FINA 200 Final Exam Study Guide
Overview of Key Statements
1. Personal Balance Sheet (Page 52)
[image: ]
· Assets – Liabilities = Net worth
· What are assets? 
· What are liquid assets?
· Checking accounts
· Saving Accounts/Money Market Accounts
· What is liability?
· Long-term (more than 1 year) vs. current (less than 1 year)
· How to increase Net Worth
· Increase savings, reduce spending, increase investment value, reduce debts
1.  Setting financial goals.     
2.  Estimating income.     
3.  Budgeting emergency fund and savings.     
4.  Budgeting fixed expenses.     
5.  Budgeting variable expenses.     
6.  Recording spending amounts.     
7.  Reviewing spending and saving patterns.
2. Cash Flow Statements (Page 54)
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· What is income?
· Wages, salaries, commissions, investment income, gifts, grants, government payments, pensions, alimony, etc.
· Deductions at source?
· Federal Income Tax
· Provincial Income Tax 
· CPP and QPP
· EI (Employment Insurance)
· What is a Fixed Expense? 
· Rent, cable, loan, monthly train ticket
· What is a Variable Expense?
· Food, clothing, phone, electricity
· Net Cash Outflow
· Surplus
· How is it allocated? 
· Deficit 
· How is it financed?
· Made up with withdrawals from savings. 













3. Personal Income Taxes (page 74): 
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Step 1: Calculate Total Income
Step 2: Calculate Net Income
Step 3: Calculate Taxable Income
Step 4: Apply personal tax rates to calculate tax bill
Step 5: Calculate net federal tax
Step 6: Calculate refund or balance owing
Step 1: Calculate Total Income:
· Employment income, net business income, investment income (dividends), taxable capital gains (38% for eligible, 18% non-eligible), retirement income (CPP, EI, OAS, spousal)



Step 2: Less deductions
· RRSP/ RPP contributions, union dues, child care expenses, disability support, moving expenses (if you move 40km closer to work/school), employment expenses.
Step 3: Calculate Taxable Income
· Apply tax deductions
· Capital gains deduction (50%), losses from prior years.
Step 4: Calculate federal taxes owing
· Apply tax rate. 
Step 5: Calculating Net Federal Tax
· Apply tax credits.
· Apply tax rate to the tax credits.
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Contributions to:
· TFSA
· 2009-2012: $5000, 2013-2015: $5500
· At any point in the month if you are in excess, you will be taxed at 1% of excess in that month.
· This earned income will not trigger clawbacks from GIS, OAS.
· RRSP
· Contribution limit of $24,270 in 2014.
· Contribute up to 18% of prior years income + any contribution room carried forward from prior years. 
· Amount allowed to contribute is diminished by amount your employer set aside for your retirement pension. 
· RPP
· Set up by employer for employee.
· You must become vested in order to keep the benefits provided by your employer. 
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· DCPP
· Amount in this pension depends on contributions made and growth in those funds (like RRSP).
· DBPP
· Amount received in this pension is known in advance and is based on percentage of actual salary over a specified number of years. 


Withdrawals and impacts from:
· RRSP
· Must deregister by end of year of 71st birthday
· 1) Full Withdrawal and pay income tax
· Withholding tax: amount < 5000 = 10%, amount between 5001 to 15,000 = 20%, amount > 15,001 = 30%.
· Full withdrawal added to your taxable income and withholding tax is entered as tax already paid.
· 2) Sing-payment life annuity.
· Life insurance company converts funds into lifetime income, marginal tax rate is based on annual income.
· 3) Fixed- term annuity
· 4) RRIF
· Similar to RRSP except with minimum withdrawals required.
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· 5) LIF
· Must withdraw a minimum amount every year
· Purchase an annuity at age 80 with remaining funds.
· 6) Segregated Fund
· Guaranteed return of capital of certain percentage.
· HBP
· Withdraw up to $25,000 as first time home buyer. (double amount for couples)
· Repay over 15 years
· LLP
· Up to $10,000 a year for total of 2 years = $20,000.
· Must repay over 10 years, starting in the last year of study.
· Any amount unpaid will be included as income for that year.
You can roll over RRSP to your spouse without tax.
4. Time Value of Money
5. Loans: Payments and Balances
· Mortgages
· Measured using GDS (30-32%) / TDS (40%) ratios
· Lines of credit
· Home equity line of credit you can borrow up to 65% of appraised value of home, minus mortgage loan balance.
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· Credit cards. (Draw a Timeline)
· Adjusted balance method
· balance you end the month with
· Previous balance method
· Balance you start the month with. 
· Average daily balance method
· With payments
· Without payments
· For each type of loan, know how to calculate the first, and second month’s payments.
· How much is interest and how much is principle.
6. Investments
· Investment returns
· Interest, dividends and capital gains (all part of total income)
· How are these taxed
· Dividends:
· Eligible dividends are grossed up 38%
· Non-eligible grossed up 18%
· Then apply federal/ provincial tax.
· Characteristics of:
· Bonds, preferred shares, common shares.
· Mutual Funds
· Definition, advantages (diversification), disadvantages (FEES).
7. Sources of Retirement Income (Case Questions)
· CPP/ QPP
· Mandatory contribution amount
· What is the maximum benefit that can be given
· Reduced amounts for taking early (earliest 60)
· Increased amounts for taking later (latest 70)
· Benefits for life, indexed for inflation.
· Survivor benefits.
· OAS
· Non contributory
· Based on length of Canadian residency
· Maximum benefit will be given?
· Starts at age 65
· Benefits for line, indexed to inflation
· No survivor benefits
· Clawback calculation (if you make over the limit)
· OAS must be repaid at a rate of 15% for every dollar of net income in excess of $71,562.
· RPPs
· Defined Benefit Plan (DBPP)
· Not mandatory, may be contributory
· Retirement income is defined by a formula:
· (%) X (# of years of service) X (average salary)
· Risk lies with employer
· May or may not be indexed to inflation
· Locked in until a minimum age (usually 55 years old)
· DCPP
· Not mandatory, may be contributory
· Retirement income unknown, based on contributions, investment performance and withdrawal choice.
· Risk with employee.
· Locked in until min (usually 55 years)
· TFSA
· Know how to calculate
· RRSP
· Contribution room = 18% of prior years’ income – pension adjustment + carry forward room.
· Contributions are tax deductible
· Withdrawals are taxable
· Can contribute to spousal RRSP
· Must be deregistered by Dec 31st of age 71.
· Annuities
· RRIF
· Minimum withdrawal based on age
· Potential growth subject to investment choices.
· Withdrawal Stage
· Delay CPP/ QPP if longevity is possible
· Split income with spouse to avoid to avoid OAS clawback
· Choose mix of annuity/ RRIF for DCPP, RRSP, and TFSA funds depending on need for income.
8. Estate Planning
· Wills: holograph, legal, notarial
· Choice of executor (liquidator in Quebec) and their role.
· Consider use of testamentary trust for minors or vulnerable beneficiaries.
· Inter vivos
· Trust starts while you’re alive
· Testamentary Trust.
· Assets are protected from the beneficiary’s creditors.
· Effective upon death 
9. Insurance Needs
· Types of insurance
· Home/ Property
· Home insurance 
· Named perils
· All risk
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· Tenant’s Insurance
· Liability insurance

· Insurance needs calculation
· Co-insurance clause
· Requires you pay a portion of the property if it was not insured for specified percentage of the replacement value.
· Actual Cash Value (ACV)
· A claim in which the insured receives payment based on the current replacement cost of a damaged or lost item, less depreciation.
· Replacement Value
· Method in which the insured receives the full cost of repairing or replacing a damaged or lost item.
· Risk strategies – avoid, reduce, assume, shift
· Personal risk – disability, health, and death.
· Property – home, car, personal possessions
· Automobile insurance coverages
· No-fault insurance 
· Drivers involved in accidents collect medical expenses, lost wages, and related injury costs from their own insurance companies. 
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10. Life and Disability Insurance (one question)
· Life insurance
· Estimating your life insurance requirements
Income Replacement Method
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· Beneficiary
· A person designated to receive something, such as life insurance proceeds, from the insured.
· Non-forfeiture Clause
· Provision that allows insured not to forfeit all accrued benefits.
· Incontestability Clause
· A provision stating that insurer cannot dispute the validity of a policy after a specified period. 
· Disability
· Long-term care
· Provides day-in, day-out care for long-term illness or disability.
· Critical illness







Financial Planning Process
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Effective Annual Rate (EAR)
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Dividends Tax
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Mutual Fund Fees
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Chapter 10 Risk Factors
Business Risk
· Associated with investments in common, preferred stocks, corporate bonds.
Inflation Risk
· Risk that return on investment will not keep up with rate of inflation
Interest Rate Risk
· Associated with fixed-return investments in preferred stocks or government/ corporate bond. The value decreases when overall interest rates increase.
Market Risk
· Prices of stocks, bonds and mutual funds that invest in both types of securities may fluctuate because of changes in the economic environment. 
Global Investment Risk
· Risks from stocks and bonds from international investments. 


Types of Life Insurance
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Examples of Consumer Loans vs Revolving Credit
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Where To Keep Financial Records
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Calculation of Federal Personal Tax
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Cost of Buying Vs Leasing a Car
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Non Refundable Tax Credits
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GDS / TDS Ratios
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Net Asset Value of Open-End fund
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Front End Load = NAV/ (1-%)
Back End Load = NAV x (1-%)
[bookmark: _GoBack]
MER
MER = Management fees and other expenses
		Daily Average net asset value
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Exhibit 14-12
RRIF Minimum
Withdrawal
Amounts.

Age percentage® Age Percentage
69 476 81 899
70 5.00 82 9.27
n 738 83 958
72 748 84 9.93
73 759 85 1033
74 m 86 10.79
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“xhibit 8-3  Home Insurance Coverage
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Exhibit 8-7

‘The Major Risks
Assumed by
Automobile Owners
and the Protective
Insurance Coverage
Available

Risk

Insurance Coverage

Injury to or death of yourself or your
passengers

Damage to your vehicle

Liability to others for injury, death, or
property damage.

Accident benefits

Physical damage Insurance, such as
comprehensive or collision coverage

Third-party liability coverage
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EFFECTIVE ANNUAL RATE (EAR) To incorporate the compounding effect, the
effective annual rate ~ effective annual rate (EAR) formula is used. Using the notation that m is the number of peri-
(EAR) Aformula thal  ods in a year and k is the rate of return quoted for the year,
calculates the effective
return, taking com- =
pounding into account. EAR [

Where: m = number of compounding periods i
= rat of return quoted for a year.
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Eligible Non-eligible
Rate  Dividends  Rate  Dividends
Dividends received $1,00000 $1,000.00
Grossed-up 8% 138000 8% 1,180.00
Federal tax 9% 40020 9% 34220
Less: Federal dividends tax credit 5% Q0700 M% (12980
(% actual dividends received)  207% 130%
Net Federal Tax 932 1920 2% 21240
Ontario tax MAE% 15401 116% 13169
Less: Ontario dividend tax credit 100% (138000  450% (5310
(% actual dividends received) 138% 531%
Net Ontario Tax 1601 7859
Add: Ontario surtax on net amount 0% 320 20% 1572
%% 1565 %% 2829
Total Ontario Tax 349% a8 n226% 260
Total Combined Tax no% 2806 T

Exhibit 10-8
Calculation of Taxes
on Dividend Income
for Eligible and
Non-eligible
Dividends for an

Ontarian in the
Highest Tax Bracket
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Type of Fee or Charge

Definition and Rate

Load fund
No-load fund
Front-end load

Back-end load

Management fee

Either a front-end o back-end sales charge
No sales charge

A sales fee charged with each purchase; reduces the
funds actually invested. Most fund companies have
lowered the maximurn front-end load on their funds
o around 6 percent.

Also referred to as a contingent deferred sales load.
One to six percent of withdrawals on a sliding scale
decreasing with time held, then zero if selling after a
set number of years.

Expressed as a fixed percentage of the fund's total
value, called the Management Expense Ratio (MER).
Ranges from 0.25 percent (rare) to 4 percent, to
cover investment company's costs. Fee is up to

0.5 percent higher for back-end load funds.

Exhibit 13-3
Typical Fees
Associated with
Mutual Fund
Investments




image16.png
EXNIbIt -4 Typesof murance
Permanent
Polcy Type _ Wihole Lite Universal Lie Term 10100 e
poodor e o Tosgetin Daprsan i
o ot e
oo o atons
et
o 7001 5
Pamums Gt Uity sl ant i bty Garaiesd a roman
ety et o oo e ey
Gty . Tyersyen
ool winin oot ey e
B Wi e e
Dosh e s o bl Way s Glraoe 1 conrc. Guaranod ncontct.
el Doaen o e g o
oy o e ioannane o o
Patcpatng pos
oo Guaranond I conrac. Pl My noma  Usaly non. Soma sl e Gome
e g poKeanave Tl long G poste
ok s Gl ot g s vl
ooty honfrurevaue  oromernon
R ot sl o e
By
Optons
Owens payaeon Motpacsan | ostpokiere  Mostpoies e
P patng: poces o paricpsingana o aroopeng”3n3 "o papatng” s
ot ook poy ok oy RN 0o kP GRS
Aovtage + osst prcion oryour e Wotmo_ 1 ~roes rotctn <l or shor
Keptm o age i e e o
- it s s v, gt or ke e o,
St proers <o ot sty o
o v e boowe 1o Sy s+ oo Rre
oo e o PR or 1o b e pocton
Wirnif e POy o0 e e roiems. Becune ma s
it ot cpons how e poy o o s e
o v poiaes o inng e o o _pomapert e,
o s o et Guonind. e poes |+t o>
Dt ke o o s B
o ke oo e ot
ooty opton
Ren P09 5 o 7.
Onacvntges WISy oo or ATt sl o s ks e g
o PR ok ek amd ok ot wihags 0
By n et s o1 oty oo s sorepo e
(e it e
G v o e sl 1 1 ary o, Rt orimpooe
et e paky o o . oo ot
Sy owr 0, bt v * Rty e
Py o s
e ot
Wl poy e
St iy
R poor
Uy o o
i o o

optons.





image17.png
Exhibit 5-1

Revolving Credit
+ Credit cards ssued by banks (Visa) or Examples of
stores (Canadin Tire)
« Charge cards or Travel and Entertainment Consumer Loans
cards (Diners Club) and Revolving Credit
« Lines ofcredit

« Overdraft protection
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Exhibit 3-7

Five General Sections
of Your Federal Tax
Return Form
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The decision whether to buy or lease a car is one that
requires a lot of thought and financial consideration.
Besides monetary discrepandies, personal preferences
also come into the decision process. Many drivers pre-
fer to own thelr automobiles, while many drivers must
lease the cars they cannot currently afford. In addition,
many people lease because they would rather switch
cars every few years for added variety.

To compare the pure finandial cost of buying a car
versus that of leasing a car, we will first compute the
monthly payment, then the present value of all the
cash flows under each scenario.

Borrow-to-buy
Retall price $26,995
Cost with taxes at 14.975%! $31,037
Down payment $8,000
Loan amount $23,037
Resale value In 4 years $13,500
Financing rate (AP, 5.25%, or 04375%
compounded monthly) per month
Loan term 48 months

The monthly loan payment is calculated as:

E= (arTvm
2,07 =
[

a8

04375 L
(on [ ss3310

(Refer to Appendix 1B on the time value of money for
an explanation of the time value of money calcula-
tions and calculator keystrokes. Ensure the /Y button
issetto 1)

The present value of all cash flows of the purchase

decision equals:
&2 (cLRrvm.

53314 [pMT

13,500 Lrv

04375 Lo

@ [

(CPT) [BV  $12,089 + $5,000 - $20,089
Leasing
Capital cost reduction? ($8,000 + 1.14975) 6,958

(88,000 — $6,958 — $1,042 to pay the

associated sales tax)
Net capitalized value (526,995 — $6,958)  $20,037
Residual value’ $13,500
Lease term 48 months
Dealer interest rate (AP, 525%

compoundad monthh)
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Lease payments are made at the beginning of the

month and equal:
22 (arnvm

20,037 [pv
s ([
o375 Lo
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(PR (VT 521035

Taxes at 14.975 percent (In Quebed) are added to the
lease payment for a total of $241.85.

The present value of all cash flows of the leasing deci-

sion equal:
= (arnvm

angse- (B
1 -
04375 [T
(PR (B s10450

$10,450 + $8,000 = $18,450

‘There is a small financial advantage to leasing the car,
largely the result of the fact that taxes are not paid on
the residual value? in a lease, whereas taxes on the full
listed price are charged if the vehicle is purchased, but
are not recovered at time of resale.

For more information concerning the buy-versus-
lease decision with respect to automobiles, visit
canadabusiness.ca.

Notes:

Taxes In Quebec: 1 — [(1.05)(1.095)] = 0.14975 or
14.975%

2 Caplital cost reduction s the down payment (if any)
to reduce the capital cost and monthly payments.
Most leases require a down payment and the amount
is taxable.

7 Residual value Is the established value for the
vehicle at the end of the lease. Typically, the residual
value Is a percentage of the Manufacturer Suggested
Retail Price (MSRP) for the vehicle that s being
leased. In an open-end lease, the lessee Is responsible
for the residual value of the lease. In a closed-end
lease, the lessee Is not responsible for the residual
value.
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Exhibit 3-4 2014 Federal Non-Refundable Tax Credit Amounts

Credit Type

Maximum 2014 Federal Base Amounts.

Basic personal amount
Age amount (65 years of age or older)
—eliminated when taxpayer's net income exceeds
Spousalicommon-law partner/dependant amount
—eliminated when dependant’s net income exceeds
Infirm dependant amount (over 18 years of age)
—eliminated when dependant's net income exceeds
CPPIQPP contributions (employee)
CPPIQPP contributions (self-employed)
€l premiums
Canada employment amount
Pension Income amount
Caregiver amount for in-home care of parent or grandparent over
65 years of age, or of Infirm adult relative
—eliminated when relative's income exceeds
Disability amount
Disability amount supplement for taxpayers under 18 years of age
—eliminated when child/attendant care expenses exceed
Interest pald on student loan
Tuttion and education amount
Textbook amount
Medical amount

11,138
6916
80,980
1,138
11,138
6,589
13,1%
2,425.50
4,851
91368
1,127
2,000

4530
20,002

7,766

4530

7,184
Amount paid

Tultion paid + $400 per month of full-time attendance

$65 per month of full-time attendance

Amount paid in excess of 3% of net income or §2,171, whichever is less





image23.png
Ahe ratios are calculated as loflows:
PLAT+H
Gross debt service (GDS) —a X 10%

14+ T+ H+D

Total debt service (TDS) = X 100%

where,

PI = monthly principal and interest payments on your mortgage
T = monthly property taxes

H = monthly heating costs

D = monthly debt service payments

GI = monthly gross income
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Current market value of the fund's portfolio — Liabilities
Netasset value per share = “Number of shares outstanding
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Exhibit 2-3  creating a Personal Balance Sheet
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Exhibit 2-4
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he cash flow statement.
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Step 1 Determining Tota Income ...
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Exhibit 3-1
Computing Taxable
Income and Your
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Exhibit 3-4 2014 Federal Non-Refundable Tax Credit Amounts

Credit Type

Maximum 2014 Federal Base Amounts

Basic personal amount

Age amount (65 years of age or older)
—eliminated when taxpayer's net income exceeds

Spousal/common-law partner/dependant amount
—eliminated when dependant’s net income exceeds

infirm dependant amount (over 18 years of age)
—eliminated when dependant’s net income exceeds

CPP/QPP contributions (employee)

CPPIQPP contributions (self-employed)

€l premiums

Canada employment amount

Pension income amount

Caregiver amount for in-home care of parent or grandparent over

65 years of age, or of infirm adult relative
—eliminated when relative’s income exceeds

Disability amount

Disability amount supplement for taxpayers under 18 years of age
—eliminated when child/attendant care expenses exceed

Interest paid on student loan

Tuition and education amount

Textbook amount

Medical amount

11,138
6,916
80,980
11,138
11,138
6,589
13,196
2,425.50
4,851
913.68
1,127
2,000

4,530

20,002

7,766

4,530

7,184
Amount paid

Tuition paid + $400 per month of full-time attendance

$65 per month of full-time attendance

Amount paid in excess of 3% of net income or $2,171, whichever is less
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Exhibit 14-8 comparison of Defined Benefit and Defined Contribution Plans

Defined Benefit Defined Contribution
Determined in advance Benefit after retirement Contributions while working
Payment in retirement Determined by employer Depends on Investment returns
Vesting period Usually five years Usually 0-2 years
‘When accrued ‘Greatest wealth accrues at Evenly, throughout career

end of career
Funding Employer Employees; some employer matching
Portability (changing employers)  Difficult to transfer assets Easy to transfer assets
Control of assets Employer manages investments  Employees manage investments;

cholces designated by employer

Investment risk Employer bears investmentrisk  Employees bear investment risk

Administrative costs

Large administrative costs when
‘employee turover Is high

Less costly for firms to administer with
an increasingly mobile workforce





