DEPARTMENT OF TAXATION
STATE OF HAWAII

Cct ober 15, 1987

TAX INFORMATION RELEASE w. s1.4

RE: Cor poration Tax Rates For 1987

Act 237 (S.B. No. 320, S.D. 2, HD 1, CD 1), signed into |law by the
Governor on June 24, 1987, anmends the incone tax rates inposed on
corporations, regulated investnent conpanies, and real estate investnent
trusts.

l. CORPORATE TAX RATES.

Effective January 1, 1987, the tax inposed on corporations under Hawai i
Revi sed Statutes section 235-71(a) shall be conputed at the follow ng
rates:

A Taxable Inconme Qther Than Inconme From Capital Gain Subject To The
Special Capital Gain Rate (“regular corporate rate”).

4.4 per cent of taxable incone not over $25, 000;

5.4 per cent of taxable incone over $25,000, but not over
$100, 000; and

6.4 per cent of taxable incone over $100, 000.

B. Capital Gain Entitled To The Alternate Tax Treatnent Under The
Internal Revenue Code (i.e., net capital gain as defined under
section 1222 of the Internal Revenue Code) (“special capital gain
rate”).

3.08 per cent of the anount of net capital gain which is
properly taken into account before April 1, 1987; and

4 per cent of the excess net capital gain for the taxable
year.

11, TAXABLE YEAR STRADDLI NG TAX RATE CHANGE

Wth respect to the regular corporate rate, a special conmputation is
required if the rate change is effective on a day other than the first day
of the taxpayer’s taxable year. The special conputation reflects the fact
that different tax rates apply to the taxpayer’s inconme for that taxable
year.
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The special conputation is nmade by conputing tentative taxes for the entire

year under

the different rates, and then adding together proportionate

parts of each tentative tax based on the nunber of days in the year that

each of

1.

the rates is in effect. The conputation is as follows:

Conpute a tentative tax by applying the old rate to the taxable
incone for the entire year

Conmpute a second tentative tax by applying the new rate to the
taxabl e income for the entire year

Determ ne the percentage that the nunber of days during which the
old rate was in effect in the taxable year is to the total days
in the year and take that proportion of the old rate tentative

t ax.

Determ ne the percentage that the nunber of days during which the
new rate was in effect in the taxable year is to the total days
in the year and take that proportion of the new rate tentative

t ax.

The tax for the year is the sum of the proportions of the old
rate tentative tax and the new rate tentative tax.

Exanple: Facts. A fiscal year corporation has taxable incone of

$20,000. The taxable year beginning June 1, 1986, and ending
May 31, 1987, contains 365 days. During the taxable year, the
tax rates are changed, effective January 1, 1987.

Analysis. The corporation’s tax for the year is $1,050, conputed
as follows:

1. Tax for the entire year
conputed at the old rate:
$20, 000 X 5.85% $1, 170
2. Tax for the entire year
conputed at the new rate:
$20, 000 X 4.4% $ 880
3. Portion of tax in step 1 for the
peri od before January 1, 1987:
$1, 170 X 214/ 365 $ 686
4. Portion of tax in step 2 for the
peri od after Decenber 31, 1986:
$880 x 151/365 $ 364
5. Total tax for the year --

steps 3 and 4: $686 + $364 $1, 050
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[ APPL| CATI ON OF THE REGU AR CORPORATE RATE AND SPECI AL CAPI TAL GAI N
RATE FOR TAXABLE YEARS BEG NNI NG AFTER DECEMBER 31, 1986

Effective January 1, 1987, the follow ng anal yses outline the steps to
determne a corporation’s tax for the entire year when it either (1) does
not have a net capital gain, or (2) has a net capital gain.

A Tax Conputation If A Corporation Wth A Taxable Year Beqginning
After Decenber 31, 1986, Does Not Have A Net Capital Gain

1. Determ ne the taxable income of the corporation.

2. The entire taxable incone shall be subject to the regul
corporate rate.

Exanple (1): Facts. A calendar year corporation has
taxabl e incone of 10,000 (includes $5,000 of short term
capital gain) for the 1987 taxable year. The corporation
does not have a net capital gain.

Analysis. Al taxable income (includes the short term
capital gain) shall be subject to the regular corporate tax
rate. The tax for the year shall be conputed as follows:

4.4% x $10, 000 = $440.

B. Tax Conputation If A Corporation Wth A Taxable Year Bedinning
After Decenber 31, 1986, Has A Net Capital Gain.
1. Determ ne the taxable income of the corporation.
2. Less: net capital gain.
3. Taxabl e income exclusive of net capital gain (Rationale: to

determ ne separately the tax on each portion).

4. Conmpute the tax on taxable inconme (exclusive of net capita
gain) by applying the regular corporate rate (i.e., step 3
multiplied by the regular corporate rate).

5. Conpute the tax on net capital gain.

(a) Determne the net capital gain for the pre-April 1,
1987, period (include only gain or loss which is
properly taken into account for the portion of the
taxabl e year before April 1, 1987). The formula to
determne net capital gain is as follows:

(i) Net long termcapital gain equals long term
capital gain less long term capital |oss

(i1) Net short term capital l|oss equals short term
capital loss less short term capital gain

(i1i) Net capital gain equals net long termcapital gain
| ess net short term capital |oss
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(b) Determne the sum of -
(i) 3.08 per cent of the |esser of -

(A) The net capital gain determ ned by including
only gain or loss which is properly taken
into account for the portion of the taxable
year before April 1, 1987 (i.e., the anount
in (a)), or

(B) The net capital gain for the taxable year,
and

(ii) 4 per cent of the excess (if any) of -

(A) The net capital gain for the taxable year,
over

(B) The anmount of the net capital gain taken into
account under (i).

(iii) The tax on the net capital gain for the year is
the sumof (i) and (ii).

The tax for the year is the sum of the regular corporate tax
(i.e., step 4) and the special capital gain tax (i.e., step
5).

Exanple (2): Facts. For taxable year 1987, a cal endar year
corporation has taxable income of $150,000. The taxable
income includes a net capital gain of $9,500, resulting from
the followng capital transactions:

Date Capita

Gai n/ (Loss)

I's Properly _

Taken Into Character of Capital Amount of Capita

Account @i n/ (Loss) Gi n/ (Loss)
01/ 02/ 87 short term capital |oss $(1, 000)
02/ 15/ 87 long term capital gain $ 7,000
03/ 10/ 87 long term capital |oss $(1, 500)
04/ 15/ 87 short term capital gain $ 500
07/ 05/ 87 long term capital |oss $( 500)
08/ 15/ 87 long term capital gain $ 5,000

The net capital gain of $9,500 is conputed as foll ows:

short term capital |oss $(1, 000)
short term capital gain 500
net short term capital |oss $( 500)
long term capital gain 7,000
|l ong term capital gain 5, 000
long term capital I[oss (1,500)
l ong term capital |oss ( 500)

net long term capital gain 10, 000
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net capital gain: (net long term
capital gain less net short term
capital | oss) $ 9,500

Anal ysis. Since the corporation has a net capital gain, the
tax for the year is $8,081, conputed as foll ows:

1.  Taxable income . ... .......... . ... .. ... $150, 000
2. Less: net capital gain . . . . . . . . . . . . .. $ 9,500
3. Eg?ﬁplgI|h§9n?'e¥?yu§{v?qu'hgt'?ép{ta! IIIII $140. 500
4, Tax on $140,500 of taxable incone (exclusive
of net capital gain):
(a) 4.4%of the first $25,000 ....... .. $1, 100
(b) 5.4% of the next $75,000 ... ..... $4, 050
(c) 6.4%of the excess ........ ... ... . $2, 592
Tax on taxable incone other than
net capital gain -- sumof (a),
(b), and (c): $1,100 + $4,050 +
$2,592 . . . ..o $7,742

5. Tax on $9,500 of net capital gain:

(a) Determne the net capital gain for the pre-Apri
1, 1987, period (include only gain or |oss which
is properly taken into account for the portion of
the taxabl e year before April 1, 1987).

(i) [Net long term capital gain] $5,500 = [|ong
term capital gain] $7,000 - [long term
capital loss] $1,500

(ii) [Net short term capital loss] $1,000 = [short
term capital loss] $1,000 - [short term
capital gain] $0

(iii) [Net capital gain] $4,500 = [net long term
capital gain] $5,500 - [net short term
capital loss) $1,000

(b) Determne the sum of -

(i) $139 (lesser of §1) 3.08% of the $4, 500
pre-April 1, 1987, net capital gain, or (2)
3.08% of the $9,500 net capital gain for the
entire year) plus

(i)  $200 (4% of the $5,000 excess net capita
gain for the entire year).

(iii) The tax on the net capital gain for the
year is $339.
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6. Total tax for the year -- sum of
steps 4 and 5: $7, 742 + $339 $8, 081

Exanple (3): Facts. For taxable year 1987, a cal endar year
corporation has taxable inconme of $200,000. The taxable
income includes a net capital gain of $3,000, resulting from
the follow ng capital transactions:

Date Capital

Gai n/ (Loss)

I's Properly Amount  of

Taken Into Character of Capital Capi t al

Account Gai n/ (Loss) Gai n/ (Loss)
02/ 15/ 87 long termcapital |oss $( 500)
03/ 10/ 87 long term capital gain $ 5,000
06/ 15/ 87 long term captial |oss $(1,500)

The net capital gain of $3,000 is computed as foll ows:

short term capital |oss $( 0)

short term capital gain 0

net short term capital |oss $C 0)
long term capital gain 5, 000

long term capital |oss ( 500)

long term capital |oss (1,500)

net long term capital gain 3, 000
net capital gain: (net long

termcapital gain |ess
| ess net short term
capital |oss) $3, 000

Anal ysi s. Since the corporation has a net capital gain, the
tax for the year is $11, 450, conputed as foll ows:

1. Taxable income . ... .. ... . .. ... ...... $200, 000
2. Less: net capital gain .......... .. . 3, 000
3. Taxabl e i ncone excl usive of

net capital gain...... .. ..... .. .. ..... $197, 000

4, Tax on $197,000 of taxable incone
(exclusive of net capital gain):

(a) 4.4% of the first $25,000 ...... $1, 100
(b) 5.4% of the next $75,000 ...... $4, 050
(c) 6.4% of the excess ........... $6, 208

(d) Tax on taxable inconme other
than net capital gain --
sum of (a), (b), and (c):
$1,100 + $4,050 + $6,208...... $11, 358
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5. Tax on $3,000 of net capital gain:

(a) Determne the net capital gain for the pre-Apri
1, 1987, period (include only gain or |oss which
is properly taken into account for the portion of
the taxable year before April 1, 1987).

(i) [Net long term capital gain] $4,500 = [long
term capital gain] $5,000 - [long term
capi tal |oss] $500

(i) [Net short term capital loss] $0 = [short
term capital loss] $0 - [short term capita
gain] $0

(iii) [Net capital gain] $4,500 = [net long term
capital gain] $4,500 - [net short term
capital loss] $0

(b) Determne the sum of -
(i) $92 (lesser of (1) 3.08% of the $4,500
pre-April 1, 1987, net capital gain, or (2)
3.08% of the $3,000 net capital gain for the
entire year) plus

(ii) $0 (4% of the $0 excess net capital gain for
the entire year).

(iiti) The tax on the net capital gain for the year

is $92.
6. Total tax for the year -- sum of
steps 4 and 5: $11, 358 + $92 $11, 450

Tax _Conputation If A Corporation Has Net Short Term Capital Gain
Instead O Net Short Term Capital Loss, But Overall Has A Net

Capital Gain For The Taxable Year.

Exanple (4): Facts. For taxable year 1987, a cal endar year
corporation has taxable incone of $200,000. The taxable income
includes a net capital gain of $10,000, resulting fromthe
follow ng capital transactions:

Date Capita
Gai n/ (Loss)
I's Properly
Taken Into Character of Capital Amount of Capital
Account Gai n/ (Loss) Gai n/ (Loss)
01/ 02/ 87 short term capital gain $ 500
02/ 15/ 87 long term capital gain $ 7,000
03/ 10/ 87 long term capital [oss $(1,500)
05/ 05/ 87 long term capital |oss $( 500)
06/ 15/ 87 long term capital gain $ 5,000
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The net capital gain for the year of $10,000 is conmputed as

fol |l ows:
short term capital gain $ 500
short term capital |oss ( 0)
net short term capital gain $ 500
long term capital gain 7,000
long term capital gain 5,000
long term capital |oss (1,500)
long term capital |oss (__500)
net long term capital gain $10, 000

net capital gain: (net long
term capital gain |ess
net short term capital |o0ss) $10, 000

Analysis. Since the corporation has a net capital gain, the tax
tax for the year is $11,259, conputed as follows:

1. Taxable income . ... . ... ... .. ... ... ... $200, 000
2. Less: net capital gain .................... $ 10,000
3. Taxabl e incone exclusive of net
capital gain ... .. $190, 000
4.  Tax on $190, 000 of taxable income (exclusive
of net capital gain):
(a) 4.4%of the first $25,000. . . . . . . $ 1,100
(b) 5.4%of the next $75,000. . . ... .. $ 4,050
(¢c) 6.4% of the excess . . . . . . . . .. .. $ 5,760
(d) Tax on taxable incone other
than net capital gain -- sum
of (a), (b), and (c): $1,100 +
$4,050 + $5,760 . . . . ... ... ... $10, 910
5. Tax on $10,000 of net capital gain:

(a) Determned the net capital gain for the pre-April 1,
1987, period (include only gain or loss which is
properly taken into account for the portion of the
taxabl e year before April 1, 1987).

(i) [Net long term capital gain] $5,500 = [l ong
term capital gain] $7,000 - [long term
capital 1loss] $1,500

(ii) [Net short term capital gain] $500 = [short
term capital gain] $500 - [short term
capital loss] $0

(iii) [Net capital gain] $5,500 = [net long term
capital gain] %, 500 - [net short term
capital loss] $0
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(b) Determne the sum of -

(i) $169 (lesser of (1) 3.08% of the $5,500 pre-April 1,
1987, net capital gain, or (2) 3.08% of the $10, 000 net
capital gain for the entire year) plus

(ii) $180 (4% of the $4,500 excess net capital gain for
the entire year).

(iti) The tax on the net capital gain for the entire

year is $349.
6. Total tax for the year -- sum of
steps 4 and 5: $10,910 + $349 $ 11,259

Tax_Conputation |If Taxable Incone (i.e.. ordinary income plus net
capital gain ninus deductions) Is Less Than Net Capital Gain. Two
Cal cul ations Should Be Conpleted To Deternine Wiich Results In
The lLeast Tax Payvable As Foll ows:

1. Regul ar conputation: Conpute the tax on taxable inconme by
applying the regular corporate rate.

2. Al ternative conputation: The sum of -

(a) The tax on taxable income exclusive of net capital gain
(apply the regular corporate rate), plus

(b) The tax on net capital gain (apply the special capital
gain rate).

The tax payable is the |esser anpbunt under either the regular or
alternative conputation

Exanple (5): Facts. For taxable year 1987, a cal endar year
corporation has $10,000 of ordinary income, $100,000 of net
capital gain, and $70,000 of allowable deductions. A

$100, 000 net capital gain results froma long term capita
gain transaction on February 1, 1987. The taxable incone is
$40,000 (i.e., [ordinary incone] $10,000 plus [net capital
gain] $100,000 mnus [allowable deductions] $70, 000).

Anal ysis: The tax for 1987 is conputed as foll ows:

1. Regul ar conputation: (tax conputed on taxable incone
of $40, 000)
(a) 4.4%of the first $25000 . . . . . . . . $1,100
(b) 5.4%of the excess. . . . . . . . . ... $ 810
(c) Tax based on the regul ar
conputation -- sum of (a)
and (b) $1,100 + $810 . . . . . . . . . . $1,910

2. Al ternative conputation: The sum of -
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(a) Tax on taxable incone
exclusive of net capital gain

($40,000 m nus $100,000) ........ $ 0
(b) Tax on net capital gain

(3.08% mul tiplied by $100,000) . . . $3,080
(c) Tax based on the alternative

conputation -- sum of (a)

and (b): $0 + $3,080 .. ... ... .. $3, 080

In this case, the tax conputed under the regular nethod,
being less than the alternative tax, is the anount payable.

Exanple (6): Facts. For taxable year 1987, a cal endar year
corporation has $20,000 of ordinary income, $100,000 of net
capital gain, and $50,000 of allowable deductions. A

$100, 000 net capital gain results froma long term capita
gain transaction on March 10, 1987. The taxable incone is
$70,000 (i.e., [ordinary income] $20,000 plus [net capita
gain] $100,000 mnus [allowabl e deductions] $50, 000).

Anal ysi s. The tax for 1987 is conputed as foll ows:

1. Regul ar conputation: (tax conputed on taxable incone
of $70, 000)
(a) 4.4% of the first $25,000 .... . .. $1, 100
(b) 5.4% of the excess ............ $2, 430
(c) Tax based on the regul ar
conputation -- sum of (a)
and (b): $1,100 + $2,430 . . . . . $3,530
2. Alternative conputation

(a) Tax on taxable incone exclusive
of net capital gain

($70,000 mnus 100,000) ........ $ 0
(b) Tax on net capital gain

(3.08% nul tiplied by $100, 000) ... $3,080
(c) Tax based on the alternative

conputation -- sum of (a)

and (b): $0 + $3,080 ........... $3, 080

In this case, the tax conmputed under the alternative nethod,
being less than the regular tax, is the anount payabl e.

V. APPLI CATION OF THE REGULAR CORPORATE RATE AND SPECI AL CAPI TAL GAIN
RATE FOR TAXABLE YEARS BEG NNI NG BEFORE JANUARY 1, 1987, AND ENDI NG

AFTER DECEMBER 31, 1986.

Effective January 1, 1987, for taxable years beginning before January 1,
1987, and ending after Decenber 31, 1986, the follow ng anal yses outline
the steps to determine a corporation’s tax for the entire year when it
either (1) does not have a net capital gain, or (2) has a net capital gain.
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A. Tax Conputation If A Corporation Wth a Taxable Year Bedinning
Before January 1., 1987, And Ending After Decenber 31, 1986 Does
Not Have A Capital Gain
1. Determ ne the taxable incone of the corporation

2. Conpute the tax on the taxable incone by conputing the
tentative regular corporate rate tax for the entire year
under the old and new rates, and then addi ng together
proportionate parts of each tentative tax based on the
nunber of days in the year that each of the rates is in
effect.

B. Tax Conputation If A Corporation Wth A Taxabl e Year Bedginning
Bef ore January 1, 1987, And Ending After Decenber 31, 1986, Has A
Net Capital Gain.

1. Determ ne the taxable incone of the corporation.

2 Less: net capital gain.

3. Taxabl e inconme exclusive of net capital gain.

4 Conmpute the tax on taxable incone (exclusive of net capital

gain) by conputing the tentative regular corporate rate tax
for the entire year under the old and new rates, and then
addi ng together proportionate parts of each tentative tax
based on the nunber of days in the year that each of the
rates is in effect.

5. Conpute the tax on net capital gain.

(a) Determne the net capital gain by taking into account
only gain or loss which is properly taken into account
for the portion of the taxable year before April 1,
1987.

(i) Net long termcapital gain equals long term
capital gain less long termcapital |oss

(ii) Net short term capital loss equals short term
capital loss less short term capital gain

(iiti) Net capital gain equals net long term capital gain
| ess net short term capital |oss

(b) Determne the sum of -
(i) 3.08 per cent of the |esser of -

(A) The net capital gain determ ned by including
only gain or loss which is properly taken
into account for the portion of the taxable
year before April 1, 1987 (i.e., the anount
in (a)), or
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(B) The net capital gain for the taxable year,
and

(ii) 4 per cent of the excess (if any) of -

(A) The net capital gain for the taxable year,
over

(B) The ampbunt of the net capital gain taken into
account under (i).

(iii) The tax on the net capital gain for the year is
the sumof (i) and (ii).

6. The tax for the year is the sum of the regular corporate tax
(i.e., step 4) and the special capital gain tax (i.e., step
5).

Exanple (1): Facts. A fiscal year corporation has taxable

i ncone of $50,000 (includes a net capital gain of $6,000). The
taxabl e year, beginning Septenber 1, 1986, and endi ng August 31
1987, contains 365 days. The net capital gain of $6, 000,

resulting froma $2,000 long term capital gain transaction on
Decenber 7, 1986, and a $4,000 long term capital gain transaction
on August 1, 1987, is conputed as follows:

short term capital |oss $( 0)
short term capital gain 0
net short term capital |oss $( 0)
l ong term capital-gain 2,000
long term capital gain 4,000
long term capital |oss ( 0)
net long term capital gain 6, 000
net capital gain: (net long
termcapital gain |ess
net short term capital |o0ss) $6, 000

Anal ysi s: Since the corporation has a net capital gain, the tax
for the year is $2,535, conputed as follows:

1. Taxable incore . . . . . . . . . . . . . . . . . .. .. . $50000
2. Less: net capital gain . . . . . ... ... ... $6. 000
3. Taxabl e i nconme exclusive of net
capital gain. . . . . . . . . . . . . . . . . ... ... $44000
4. Conmpute the tax on $44,000 of taxable income (exclusive of

net capital gain):

(a) Tax for the entire year
conputed at the old rate:

(i) b5.85%of the first $25000 . . . . . . $1,463
(ii) 6.435%of the excess . . . . . . . . . $1,223
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(iii) Sumof (i) and (ii):
$1,463 + $1,223 . . ... $2, 686

(b) Tax for the entire year
conputed at the new rate:

(i) 4.4%of the first $25,000 ...... .. $1, 100

(ii) 5.4%of the excess ............. ... $1, 026
(iii) Sumof (i) and (ii):

$1,100 + $1,026 . ... .. ... ... . ... ... $2, 126

(c) Portion of tax in (a) for the
peri od before January 1, 1987:
$2,686 X 122/ 365 $ 898

(d) Portion of tax in (b) for the
period after Decenber 31, 1986:
$2,126 X 243/ 365 $1, 415

(e) Tax for the year on taxable
income other than net capita
gain -- sumof (c) and (d):
$898 + $1, 415 $2, 313

5. Tax on $6,000 of net capital gain:

(a) Determne the net capital gain for the pre-April 1,
1987, period (include only gain or loss which is
properly taken into account for the portion of the
taxabl e year before April 1, 1987).

(i) [Net long termcapital gain] $2,000 = [long term
capital gain] $2,000 - [long termcapital |oss] $0

(ii) [Net short term capital loss] $0 = [short term
capital loss] $0 - [short term capital gain] $0

(iii) [Net capital gain] $2,000 = [net long term capita
gain] $2,000 - [net short termcapital |oss] $0

(b) Determne the sum of -

(i) $62 (lesser of (1) 3.08% of the $2,000 pre-April
1, 1987, net capital gain, or (2) 3.08% of the
$6, 000 net capital gain for the entire year) plus

(ii) $160 (4% of the $4,000 excess net capital gain for
the entire year).

(iii) The tax on the net capital gain for the entire
year is $222.

6. Total tax for the year -- sum of
steps 4 and 5: $2,313 + $222 $2, 535
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C.

Tax Conputation |f Taxable |ncone (i.e.

ordi nary incone plus net

capi tal ain _mnus deductions) Is Less Than Net Capital Gain.
Two Calculations Should Be Conpleted To Determ ne Wiich Results

In The Least Tax Pavable As Fol |l ows:

1. Regul ar conput ati on:

appl ying the regular cor

2. Al ternative conputation

(a) The tax on taxable inconme exclusive of net

(apply the regul ar

(b) The tax on net
gain rate).

The tax payable is the |esser
alternative conputation

Exanple (2): Facts. A fiscal

ordi nary incone, $95,000 of net

al | owabl e deducti ons.

and ending May 31, 1987,

capita

The taxable year,
contai ns 365 days.

porate rate.

The sum of

corporate rate), plus

gain (apply the speci al

anmount under either

year
capi tal gain,

begi nning June 1,

capit al

The $95, 000 of

Conpute the tax on taxable incone by

gai n

capita

the regul ar or

corporation has $5,000 of
and $60, 000 of

1986,
net

capital gain is a result of the follow ng capital transactions:
Date Capital
Gai n/ (Loss)
I's Properly _
Taken Into Character of Capital Amount of Capita
Account Gai n/ (Loss) Gai n/ (Loss)
09/ 01/ 86 short term capital |oss $( 1,000)
12/ 21/ 86 long term capital |oss $( 1,500)
03/ 10/ 87 long term capital gain $ 92,500
04/ 15/ 87 short term capital gain 500
05/ 01/ 87 long term capital |oss $( 500)
05/ 15/ 87 long term capital gain $ 5,000
The net capital gain of $95,000 is conputed as foll ows:
short term capital |oss $(1, 000)
short term capital gain _ 500
net short term capital |oss $( 500)
long term capital gain 92, 500
long term capital gain 5,000
long term capital |oss (1,500)
long term capital |oss (. 500)
net long term capital gain 95, 500
net capital gain: (net |ong
termcapital gain |ess
net short term capital
| 0s5s) $95, 000

The taxable incone is $40,000 (i.e.

pl us [ net

capital
$60, 000.

gai n]

[ordinary incone] $5,000

$95, 000 m nus [all owabl e deducti ons]
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Analysis. The tax payable for the year is $2,214, conputes as

fol | ows:
1. Regul ar conputation: (tax conputed on taxable inconme of
$40, 000)

(a) Tax for the entire year conputed at the old rate:

(i) b5.85%of the first $25,000 . . . . . . . . . $1,463
(ii) 6.435%of the excess . . . . . . . . . . .$ 965

(iii) Sumof (i) and (||)
$1, 463 + $965 . . . C e ... . %2,428

(b) Tax for the entire year conputed at the new rate:

(i) 4.4%of the first $25,000 . . . . . . . $1,100

(ii) 5.4%of the excess . . . . . . . . . . . $ 810
(iii) Sumof (i) and (ii):

$1,100 + $810 . . . . . . . .. ... ... %1910

(c) Portion of the tax in (a) for the period before
January 1, 1987:
$2,428 x 214/ 365 $1, 424

(d) Portion of the tax in (b) for the period after
Decenber 31, 1986:

$1,910 x 151/365 $ 790
(e) Tax based on the regular conputation --
sum of (c) and (d): $1,424 + $790 $2, 214
2. Al ternative conputation: The sum of -

(a) Tax on taxable inconme exclusive of net
capital gain ($40,000 minus $95, 000) $0

(b) Tax on $95,000 of net capital gain:

(i) Determne the net capital gain for the pre-Apri
1, 1987, period (include only gain or |oss which
is properly taken into account for the portion of
the taxable year before April 1, 1987).

(A [Net long term capital gain] $91,000 = [Ilong
term capital gain] $92,500 - [long term
capital 1loss] $1,500

(B) [Net short term capital |oss] $1,000 = [short
term capital loss] $1,000 - short term
capital gain] $0

(O [Net capital gain] $90,000 = [net long term
capital gain] $91,000 - [net short term
capital 1loss] $1,000
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(ii) Determne the sum of -

(A $2,772 (lesser of (1) 3.08% of the $90, 000
pre-April 1, 1987, net capital gain, or (2)
3.08% of the $95,000 net capital gain for the
entire year) plus

(b) $200 (4% of the $5,000 excess net capital
gain for the entire year).

(© The tax on the net capital gain for the year
is $2,972.

(c) Tax based on the alternative conputation --
sum of (a) and (b): $0 + $2,972 $2,972

In this case, the tax conputed under the regular nethod, being
|l ess than the alternative tax, is the anount payable.

Exanple (3): Facts. A fiscal year corporation has $5,000 of
ordinary incone, $95,000 net capital gain, and $20, 000 of

al | onabl e deductions. The taxable year, beginning June 1, 1986
and ending May 31, 1987, contains 365 days. The net capital gain
of $95,000 is a result of the same capital transactions as stated
in Exanple (2). The net capital gain of $95,000 is conputed as
illustrated in Exanple (2). The taxable inconme is $80,000 (i.e.
[ordinary incone] $5,000 plus [net capital gain] $95,000 m nus
[al | owabl e deductions] $20, 000).

Analysis. The tax payable for the year is $2,972, conputed as
foll ows:

1. Regul ar conputation: (tax conputed on taxable inconme of
$80, 000)

(a) Tax for the entire year conputed at the old rate:

(i) 5.85%o0f the first $25,000 . . . . . . . . $1,463

(ii) 6.435%of the excess . . . . . . . . . . . $3,539
(iii) Sumof (i) and (ii):

$1,463 + 3,539 . . . . . . . . . . . . .. $5002

(b) Tax for the entire year conputed at the new rate:

(i) 4.4%of the first $25,000 . . . . . . . . $1,100
(ii) 5.4%of the excess . . . . . . . . . . . . $2,970

(iii) Sumof (i) and (ii):
$1,100 + $2,970 . . . . . . . . . . . . . %$4,070

(c) Portion of the tax in (a) for the period before
January 1, 1987:
$5.002 x 214/ 365 $2, 933

(d) Portion of the tax in (b) for the period after
Decenber 31, 1986:
$4.070 x 151/365 $1, 684
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(e) Tax based on the regular conputation --
sumof (c) and (d): $2,933 + $1,684
2. Al ternative conputation: The sum of -

(a) Tax on taxable incone exclusive of net
capital gain ($80,000 m nus $95, 000)

(b) Tax on net capital gain of $95, 000:

(i) Determne the net capital gain for

1, 1987, period (include only gain or

is properly taken into account for

$4, 617

$0

the pre-April

| oss which
the portion of
the taxable year before April 1, 1987).

(A) [Net long term capital gain] $91,000 = [long

term capital gain] $92,500 -
capital loss] $1,500

(B) [Net short term capital | o0ss]

term capital loss] $1,000 - [short

capital gain] $0

(O [Net capital gain] $90,000 = [net
capital gain] $91,000 - [net short

capital |oss] $1, 000
(ii) Determne the sum of -

(A $2,772 (lesser of (1) 3.08% of
pre-April 1, 1987, net capital

3.08% of the $95,000 net capita

entire year) plus

(B) $200 (4% of the $5,000 excess net

gain for the entire year).

(© The tax on the net capital gain for

is $2,972.

(c) Tax based on the alternative conmputation --

sum of (a) and (b): $0 + $2,972

[long term

$1,000 = [short
term

long term
term

the $90, 000

or (2)

gain for the

capital

t he year

$2, 972

In this case, the tax conputed under the alternative nethod,

being less than the regular tax, is the anount payable.

LaW )

Director of Taxation





