


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. 


	


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


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


�
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


	Calculate by reference to the Act income for tax purposes in accordance with section 3 of the Act for Mrs. Smith in respect of 1995 and 1996.  


	Also answer problem 11-5 from the text.	





9.305


Marker’s Notes on Assignment 2


November 25, 1996





Problem 11.5


Most marks were lost due to lack of correct reference (especially on gain on sale of land and loss on sale of investment).


I deducted one mark for each item included but not allowed.





Mrs. Smith Handout Problem


I did not deduct marks for this exercise for items included but not allowed


(Areas of mistakes:


(Many forgot the taxable capital gains on the rental properties


(The interest expense calculation was incorrect for most.


(CCA: 1995 only 3 answered this portion correctly.


	1996 none answered this portion correctly.


(Very few prorated Mr. Smith’s rental income and expenses.


(A lot of confusion existed about CCA on buildings. An example, few remembered the $5,000 deferred capital gain. 
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