,600 were paid for the sales manager who used the club regularly to close sales.


(6)  The sales manager incurred expenses related to meals and entertainment at the golf club in the amount of $2,300.


(7)  In order to expand their market they decided to begin work in the U.S. market.  Advertising in a U.S. magazine which is distributed solely in the Minneapolis area cost them $7,100.


(8)  The Christmas banquet for the employees cost $10,000.


(9)  OEDI had a dispute with one of its major suppliers over the use of the supplier’s product.  As a result of a court decision, the supplier was awarded damages for breach of contract in the amount of $38,000.


(10)  In order to raise money for expansion, the company mortgaged the property where the head office is located. It incurred accounting fees of $5,000 and appraisal fees of $2,000 related to this financing.  The mortgage has a 10-year term and a 30-year amortization period.


(11)  A number of years ago the company issued a bond at a discount.  They have been amortizing this discount at the rate of $7,000 per year ever since, including this year.


(12)  During the year they borrowed money to buy new equipment.  The interest expense related to this was $21,000.


(13)  Business interruption insurance premiums of $3,100 were paid to protect the company in the event a fire forced them to close for a period of time.


(14)  Computer software costing $750 related to word processing was expensed because they always bought the upgrades each year.


(15)  Depreciation expense on the fixed assets was $66,000.








The following information relates to the Altmans.





	(1)  In the fall of 1994, Mrs Altman paid a commission fee of $200 to obtain four popular art pieces for a cost of $1,200 each.  In May of 1995, she sold all four paintings for a total of $7,400, net of the selling fees paid to the auctioneer.  Although Mrs Altman does not have a gallery, she regularly sells her art work for a profit.


	(2)  The Altmans have four children.  Peter, born in 1980, Paul, born in 1982, Mary, born in 1991, and Joseph, born in 1992.  Mrs Altman incurred $9,400 in baby-sitting costs during 1995.


	(3)  Mrs Altman owns $12,000 regular Canada Savings Bonds purchased in 1993. 7% interest of $840 was paid October 31, 1995.


(4)  In November of 1994 Mr Altman bought $10,000 compound interest Canada Savings Bonds registered in each of the children’s names (i.e. a total expenditure of $40,000).  The 1994 bonds earn 6% per annum.


	(5)  Mrs Altman was a full time commerce student May 1 to June 9.  Mr Altman paid her tuition fees of $630.


	(6)  Mr Altman loaned a friend's private Canadian corporation $40,000 three years ago.  The corporation has just gone into receivership, and he will not be repaid.  He recognized accrued interest income of $4,000 in each of 1993 and 1994.  This income will also never be received.


	(7)  Mr Altman has losses carried forward from previous years of:


	•	Non-capital losses		$3,600


	•	Net capital losses		 4,800


	•	Listed personal property losses	   	   600


	(8)  Mr Altman 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





-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% .]





	(A) Calculate, by reference to the Act, business income for tax purposes for Old East Developments Co. in respect of the 1995 fiscal year.  Assume CCA is enough to bring this amount to $70,000. [25 marks]


	(B) Calculate, by reference to and in accordance with the Act, income for tax purposes, income taxes owing, and refundable tax credits for each of Mr and Mrs Altman in respect of the 1995 fiscal year. [65 marks]
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