April 2004 Tax Exam review
Note on the cover of the exam book if you will be answering questions out of order.
As you do a question mark the order on the front cover – to make sure you do not miss any.

Answer in point form – can give content and substance w/o long paragraphs. 

Use headings where necessary. 

Isolate issues – don’t spend too much time arguing each side – just identify the issues. 

Don’t mention sections – just communicate concepts. 
Question 1:

If you get a case – read the questions before you read the case – so you know what you are looking for. 

Was trying to test ability to extract information from case. 

Tried to deduct cost of going to private school as a medical expense – the taxpayer won. 

(e)

Was it strict interpretation, or was it liberal. 

(f) 

Many sections have tests – will have to prove facts to prove the test. 

(g)

Did not have to read the case for this one – Must go to federal court of appeal. And then SCC if you get leave. 

(h)

Notice of appeal.

(i)

Introduce a bill to parliament. House of commons and senate.

Regulations are done by order in counsel.

Statutes are passed by parliament.

(j)

Lobbyist Registration act. 

Question 2:
True false – be careful of words “always” and “never”.

Don’t be afraid to explain reasons, but don’t waste time. 
Marks are deducted for wrong answers. 

Question 3:
They are only a starting point. 

Question 4:

Will be a made up tax policy question. 

List policy elements and then comment on each factor: Neutrality, simplicity etc.

Question 5:

Testing knowledge of deductibility s.18(1)(a)

Question 6:

Don’t worry about tax treaties – that is what the first line tells you.
Then we see he will be here for more than 183 days – will be deemed resident and will pay tax on worldwide income. 

Again read the questions before you read the fact pattern.

Was he carrying on a business – or was it a hobby? – say business, but look at the test. No one spends this type of money for fun. 
Then must decide on deductibility?
He accepted many variations on the answer. 

Not expected to find the class of CCA for props – just say that there is a CCA item.
Would not have to file return unless had tax payable – he is a person with business.

Rocky was a personal expense – was doing personal errands.  

Question 7:
Can you deduct the interest – yes. 

Interest rate must be reasonable – it is specified by a bank so likely OK.

Can only deduct costs if they are laid out to produce income from business or property – Meatloaf is not in any such business – question said he has no expectations. 

Then this was the mystery question – had to list the criteria for tax shelter and decide if Meatloaf was using a tax shelter.

Question 8:

Proceeds of crime issue.

Tax evasion charges if falsify documents. 
Lawyer could be disbarred. 

Part c – he wants deduction for 2004. 

Question 9:

What is income: profit, prize was not taxable, other cash prizes could be taxable under s.56.

(b) – got 500 in their capacity as employees – so is income.  It will be either business or employment income – must see if they are independent contractors, apply test to decide – here you had to list what you had to ask the employees – risk of loss, tools, control etc. The rule for 500 tax free must be non monetary e.g. watch. 

Must have payments deducted at source if these are employees.
Question 10:

Again read the question before the fact pattern.

Is silver city in a business?

Are these capital or current expenses? – must explain answers if grey issues.

Capital = flashing sign of frank – but if less than 1 year then will be current. Box office glass, carpet.

Must show that you are thinking. 

Question 11:

No capital gain – not sold for more than paid.

Note that capital loss and terminal loss are alternatives, but will still have capital gain if you elect for CCA 

Will be recapture 

Question 12:

First evaluate the tax consequences to wife, then decide who gets taxed.

Capital gain on shares = 1 million.

She also got a ring – no, this is a gift. 

(a) – will be a tax consequence – s.69 – but s.73 will exempt the gain from tax. 

Attribution rules must be explained – will be attributed to meatloaf.

The dividend income is also attributed back to meatloaf. 

(c) if he owed taxes and she owes property then she can be liable, she got 2 million + ring, she could be liable to that value of taxes which he owed. 

Question 13:

3 years for individuals – unless fraud, or waiver. 

Notice of assessment or reassement.

Consist of = tax interest and penalties

File notice of objection. 

Question 14:

Stock option questions – s.7(1.1) and capital gains.

When did he buy the shares – 2004 – he was only given the option in 2001 – 2004 is the critical date. $4 per share x 100 shares. 

If CCPC – then only include amount when you sell the shares. 

Must do a s.3 calculation. 

Question 15:

Is this company a resident of Canada – tax treaty – incorporated in the USA, so even if  central management and control are located in Canada, treaty still applies, but is taxed on Canadian income. Look at article 7 of treaty. Must ask if there is a permanent establishment in Canada. 
