LAW 412, Section 1
Page 2 of 5
LAW 412, Section 1
Page 2 of 5

THIS EXAMINATION CONSISTS OF 5 PAGES
PLEASE ENSURE THAT YOU HAVE A COMPLETE PAPER

THE UNIVERSITY OF BRITISH COLUMBIA

PETER A. ALLARD SCHOOL OF LAW
FINAL EXAMINATION – APRIL 2023
LAW 412
Taxation of Trusts and Estates
Section 1
Professor Kate Marples
TOTAL MARKS:  100

TIME ALLOWED: 3 HOURS, INCLUDING READING AND WRITING TIME
*******************

NOTE:
1.
This is an open book examination. You may have with you any written material you wish, including casebooks, textbooks, dictionaries, and your own notes. Laptops are only permitted for the use of Examplify/Examsoft.

2.
ANSWER ALL QUESTIONS.


THIS EXAMINATION CONSISTS OF 4 QUESTIONS

MARKS

	MARKS
	QUESTION

	30
	1.
	Jamie, a 35-year-old single parent with 2 minor children, inherited a recreational property from his father about 3 years ago.  The property has a 2-bedroom cabin on it.  Jamie and his kids use the property for family vacations each year and he allows other family members and close friends to use the property from time to time free of charge.  The property has been in Jamie’s family for 3 generations, and he hopes to hand it down to his kids one day.

Property taxes for the property have recently increased and the cabin is overdue for a new roof.  Jamie has plans to list the property on vacation rental website to help offset some of the costs associated with owning the property.  The property has a fair market value of $1M, and Jamie’s cost base is $700,000 (being the FMV of the property at the time of his dad’s death).

Jamie is in a long-term relationship that may soon turn into a common-law spousal relationship.  

Jamie has come to you for tax advice.  A friend told him that he should transfer the recreational property into a trust for the sole benefit of his kids so that if his future common law relationship later ends, his spouse won’t be able to come after the property.  

What tax advice would you give Jamie about the current and future potential consequences associated with transferring the property to a trust and holding the property in the trust for the long-term?  


	
	
	

	30
	2.
	A new client, Rebecca, has recently engaged you to provide tax advice in relation to the upcoming 21st anniversary of the Parker Family Trust.  Rebecca is the sole trustee of the Parker Family Trust, which was created on September 1, 2002.  
The original beneficiaries of the Parker Family Trust were defined as Rebecca and her husband, and their descendants.  Rebecca’s husband passed away 5 years ago.  Rebecca has 5 children and 10 grandchildren (so far).
The assets of the Parker Family Trust include:

· 100% of the Common shares of Parker Industries Ltd., a company that was founded by Rebecca’s late husband, and which is now run by 2 of her children as CEO and CFO respectively; and

· Cash and investment accounts which vary in value from time to time depending on dividends paid from the company and distributions made to beneficiaries.  
Discuss the options available to Rebecca to deal with the potential tax consequences of the 21 year rule on the Parker Family Trust.

	
	
	

	30
	3.
	Your client, Carol, has 4 children.  She is close to her three oldest children but has had virtually no contact with her youngest child, Diane, for over 20 years.  Carol, who is 67 years old and has full mental capacity, has decided to settle an Alter Ego Trust to ensure that none of her assets pass through her estate (so that they cannot be available for a wills variation claim by Diane).  

Carol owns the following assets:

-
Principal residence

-
Bank account (Cash)

-
Investment account (mutual funds)

-
Rental property (income producing)

-
Boat

Carol is adamant that she does not want Diane to inherit anything from her and she will go to any lengths necessary to ensure that only her 3 oldest children inherit her assets.  
What advice would you give Carol about the tax issues that may arise with the use of an Alter Ego Trust?  What practical considerations will she need to consider with respect to the transfer of her assets to the Alter Ego Trust?

	
	
	

	10
	4.
	You have been contacted by, Bridgit, who is a resident of Canada for tax purposes, having immigrated to Canada from Bermuda 25 years ago.  Bridgit’s mother passed away 2 years ago as a resident of Bermuda.  She left Bridgit a substantial inheritance through a discretionary testamentary trust for the benefit of Bridgit and her children (who are minors).  The trustee of the trust is a trust company in Bermuda, called Bermuda TrustCo.

The administration of her mother’s estate recently completed, and a trust officer from Bermuda TrustCo has begun communicating with Bridgit about the testamentary trust.  The trust officer has asked a variety of things including a request for Bridgit’s directions on the distribution of income and capital from the trust.

Bridgit does not have any immediate need for additional income from the inheritance and wants to ensure that the more favorable tax rules in Bermuda allow for the value of the inheritance to grow over the long term without exposing those assets to tax in Canada. 
Bridgit has asked you to respond to Bermuda TrustCo on her behalf. 

Draft an outline of the points you wish to communicate to Bermuda TrustCo to explain the applicable Canadian tax rules regarding residence of the testamentary trust.
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