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PERSONAL FINANCE - FINA200
Fall 2016, Section EC
Case 1 - due Thursday, October 27, 2016 11:59pm
Covering Chapters 1 - 6 (excluding Chapter 4)
___________________________________________________________
[bookmark: _GoBack]Student Name: Student ID: 

PLEASE NOTE
· THIS ASSIGNMENT IS TO BE COMPLETED BY YOU ALONE.
· DO NOT FORGET TO WRITE YOUR NAME AND STUDENT ID ABOVE BEFORE SUBMITTING.
· YOUR SOLUTION MAY BE SUBMITTED IN ENGLISH OR FRENCH.
· ACCEPTABLE SUBMISSION FORMATS INCLUDE WORD or PDF.  EXCEL IS NOT ACCEPTED.
· ALL RESPONSES MUST BE WRITTEN IN THE SPACES PROVIDED; THE SPACES EXPAND IF YOU NEED MORE ROOM FOR YOUR RESPONSE.
· OUTSIDE RESEARCH WILL LIKELY BE REQUIRED; PLEASE QUOTE ALL SOURCES AND DO NOT COPY AND PASTE.
· ALL RESPONSES WITH CALCULATIONS ARE TO TWO DECIMAL POINTS. 

For TA’s only:
	 
	Student mark

	Question 1
	/8

	Question 2
	/6.5

	Question 3
	/10

	Question 4
	/1.5

	Question 5
	/4

	Total
	/30

	

	


Please show all calculations for full marks and cite your outside sources – use templates when provided
(your eConcordia Personal Finance online  textbook does not need to be referenced as a source).
Mini-Case A:
We are now October 2016. This has been a big year for Sam as he turned 19 years old on January 1, 2016 and finished his first year at Concordia in April 2016 (Fall 2015 term and Winter 2016 term), and just moved out of his parent’s home into an apartment that he rents with his buddy, Joe. Sam has been working part-time since he was 17 years old. 

Additional information:
· Sam’s salary in 2014 (age 17) was $5,000
· Sam’s salary in 2015 (age 18) was $6,000
· Sam’s salary in 2016 (age 19) is $10,000

Question 1: (8 marks) 
Sam has questions on his RRSP’s and on RRSP’s in general.  

a) Sam wants to know what the advantages are to making an RRSP contribution; give 2 advantages. 
(2 marks)
According to Investopedia, one advantage of making contributions to an RRSP is that the contributions made are tax-deferred. This means that the profits made on the contributions to this account are only taxable when these are withdrawn from the RRSP. A second benefit of making an RRSP contribution is that you are allowed to withdraw up to $25,000 as a loan for the purchase of your first home under the Home Buyer’s Plan. As a result, Sam has this option available in case he decides, in a nearby future, to get his first own home.

http://www.investopedia.com/university/rrsp/rrsp1.asp

b) Sam wants general information on RRSP’s. (2 marks):
a. What is the RRSP contribution limit for 2016? (.5 mark)
According to Canada Revenue Agency, the RRSP contribution limit for 2016 is $25,370.

http://www.cra-arc.gc.ca/tx/rgstrd/papspapar-fefespfer/lmts-eng.html
b. If you have earned income, at what age can you start to contribute to an RRSP? 
(.5 mark)
According to the site from Desjardins Insurance and the information provided by the Canadian Department of Finance in 2015, the minimum age to contribute to an RRSP in Quebec is 16 and 18 in all the other provinces in Canada.

https://www.desjardinslifeinsurance.com/en/individual-savings/registered-plans/tfsa-vs-rrsp
c. If you have earned income, what is the maximum age you can contribute to an RRSP?
 (1 mark)
According to the site from Desjardins Insurance and the information provided by the Canadian Department of Finance in 2015, the maximum age you can contribute to an RRSP is “no later than the year you turn 71”.

https://www.desjardinslifeinsurance.com/en/individual-savings/registered-plans/tfsa-vs-rrsp


c) When is the contribution deadline for making a 2016 RRSP contribution? (.5 mark)
According to Canada Revenue Agency, the deadline for making a 2016 RRSP contribution for the 2015 tax year is February 29, 2016.

http://www.cra-arc.gc.ca/tx/ndvdls/tpcs/rrsp-reer/dts-eng.html

d) Sam has never made an RRSP contribution before but is looking to contribute the maximum to his RRSP in 2016. He is going to the Bank of Montreal tomorrow where he will open an RRSP account. Sam knows that he could look on his 2015 Notice of Assessment to figure how much he could contribute to his RRSP but prefers that you calculate the maximum amount that he could contribute to his RRSP based on his prior years. Show Sam all of your calculations. (1.5 marks)
RRSP Contribution Limits
2014: $24,930
2015: $24,930
2016: $25,370
Source: Canada Revenue Agency

Sam can either contribute 18% of his income or the stated contribution limits. Since his income for the past years has been below the stated limits, the maximum contribution Sam can make to his RSSP is 18% of his income each year. Therefore, considering Sam is from Quebec, where he can start contributing at the age of 16,:

2014 Salary   +  2015 Salary  +    2016 Salary
(5000 x 0.18) + (6000 x 0.18) + (10000 x 0.18) =
900 + 1080 + 1800
$3,780

Sam can make a maximum contribution of $3,780 to his account.





e) Sam is looking to be strategic in his RRSP planning and has decided to contribute over the maximum RRSP contribution limit by $2,000. (1 marks)
a. Can he do so without incurring a penalty, yes or no?  (.5 mark)
No, if Sam decides to contribute over the maximum contribution limit, then there is a penalty for him. 

b. Explain. (.5 mark)
If Sam contributes more than the $2,000 limit, then he will be charged with a 1% penalty each month where over contribution exists in his account.

https://turbotax.intuit.ca/tax-resources/retirement-taxes/how-to-resolve-rrsp-over-contributions.jsp

f) Just as Sam was going to make his RRSP contribution with his savings, Sam heard about a Tax-Free Savings account TFSA). As he is looking to put a down payment on a new car with these savings in one year, he is wondering if it is best for him to put his money into an RRSP and withdraw it in one year or put the money into a TFSA instead and withdraw that in one year’s time. (1 marks)
a. Explain to Sam what a TFSA is. (.5 mark)
A TFSA account is a Tax Free Savings Account established by the government in 2009 that allows Canadian residents that are 18 years or older to contribute up to $5000 to this account. Any investment gains from the TFSA are tax free even at the moment of their withdrawal. Plus, the contribution limit changes every year, and any unused space can be carried forward.

b. Make your recommendation to Sam on whether he should contribute to his RRSP or TFSA knowing that he is looking to withdraw the money in one year for his car. Explain your reasoning. (.5 mark)
I will recommend Sam to contribute to his TFSA instead of his RRSP, if he is planning to withdraw money in one year for his car. The reasoning behind this recommendation is that first of all, considering his past salaries, the contribution limits for the TFSA are higher than those for the RRSP. Every year Sam can contribute around $5000 to his TFSA, while he can only contribute 18% of his yearly income to the RRSP account, which is less than $5000 (taking into account his salaries for the past years). As a result, if he contributes to his TFSA, he will then have more money to withdraw. Also, it is better to contribute to a TFSA because if money is withdrew from this account, it is non-taxable. On the other hand, any money that is withdrew from an RRSP is basically part of your taxable income at a certain withholding rate, which means that Sam will be losing certain amount of money by paying taxes.

Question 2: (6.5 marks) 

Joe works full-time and has been doing so for the last three years, earning the same yearly salary of $86,000. This year, he is thinking of making an RRSP contribution of $6,000 but would like to understand the tax savings that will occur by doing so. Using Table A at the end of the Case, calculate the taxes payable under the two scenarios: Scenario 1 with no RRSP contribution and Scenario 2 whereby Joe makes a $6,000 RRSP contribution. Use the following template for your response.   (4.5 marks)
	Tax rates and tax brackets
	Scenario 1:  taxable income of $86,000
 (no RRSP):

	Scenario 2: taxable income of $80,000 (RRSP contribution made):


	first $41,935 
	(41,935 x 0.2853) = $11,964.06
	(41,935 x 0.2853) = $11,964.06

	over $41,935 up to $44,701
	(44,701 - 41,935) = 2766
(2,766 x 0.3253) = $899.78
	(44,701 - 41,935) = 2766
(2,766 x 0.3253) = $899.78

	over $44,701 up to $83,865
	(83,865 – 44,701) = 39,164
(39,164 x 0.3837) = $14,643.53
	(80,000 - 44,701) = 35,299
(35,299 x 0.3837) = $13,544.23

	over $83,865 up to $89,401
	(86,000 – 83,865) = 2,135
(2,135 x 0.4237) = $904.60
	N/A

	over $89,401 up to $102,040
	N/A
	N/A

	over $102,040 up to $138,586
	N/A
	N/A

	Total taxes payable
	(A) $28,411.97
	(B)$26,408.07



a) What is Joe’s benefit (tax savings) if he made a $6,000 RRSP contribution? 
Hint: Difference between (A) and (B) in the taxes calculated above. (.5 mark)
(28,411.97 – 26,408.07) = $2,003.90

b) For this $6,000 RRSP contribution, Joe is considering two options (1.5 marks):
a. Option 1: Joe is thinking of making a lump sum $6,000 annual contribution on each December 31st for the next 50 years, making an annualize return of 4%, how much would he have accumulated for his retirement? (.5 mark)
N: 50
I/Y: 4%
PV: 0
PMT: 6,000
CPT FV: $916,002.50

b. Option 2: Joe is considering making a monthly RRSP contribution of $500 at the end of each month in his RRSP, for 50 years, making an annualized return of 4%, how much would he have accumulated for his retirement? (Hint: TMV variables must be monthly) (.5 mark)
N: 50 X 12 = 600 MONTHS
I/Y: 4/12 = 0.33%
PV: 0
PMT: $500
CPT FV: $954,678.20

c. Which option do you suggest that Joe make and why? (.5 mark)
I will suggest Joe to choose option 2 due to the fact that his contributions will have a greater future value after 50 years.

Mini-Case B:
Laura is a resident of Quebec. She works full-time and is a part-student at Concordia. Laura filed her 2015 personal income tax return for the first time and just received her Federal Notice of Assessment from the Canada Revenue Agency (CRA). The Notice states that she did not file her personal tax returns correctly with regards to the non-refundable tax credits claimed. 

Laura’s information for 2015:
· Annual Gross Salary $65,000
· Annual Deductions at Source (withholdings made by Laura’s employer)
· Federal withholding taxes $10,000
· Annual Maximum Quebec Pension Plan (QPP) contribution
· Annual Maximum Quebec Parental Insurance Plan (QPIP)
· Annual Maximum Employment Insurance (EI) premium 
· Medical Expenses of $5,000 for her medication
· Charitable donations: $200 Terry Fox Foundation and $250 for Starlight Children’s Foundation
· Bus pass for 12 months at a cost of $100/month
· Tuition: $1,500 part-time for 4 months (Fall 2015 term)
· Purchased her first home for $150,000 
· Interest paid on a student loan for when she was a full-time student $100
Question 3: (10 marks) 
Laura knows how important Federal Non-Refundable Tax Credits are and that most taxpayers miss out on these important tax credits that reduce your taxable income. Use the following template to determine how you would have filed Laura’s Federal Non-Refundable Tax Credits and what she would have been entitled to for 2015 (i.e. line 350 of Schedule 1 in the T1 General Income Tax Return (Federal)).  Visit the CRA website for further information (also refer to Exhibit 3-6b in your online textbook but be careful, the rates have changed from 2013 to 2015). Use the following template for your response.  

	Line on tax return
	2015 
Laura’s Schedule 1
Federal Non-Refundable Tax Credit
	Comments 
(where applicable, show your calculations)
	$ Amount

	300 
	Basic personal amount
	Standard
	$11,327 (.5 mark)

	303 
	Amount for an Eligible Dependent
	n/a
	n/a

	367 
	Amount for Children
	n/a
	n/a

	308 
	QPP contributions
	Maximum 2,479.95 if resided outside Quebec on Dec. 31, 2015
2,630.25 if you were a resident of Quebec on Dec. 31, 2015

	$2,630.25 (.5 mark) 

	312 
	Employment Insurance premiums
	Maximum Resident of Quebec: $762.30
	$762.30 (.5 mark) 

	375 
	QPIP
	Maximum Resident of Quebec: $391.30

	$391.30 (.5 mark)

	363 
	Canada Employment Amount
	Maximum $1,146
	$1,146 (.5 mark)

	364 
	Public Transit Amount
	Calculation: You can claim the cost of monthly passes or passes of longer duration.
(100 x 12) = $1,200
	$1,200 (.5 mark) 

	369 
	Home Buyers’ Amount
	Maximum $5,000
	$5,000 (.5 mark)

	319 
	Interest Paid on Student Loans
	Maximum 
Considering the loan was granted under one of the following:
· The Act respecting financial assistance for educational expenses.
· The Canada Student Loans Act
· The Canada Student Financial Assistance Act
· The Apprentice Loans Act

	$100 (.5 mark)

	323
	Tuition, Education and Textbook 
	(2 marks)
Calculation: (1 mark)
Education ($120 x 4 months) = $480
Textbook ($20 x 4 months) = 80
Tuition: $1,500
Total Sum: $2,060


	$2,060 (.5 mark) 


	332 
	Medical Expenses
	Hint: Expenses in excess of the lesser of $2,208 for 2015 or 3% of net income
(1.5 marks)
Calculation: (1 mark)
$5,000 less the lesser of: $2,208
(5,000 – 2,208) = $2,792




	$2,792 (.5 mark) 


	335 
	Sub-total of Amounts
	
	$27,408.85

	
	Federal Non-refundable Tax Credit Rate
	38.37% under tax break [44,701 – 83,865)

(27,408.85 x 0.3837) = $10,516.78
	$10,516.78 (.5 marks) 

	338
	Total
	(27,408.85 – 10,516.78) = $16,892.07
	$16,892.07

	349 
	Donations and Gifts
	Hint: Under $200 the rate is 15% 
+ Over $250 the rate is 29%
(1.5 marks)
Calculation: (1 mark)
Total Donations: 200 + 250 = 450
200 x 0.15 = $30
250 x 0.29 = $72.50
Total: $102.50



	$102.50 (.5 mark)

	350 
	Total Federal Non-Refundable Tax Credits (Schedule 1)
	(16,892.07 – 102.50) = $17,590.15
	$16,789.57 (.5 mark)


SOURCE: CANADA REVENUE AGENCY


Question 4: (1.5 marks) 
Laura loves her iPhone and decided to purchase shares in Apple. In September 2014 she bought $2,000 of Apple shares, just at the launch of the iPhone 6. A year later in September 2015, Laura decided to sell all her Apple shares when the shares were valued at $3,000. Laura had heard that capital gains are taxed at 50% but is not sure if she reported the correct amount on her 2015 personal income tax return. All amounts are in Canadian dollars.  

a) Calculate Laura’s capital gain: (.5 mark) 
(3,000 – 2,000) = $1,000
Her capital gain is $1,000.

b) Calculate Laura’s taxable capital gain: (.5 mark) 
(1,000 X 0.50) = $500
Her taxable capital gain is $500.

c) Which amount should Laura enter on her 2015 personal income tax return (line 127)? (.5 mark) 
Laura should enter $500.

Mini-Case C:
Question 5: (4 marks) 
Linda knows that goal setting is central to financial decision-making and that it is the basis for planning, implementing and measuring progress. In order for her goals to have meaning, the goals should be SMART. Determine below which goals are SMART. Use the following template for your response.  

	
	SMART goal or not applicable (n/a)

	Saving $5,000 per year for my daughter’s entry into Concordia University in 15 years.
	SMART 
(1 mark) 

	Apply today for a credit card with a $1,000 limit to establish a good credit rating. Pay any balances due in full within the due date.
	SMART 
(1 mark) 

	Pay off my student loan by paying off $50 every pay cheque.
	SMART 
(1 mark) 

	Schedule a meeting with a financial planner to prepare a financial plan.
	NOT APPLICABLE
(1 mark) 




TABLE A
	Combined Federal and Quebec Personal Income 
Tax Brackets and Tax Rates

	2016 Taxable Income
	2016 Tax Rates
	2016 Taxable Income
	2016 Tax Rates

	first $41,935
	28.53%
	over $89,401 up to $102,040
	45.71%

	over $41,935 up to $44,701
	32.53%
	over $102,040 up to $138,586
	47.46%

	over $44,701 up to $83,865
	38.37%
	over $138,586
	49.97%

	over $83,865 up to $89,401
	42.37%
	
	



TABLE B
	 

	Time Value of Money Formulas


	Simple Interest
	I = P x R x T

	[bookmark: SimpleInterest][bookmark: FutureValue]Future (FV) of a single sum
	[image: FV1]

	[bookmark: FVAnnuity]Future Value of an Annuity or series of payments
	


	[bookmark: PresentValue]Present Value (PV) of a single sum
	[image: PV1]

	[bookmark: PVAnnuity]Present Value of an Annuity or series of payments
	

   or 


Time Value:
FV = Future value
PV = Present value
PMT = PMT or regular annuity
i = Annual interest rate
n = Number of time periods

When compounding is more than once a year,
FV = PV (1 + i/m)nm 
m = Number of compounding periods per year

THE END
Good luck!
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