
Income from property

Rental income

Rental income is to be recorded on an accrual basis.

Capital cost allowances

In addition to other expences, CCA on rental can be claimed. In the year of the qcquisition, the half-
year rule is applied.

Rental properties acquired after 1987 fall into Class 1

rental properties acquire prior 1988 fall into Class 3

Special rules

1. Separate CCA classes
1. each rental property is to be treated separately

2. rental property restriction
1. taxpayers are nit permitted to create or increase a net rental loss by claiming CCA on rental

properties

Advantages
� taxation on a posotive cash flow can be eliminated through the use of CCA
� some part of the capital cost of an asset can be deducted despite the fact that real estate assets

are generally not decreasing in value
� increases in the value of the property are not taxed until the property is sold
� any gain resulting from the sale is taxed as a capital gain, only one-half of which is taxable
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Dividends
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Taxe free dividends

There four distinct tax principles that when put together, make it possible to receive tax-free dividend
income. They are:

1. An individual in the lowest tax bracket only has to pay 15% federal tax on their first $37 178 in
income

2. dividend received from a Canadian corporation must be grossed up by 25% when reported on
your Canadian tax return

3. individuals receiving Canadian dividend income are eligible for a dividend tax credit equal to
19% of the grossed-up dividend which help redice the amount of federal tax that would
otherwise be payable on that income

4. every individual has access to a basic personal tax credit which eliminates the federal tax
payable on the first $ 9500

for purposes of illustration, lets assume that an individual receives Canadian dividend income totalling
$33 460 and no other taxable income. The grossed-up dividend would therefore equal (33 460 x 1.45) =
48 517. The dividend tax credit is 48517 x 19% = 9 218. The basic personal tax credit is equal to 15% x
9 500 = 1425

Federal tax on the first 37 178 at 15% 5 576

Federal tax on the next 11 339 at 22% 2 494

Total federal tax owing 8 070

Less federal dividend tax credit 48 517 x 19% 9 218 

Net federal tax owing on dividend income (1 148)
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Assignment case nine-1

Ms Shelly is a 48 year olf widow. Her 2007 salary is 64 000. Her withheld the following:
RPP contributions 2 960
EI    720
CPP contributions 1 990

In addition, her employer provides her with an allowance of $ 400 a month for maintaining an office
home. The office occupies 15% of her home. The costs were as follow:
interest on mortgage 4 200
property taxes 2 750
electricity 1 340
maintenance 1 800
insurance    820

She has two children. Daughter 18, full time attendance at the university for eight months. Her tuition
fees were 5 200 and her taxable income 7 300.

The son is 23 is dependant because of a physical disability.

The family medical expenses were as follow:
shelly   962
Amy 2 450
Mark 8 600
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