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	Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


Question #1:  Integration  (11 Marks)  
Patrick Innes has a business that he estimates will produce income of $130,000 per year.  He can operate the business as either a proprietorship, receiving the income directly or as a corporation.  If he incorporates, all of the income would be eligible for the small business deduction and dividends paid would be designated as non-eligible.  In the province where he lives, such corporate income is taxed at a total combined federal and provincial rate of 17%.
Mr. Innes has other income sources that place him in a combined federal/provincial tax bracket of 42 percent.  In his province, the provincial dividend tax credit is equal to 20% of the gross up.  

Required:
1. Calculate Mr. Innes after-tax retention if the income were earned by the corporation and paid to him in the form of dividends.

2. Calculate Mr. Innes after-tax retention if operated his business as a proprietorship.

3. What would be your recommendation(s) to Mr. Innes?
Solution to Question #1:
1..Incorporation:
Corporate Income



$130,000

Corporate Tax @17%



(  22,100)

Available for Dividends


$107,900
1 Mark
Dividends Received by Mr. Innes

$107,900

Gross up @25%



   26,975
2 Mark
Taxable Dividends



$134,875

Taxes Payable:

Personal Tax @42%



$  56,648
1 Mark
Dividend Tax Credit (2/3 + 20%)($26,975)
(  23,378) 
2 Marks
Total Taxes Payable



$  33,270

Dividends Received by Mr. Innes

$107,900

Total Taxes Payable



(  33,270)

After-Tax Retention



$  74,630
1 Mark
2.  Proprietorship:
Business Income



$130,000
Personal Tax @42%



(  54,600)
After-Tax Retention



$  75,400
1 Mark
4.  Recommendation:
1 Mark:
If the student correct determines that the after-tax funds are greater if the business

operates as a proprietorship
2 Marks (@1 each) for any other recommendations:

· Some discussion regarding the desirability of limited liability
· Salary is required for RRSP purposes

· Dividends affect CNIL/Lifetime Capital Gains Exemption

· Incorporation makes succession planning easier, etc
Question #2:  Refundable Part I Tax   (17 Marks)  
Starfare Ltd. is a Canadian controlled private corporation.  During the taxation year ending December 3, 2008, the company has the following amounts of property income:
Net Rental Income



$17,600

Capital Gains




  91,500

Dividends from Portfolio Investments
  41,300

Interest from Long Term Investments
  17,450

Foreign Non-Business Income


Net of 8% withholding

  18,400

The company’s Net Income for Tax Purposes is $232,350. The company has a net capital loss from 2003 of $24,000 which it deducted to arrive at Taxable Income.  A $12,750 Small Business Deduction and a foreign non-business tax credit of $1,600 served to reduce Taxes Payable.  Assume that the company’s Part I tax has been correctly determined to be $36,247.
Required:
Determine the Refundable amount of Part I Tax Payable for the year ending December 31, 2008.  Use the table provided on the next page.

Refundable Part I Tax:

	The amount added to RDTOH in a taxation year in respect of Part I tax is the total of:

a) Where the corporation was a CCPC throughout the year, the least of:

i) 26 2/3% X aggregate investment income




Net Rental Income



$17,600
1 Mark
Taxable Capital Gains (1/2)($91,500)
  45,750
2 Marks

Interest Income



  17,450
1 Mark
Gross Foreign Non-Business Income

  20,000
2 Marks
Net Capital Loss Deducted


(24,000) 
2 Marks
Aggregate Investment Income

$76,800   

                                                                       X 26 2/3%                                              $20,480

            Less the net of non-business foreign tax credit
                   $1,600
1 Mark
                      Minus 9 1/3 %  X foreign investment income









(9 1/3%)($20,000)              (1,867)   
1 Mark          Nil
                                                                                                                                                  $20,480

ii. 26 2/3% X the quantity of:

Taxable Income, Less






       ($232,350  -  $41,300  –  24,000) 


$167,050
         NIFTP  -  Dividends – Capital LCF



   1 Mark
1 Mark
Amount eligible for SBD




   ($12,750   ÷   17%)





(  75,000) 
2Marks
25/9 x non-Business foreign tax credit


  (25/9)(($1,600) 





(    4,444) 
2 Marks
3 X business foreign tax credit


                      Nil
Adjusted Taxable Income




$  87,606   X  26 2/3  =   $23,362

iii. Part I Tax 









$36,247










1 Mark



The least of these amounts is $20, 480

Question #3:  Part IV Tax  (6 Marks)
Orion Ltd. is a Canadian controlled private corporation.  It owns 30% of the voting shares and more than 10% of the FMV of all Rigel’s shares.  During 2008, Rigel Inc. paid its shareholders a dividend of $60,000 and received a dividend refund of $15,000.
During 2008, Orion received the following amounts of dividends:

Dividends on various portfolio investments

$14,000

Dividends from a wholly-owned subsidiary

  41,500

Dividends from Rigel Inc. (30%)($60,000)

  18,000
Total Dividends Received



$73,500

Required:
Calculate the amount of Part IV Tax Payable by Orion Ltd. as a result of receiving all of these dividends.
Solution:

Tax on Portfolio Investments
(1/3)($14,000)

$4,667

2 Marks
Tax on Subsidiary Dividends



     Nil

2 Marks
Tax on Rigel Dividends (30%)($15,000)

  4,500

2 Marks
Part IV Tax Payable




$9,167

