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 gqeqgursitihalf-
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 lossrbggl@CA 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 thiatt ecad sets
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-halfobf iwiéaxable



Rental Income Example

378, An example will serve to illustrate the basic features involved in determining net
rental income,

Example - OnJanuary 1, 2007, Mr. Bratton ownsthe following two rental properties:

+ Property A was acquired in 1987 at a cost of $120,000, of which $20,000 was
allocated to land. It has a UCC of $68,000.

+ Property B was acquired in 2000 at a cost of $90,000. It has a UCC of $74,200
and is situated on land that Mr. Bratton leases. On August 28, 2007, Property Bis
sold for §125,000.

On December 1, 2007, Mr. Bratton acquires Property C at a cost of $200,000, of
which $50,000 s allocated to land. Rents on all of the properties totaled $35,000

during 2007 and the cost of maintenance, property taxes, and mortgage interest
totaled $45,400.

Net Rental Income Calculation  The maximum available CCA on the three proper-
ties would be as follows:

+ Property A (Class 3) = $3,400 [(5%)($68,000)]
+ Property B (Class 1) = Nil (The property was sold during the year.)
+ Property C (Class 1) = $3,000 [($150,000)(1/2)(4%)]

Since arental loss cannot be created by claiming CCA, the net rentalincome would be
calculated as follows:



Gross Rents $35,000

Recapture Of CCA On Property B (90,000 - $74,200) 15,800
Expenses Other Than CCA (45,400)
Income Before CCA $ 5,400
CCA Class 1 (Maximum) (3,000)
CCA Class 3 (Limited) ( 2,400)
Net Rental Income Nil

9-79. Note that the maximum CCA was taken on Class 1, the 4 percent class, leaving the
limited CCA deduction for Class 3 which has the higher rate of 5 percent. This follows the
general tax planning rule that suggests that, when less than the maximum allowable CCA is
taken, the CCA that is deducted should be taken from the classes with the lowest rates. Also
note that there would be a taxable capital gain of $17,500((1/2)($125,000 - $90,000)] on the
sale of Property B. The taxable capital gainis not part of the rental income orloss calculation.

Exercise Nine-6

Subject:  Rental Income

Ms. Sheela Horne acquires a rental property in September, 2007 at a total cost of
$185,000. Of this total, $42,000 can be allocated to the value of the land. She imme-
diately spends $35,000 to make major improvements to the property. Rents for the
year total $7,200, while rental expenses other than CCA total $5,100. Thisis the only
rental property owned by Ms. Horne. Determine the maximum CCA that Ms. Horne
can deduct in calculating her 2007 net rental income.




Dividends

Definition Of Eligible Dividends

9-101. ITA 89(1) defines “eligible dividends” as a taxable dividend that has been desig-
nated as such by the paying corporation. To make this designation, the paying corporation
simply notifies the recipient that the dividend is eligible for the enhanced gross up and tax
credit procedures.

9-102.  With respect to the types of dividends that can be designated as eligible dividends,
this issue will be discussed in detail in Chapter 16. However, in simplified terms, eligible divi-
dends will be made up of dividends paid after 2005 by:

» public corporations that are subject to the general corporate tax rate,

+ Canadian controlled private corporations (CCPCs), out of active business income that
has been taxed at the general corporate tax rate, and

» CCPCs, out of eligible dividends that it has received.

Gross Up And Tax Credit Procedures For Eligible Dividends
9-103. For eligible dividends, gross up and tax credit amounts are as follows:

» Dividend Gross Up  The gross up of dividends received is 45 percent. As noted
previously, since the provinces use the federal Taxable Income figure, this 45 percent
gross up applies to eligible dividends at both the federal and provincial levels.

» Dividend Tax Credit The federal dividend tax credit is equal to 11/18ths of the
dividend gross up. This could also be expressed as 18.9655 percent of the grossed up
dividends or 27.5 percent of dividends received. Provincial dividend tax credits on
eligible dividends vary from a low of 21.5 percent of the gross up to a high of 38.5
percent of the gross up.

3-104.  For integration to work, the corporate tax rate has to be such that the 45 percent
gross up will increase an individual’s Taxable Income to the corporation’s level of income
nefore the application of that rate. Asshown in the following calculation, the assumed corpo-
rate rate that is inherent in the 45 percent gross up is 31.034483 percent.



Taxe free dividends

There four distinct tax principles that when put together, make it possible teerémeifree dividend
income. They are:
1. Anindividual 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 egesik 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 elsrinatiederal tax
payable on the first $ 9500

for purposes of illustration, lets assume that an individual receives Canadiamdivideme 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 equakto 15%

9 500 = 1425

Federal tax on the first 37 178 at 15% 5576
Federal tax on the next 11 339 at 22% 2494
Total federal tax owing 8 070
Less federal dividend tax credit 48 517 x 19% 9218
Net federal tax owing on dividend income (1 148)







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

El 720

CPP contributions 1 990

In addition, her employer provides her with an allowance of $ 400 a month for maintindifice
home. The office occupies 15% of her home. The costs were as follow:
interest on mortgage 4 200

property taxes 2750
electricity 1 340

maintenance 1800
insurance 820

She has two children. Daughter 18, full time attendance at the university fomgigtts. 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 2450
Mark 8 600



