Due Noon April 4, 1996

	It is February 3, 1997.  Mr Altman has asked you to help prepare the tax returns for his family, for David Do-Much Ltd.(DDM), of which he is the majority shareholder, and for his new vice-president of sales, Chrisa Crystallize.  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.   



Mr Altman was the sole proprietor of Old East Developments during 1995.  The business closed for the holidays on December 28, 1995.  On December 29, Mr Altman arranged to incorporated David Do-Much Ltd., and to transfer all the assets and liabilities of OED to DDM, in exchange for 100,000 common shares.  Costs of the incorporation were $8000, and have been shown as an intangible asset on the Balance Sheet.  Mr Altman decided that he would like to keep the December 31 yearend for the business, and although the corporation could have claimed CCA for the 1995 fiscal year, since it had no income it did not do so.   



 The following information is taken from the financial statements and Mrs Altman’s working papers of DDM for its fiscal year ended December 31, 1996.



David Do-Much Ltd.

Condensed Income Statement

For the Year Ended December 31, 1996

Sales		$30,726,000  

Cost of goods sold		  (28,100,000)

Gross profit		$2,626,000  

Selling expenses	$1,950,000

General and administrative expenses	390,000	$(2,240,000)

Income before provision for income taxes		$286,000  

Provision for income taxes - current	$44,000

- deferred	62,000	$(106,000)

Net income		$180,000  



	On May 24, 1996, DDM loaned Mr Altman $91,800 to assist him to pay for the cost of a personal residence built for him by the company.  The fair value of the residence was $100,000; the company’s cost was $90,000.  Interest on the loan was set at 5% per year payable on the outstanding balance of the loan at the end of each year.  Five equal annual installments of $18,360 were to be made in repayment of the principal on the anniversary date of the loan.  Loans were available on these terms to all employees of the corporation, and all employees are entitled to purchase homes from the company at cost plus 2%.  Mr Altman’s December 31 payment of $2,800 is included in sales revenue, as is the $91,800 purchase price. 



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

(1)  Management bonuses of $96,000 were accrued at December 31, 1996 ($30,000 will probably not be paid until June 25, 1997, due to lack of sufficient funds).  (Last year’s bonus accrual was $93,000, of which a $66,000 was paid in March 1996 and $27,000 in July 1996.)  The 1995 management bonuses were shared equally by Mr Altman, Mrs Altman, and the sales manager. The 1996 bonuses are to be shared equally by Mr Altman and Mrs Altman only.  Mr Altman’s monthly salary is $4,000.  After withholdings of $70.83 for CPP, $500 for RPP and $1229.17 for income tax, his pay cheque is $2,200.  Mrs Altman does not receive any remuneration other than the bonus.

(2)  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 $85,000.  This year the reserve was increased to $120,000.

(3)  A bond issued five years ago matured July 1, 1996.  The company had issued the bond at a discount of $35,000.  This year bond discount amortization of $3,500 was expensed.

(4)  A life insurance policy was taken out on Mr Altman’s life in order to provide funding for the company in the event of his death.  Life insurance premiums on this policy amounted to $4,200.

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

(6) The company accrued its 50% share of contributions to its defined contribution pension plan, including $6,000 for each of Mr Altman and Ms. Crystallize.  The contributions will be made in March 1997.

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



	An examination of the capital cost allowance schedule for 1995 provided the following balances for the undepreciated capital cost for each class of DDM’s assets:

Class 1 - building ................................................................................................$220,000

Class 8 - office furniture and equipment ................................................................. 60,000 

Class 10 - trucks for transportation of building materials ........................................ 80,000

Class 12 - small tools ............................................................................................... 5,000

Class 13 - leasehold improvements ....................................................................... 150,000





The following i additional nformation was found in the 1996 fixed asset schedules in the working paper files.

(1)  The building which cost $250,000 was sold for its net book value of $195,000.  The land was also sold at the same time for its fair market value which was equal to its cost.  It was the only building in Class 1 at the time of  its sale.

(2)  New office furniture was purchased for $20,000.  This purchase replaced old assets which were sold for $5,000, their net book value.

(3)  Three small trucks purchased for $12,000 each were traded in for three new trucks.  Each new truck was priced at $15,000, but this was reduced by a trade-in credit of $2,500 for each old truck.  The net book value of each of the trucks was $5,500.

(4)  Some small tools were sold for a total of $7,000.  All of these tools were sold at their net book value.

(5)  Leasehold improvements had been made to a leased warehouse at a cost of $225,000 in 1995.  The remaining length of the lease in that year was six years with two successive renewal options of three years each.  Further leasehold improvements were made to convert part of this warehouse into a recreational facility in 1996 at a cost of $21,000.  Recreational equipment costing $84,000 was purchased and installed in the area.

	(6)  Early in July, the company purchased a Ford Thunderbird LX for $28,000 plus 8% PST.  The car was driven 10,000 km by the end of December, and the operating costs of $2100 were paid for and expensed by the company.  Mr Altman is the sole driver of the car; he estimates that only 1200 km were for personal use; all the rest were on company business.

(7)  On April 1, DDM sold Mr. Altman, for cash, a piece of  undeveloped land for $55,000 which was the company’s cost.  The fair market value of the land at the time of the purchase was $85,000.  Mr. Altman had a new personal residence built on the land as noted above.





The following information relates to the Altmans.



(1) Mr Altman owns two rental buildings which had the following revenues and expenses in 1996 and the indicated U.C.C. at the beginning of the year:



	123 Gamma Rd.	456 Delta Ave.

	     Class 3    	     Class 6     

Revenue	$60,000	$80,000

Expenses:

Interest	27,000	35,000

Property tax	10,000	30,000

Other	20,000	40,000

U.C.C.	500,000	100,000





	(2)  The Altmans have four children.  Peter, born in 1980, Paul, born in 1982, Mary, born in 1991, and Joseph, born in 1992.  The Altmans incurred $9,400 in baby-sitting costs during 1996.

	(3)  Mrs Altman owns $12,000 regular Canada Savings Bonds purchased in 1993.  They pay interest on  October 31 of each year.  7.5% interest of $900 was paid October 31, 1994. 7% interest of $840 was paid on October 31, 1995.  6.5% interest of $780 was paid October 31, 1996.  6% interest of $720 will be paid October 31, 1997.

(4)  In November of 1994 and 1995 Mr Altman bought $10,000 compound interest Canada Savings Bonds registered in each of the children’s names (i.e. a total expenditure of $80,000).  The 1994 bonds earn 6% per annum; the 1995 bonds earn 5% per annum.

	(5)  Mrs Altman was a full time commerce student July 2 to 26.  Mr Altman paid her tuition fees of $630.



-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, income for tax purposes for DDM in respect of the 1996 fiscal year. [55 marks]

	(B) Calculate, by reference to the Act, income for tax purposes, income taxes owing, and refundable tax credits for each of Mr and Mrs Altman in respect of the 1996 fiscal year. [55 marks]

	(C)  Calculate the maximum RRSP contribution that each of Mr and Mrs Altman can make in 1997, assuming that they made the maximum possible contribution in December 1995. [10 marks]

	(D)  Calculate, by reference to the Act, Chrisa Crystallize’s employment income, based on the information given in problem 3.8, with the following corrections:

1.	Replace “British Columbia” by “Manitoba”.

2.	Replace “1995” by “1996”.

3.	Replace “defined benefit RPP” by “defined contribution RPP”.

4. 	Assume that the first car lease was a sixth month lease, and so ignore the lease costs given for 1993 and 1994.	[35 marks]

�Markers’ comments





The assignment was done very well in most cases.  Part D, in particular, was done extremely well.



The following are some of the common errors and omissions.



1.  Many students had difficulty calculating Mr. Altman’s interest benefit on his loan as described 

     in section 80.4.



2.  Very few students included the benefit of $30,000 from the land purchase in Mr. Altman’s

      income. 



3.  Most students did not subtract the $1,800 reserve on sale of the home from DDM’s income

     in determining taxable income.  



4.  Many students had difficulty calculating Chrisa’s lease cost. 
  For both vehicles, the cost is limited to $21.67/day (plus PST and GST)
.  For the first lease, this amount is $44
00
 (
times 12/20 km); for the second lease, it is $4505 (times 20/25
 
km).
  
Total employment income is about $108,000.


  

5.  A few students included the $26,000 payment for the loss on the sale of the home in Chrisa’s 

     income.



6.  The 1996 pension adjustment represents the amount contributed by Mr Altman to his RPP.  The company contribution of $6000 is not included because it is not made before March 1, 1997.   The 1995 amounts are based on assignment 1.  Mrs Altman’s 1995 earned income is her income from employment and the business of selling art.
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