Capital cost allowances

Comparison of accoun

ting and tax terminology

Taxation terms

Accounting term

Capital cost

Acquisition cost

Capital cost allowance (CCA)

Amortization expense

Undepreciated capital cost (UCC)

Net book value

The capital cost of gcquired assets will be allocated to what is referred tass.

Two methods methods are used for CCA purposes—the straight line method and the dedéanoey b

method.

Taxpayers can deduct the maximum amount, none of it, or any value in between.

Example A particular CCA class contains assets with a capital cost of $780 00Dendicf the

period UCC balance of $460 000. The rate for the class is 10%

Declining balance class

The rate would be applied to the $ 460 000 end of the period UCC balance. 460 000 x 10% = 46 000

Straight-line class
The rate would be applied to 780 000. 780 000

X 10% = 78 000

Rates for major classes

Types of CCA

Class 1 buildings (4%)

Declining balance

Class 3 building Pre-1988 (5%)

Declining balance

Class 8 machinery, equipment and furniture (2

0%) Declining balance

Class 10 vehicles (30%)

Declining balance

Class 12 computer software and small assets
(100%)

write-off

Class 13 leasehold improvements

term

Straight-line: either 20% of CCA or CC&\/leas

Class 45 computer hardware and systems soft

Waelining balance

(45%)

Half-year rule. For the first year, one half of the acquisition cost must betdddefore applying

CCA.



Exercise Seven-2

Subject: CCA Error

During 2007, your company acquired a depreciable asset for $326,000 and your
accountant included this asset in Class 1 at the end of the year. Early in 2008, you
discover that the asset should have been allocated to Class 10. What was the impact
of this error on your 2007 deductions from business income?

Exercise Seven-3

Subject: Class 13 And Half Year Rule

Vachon Ltd. leases its office space under a lease that was signed on January 1, 2002.
The lease term is 10 years, with an option to renew at an increased rent for an addi-
tional five years. In 2002, the Company spends $52,000 renovating the premises. In
2007, changing needs require the Company to spend $31,000 renovating the space.
Determine the maximum amount of Class 13 CCA that the Company can deduct for
2007.

Exercise Seven-4

Subject: Class 8 And Half Year Rule

Justin Enterprises, an unincorporated business, has a Class 8 UCC balance on January
1, 2007 of $212,000. During 2007, it acquires additional Class 8 assets at a cost of
$37,400. Also during 2007, it deducts $18,300 from the UCC balance for disposi-
tions. Determine the maximum CCA for 2007 and the January 1, 2008 UCC balance.



Income from a business

Income For Professionals

8-144.  Whenabusinessinvolves the delivery of professional services, clients are billed on a
periodic basis, normally after a block of work has been completed. This block of work may be
task defined (e.g., billing when a client’s tax return is finished), time defined (e.g., billingon a
monthly basis), or on some other basis. However, in the majority of professional income situa-
tions, billing does not occur until after the work has been completed.

3-145.  If the normal accrual approach was applied to this type of business income, the
nclusion in net business income would be recorded at the time work is being done. This
would require the inclusion of work in progress (i.e., unbilled receivables) in net business
ncome. However, ITA 34 contains a special rule that is applicable to accountants, dentists,
awyers, medical doctors, veterinarians, and chiropractors. These professionals can elect not
‘0 include unbilled work in progress in their income. This so-called “billed basis of income
recognition” is not available to other professionals such as architects, engineers, and manage-
ment consultants.

Example Ms. Shelly Hart begins her new accounting practice on January 1, 2007.
During her first year of operation, she records 2,050 billable hours. Her regular billing
rate is $100 per hour and, at the end of her first year, she has billed 1,750 hours, or a
total of $175,000. Of this amount, $32,300 is uncollected at the end of the year.

Analysis  As Ms. Hart is an accountant, she can elect the use of the billed basis. If
she does so, her inclusion in Net Income For Tax Purposes will be $175,000. Alterna-
tively, if she used the normal accrual approach, the inclusion would be $205,000
[($100)(2,050)]. It would clearly be to her advantage to use the billed basis.

Exercise Eight-12

Subject:  Income Of Professionals

Jack Winters is a lawyer and, at the beginning of the current year, he had unbilled
work in process of $35,000, as well as uncollected billings of $57,000. During the
year, he bills the remaining work i process and collects all of these new receivables,
aswell s the uncollected amounts that were present at the beginning of he year, His
work during the vear totals potential billings of $245,000. Ofthis amount, $185,000
has been billed and §160,000 of these billings have been collected. Calculate his
inclusion in net business income for the year using;

+ the cash basis;
+ the billed basis; and
+ accrual accounting,






Problem
On December 27, 2006, Seymour Gravel, at the urging of his wife, Mary Walford, has broupls you

preliminary figures for his business. Seymour carries on a businesgaritthediting instruction
manuals on a contract basis. He has six different clients an doperateunder thss masireecrystal
Clear communications from an office in their home.






