FINA200
Summer 2014 Sections CA and CB
Case 1 - due Thursday, July 24, 2014
Covering Chapters 1- 3
___________________________________ 
PLEASE NOTE
· THIS ASSIGNMENT IS TO BE COMPLETED BY YOU ALONE.

· YOUR SOLUTION MAY BE SUBMITTED IN ENGLISH OR FRENCH.

· ACCEPTABLE SUBMISSION FORMATS INCLUDE WORD 2007 (.docx) or PDF.  EXCEL IS NOT ACCEPTED.

· OUTSIDE RESEARCH WILL LIKELY BE REQUIRED.  PLEASE QUOTE ALL SOURCES AND DO NOT COPY AND PASTE!
____________________________________________________________

Richard and Yvonne are both 35 years of age.  They have two children, Marie-Louise, age 2 1/2, and Christian, almost 12 months.  Next week, Yvonne will return to work at Canada Post after a 1-year maternity leave.  Her income for the upcoming year will be $47,000.  Richard, who works as an analyst at RBC, has had an income of $80,000 a year for a couple of years, with occasional bonuses (which he never counts on).  Once source deductions for income taxes and employee benefits are subtracted from their gross pay, Yvonne brings home 70% of her salary, while Richard nets 60%.

The couple will receive the Universal Child Care Benefit for their two children (taxable to Yvonne), but virtually nothing for the Canada Child Tax Benefit because their net income for tax purposes is too high.

They expect to pay $450 per child per month for daycare next year.  Their mortgage balance is $248,000 and the remaining amortization period is 20 years.  The monthly mortgage interest rate is 0.5%.  Property taxes amount to $5,000 a year, while utilities average about $175 per month.  They lease a car at a cost of $500 a month.  Both take public transit to work and use the car for family outings only.

Richard contributes the maximum to his RRSP every year, but this is the couple's only on-going savings.  The balance of their joint bank account is $5,600.

To date, the couple has $5,180 in Richard's Tax Free Savings Account (contributed 2 years ago) and $149,200 in his RRSP.  Their house is evaluated at $425,000 and their personal possessions are valued at approximately $50,000. They owe $8,000 on their VISA bill (somehow this amount seems to drag from month to month) and Richard's student loan still has a balance of $2,189.  The loan charges interest at 9% per annum, compounded monthly, and he plans to pay it off over the next 24 months.

In addition to the expenses outlined above, they anticipate that all other fixed and variable expenses will amount to $17,000 next year.

The couple has come to you to "get a handle" on their finances.  They want to start saving $200 a month in a family RESP to help pay for their children's education.  They expect Marie-Louise to start university in 16 years, and Christian to start in 18 years.





QUESTIONS (Please show all your work to receive full marks).

Question 1  (10 marks)

State the couple's two financial goals.  Give full details and provide calculations, if required, to show the action required.


Question 2  (40 marks)

· Draw up the couple's personal net worth statement at this point in time (10 marks), as well as their expected cash flow statement for the upcoming year (28 marks).   Note that in some cases, you may not have the breakdown, but only the total for a given category.
· Does it look likely that the couple can achieve their goals?  Please explain.  (2 marks)  


	Please copy and paste the templates given below into your solution.

Richard and Yvonne's
 Personal Balance Sheet as at Today ($)


	
ASSETS
	Calculations
(If required)
	Dollar Amount

	Bank Account
	
	

	Money Market 
	
	

	Other (TFSA)
	
	

	Total Liquid Assets
	
	

	
	
	

	Home (Primary)
	
	

	Other (specify)
	
	

	Total Real Estate
	
	

	
	
	

	Automobile
	
	

	Other (specify)
	
	

	Total Personal Poss.
	
	

	
	
	

	DCPP
	
	

	RRSP
	
	

	Other Registered (specify)
	
	

	
	
	

	Non-Registered Investments
	
	

	Other (specify)
	
	

	Total Investment Assets
	
	

	TOTAL ASSETS
	
	

	
	
	

	LIABILITIES
	
	

	Credit Card
	
	

	Other (specify)
	
	

	Total Current Liabilities
	
	

	
	
	

	Mortgage
	
	

	Student loan
	
	

	Other (specify)
	
	

	Total Long-Term Liabilities
	
	

	TOTAL LIABILITIES
	
	

	
	
	

	NET WORTH
	
	




Richard and Yvonne's
 Annual Forecast Cash Flow Statement ($)

	
NET INCOME
	Calculations
(If required)
	Annual Dollar Amount

	Richard's net salary
	
	

	Yvonne's net salary
	
	

	Other (specify)
	
	

	Total Net Income
	
	

	
	
	

	FIXED/VARIABLE EXPENSES
	
	

	Mortgage
	
	

	Property taxes
	
	

	Utilities
	
	

	Car lease
	
	

	RRSP contributions
	
	

	Student loan
	
	

	All other (specify)
	
	

	Total Expenses
	
	

	Forecast Surplus/Deficit
	
	





Question 3  (10 marks)

How much money will be available for Marie-Louise and Christian's education, assuming the couple opens up a family RESP, they receive a 20% Canada Education Grant and funds are invested to earn 6% per annum, compounded monthly?  Assume the grant is received each month and that payments are made at the end of the month.



Question 4  (15 marks)  

Calculate the couple's liquidity ratio, debt ratio and debt-payments ratio.  



Question 5  (10 marks)

Discuss two strengths and two weaknesses in the couple's financial situation.  



Question 6 (15 marks)

Quantify two income tax deductions and three non-refundable tax credits for which the couple would be eligible.  Refer to the 2013 General Income Tax and Benefit Guide found on the Canada Revenue Agency website at www.cra-arc.gc.ca.
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