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Personal Finance - FINA200
Winter 2017 – Section EC
SOLUTION: Case 1 - due Thursday, March 9, 2017 11:59PM
Covering Chapters 1 - 6 (excluding Chapter 4)

Instructor:  Professor Parla

Student Name:


Student ID:


PLEASE READ THESE INSTRUCTIONS CAREFULLY

· 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 MUST BE TO TWO DECIMAL PLACES. 
Save your work and submit/upload the Case as: Last name First name Student ID Case 1 (example: MillerJane12345678Case1)

	
	


For Teaching Assistant’s only (marking key)
	Question 1
	Question 2
	Question 3
	Question 4
	Question 5
	Question 6
	Question 7
	Total

	/5.5
	/.5
	/.5
	/.5
	/1
	/.5
	/1.5
	/10


Please show all calculations for full marks and cite your outside sources – use templates where provided

(your eConcordia Personal Finance online  textbook does not need to be referenced as a source).

Five Mini-Case Studies (10 marks)

                     Please write your response in the template or space provided.

Mini-Case A: Mark
Question 1: (5.5 marks)

Use the following template to determine Mark’s Federal refund or balance owing for 2016.  Visit the Canada Revenue Agency (CRA) website for further information (or other sources). 
Make sure that you use the tax information/rates for 2016.
Mark’s facts for 2016:

Mark is a fulltime student at Concordia and is a resident of Quebec.
Salary $30,000 (Mark’s salary is high for a part-time employment but he works as much overtime as he can to pay for his tuition)
Registered Retirement Savings Plan (RRSP) contribution made in December 2016 for $1,000 to his RRSP account at the Bank of Montreal 
Federal – Total income tax deducted: $1,100

Quebec Pension Plan (QPP) contributions through employment: $1,230
Provincial Parental Insurance Plan (PPIP) premiums: $50
Employment Insurance (EI) premiums: $450
Tuition: $8,000 (8 months full-time at Concordia)

Bus/metro pass: $75/month (12 months)
Mark has filed his Federal and Quebec tax returns in the past and has no carry-forward amounts with the exception of his RRSP deduction limit for 2016 which allows him to make an RRSP contribution up to $2,000 (RRSP deduction limit is also called “contribution room”, “contribution limit” or “deduction room”).
Step 1: Non-refundable tax credits (Schedule 1 for tax year: 2016) – careful if you refer to the online textbook, page 89 as the rates are for the tax year 2013, they do not reflect the current rates for 2016. (2.5 marks)
	Line 
	Name
	Calculation
	$ Amount

	300 
	Basic personal amount
	Hint: flat amount for everyone (.25 mark)


	$11,474

	303 
	Amount for an Eligible Dependent
	
	

	367 
	Amount for Children
	
	

	308 
	CPP or QPP contributions
	Given (.25 mark)
	$1230

	312 
	Employment Insurance premiums
	Given (.25 mark)


	$450

	375 
	Provincial parental insurance plan (PPIP)
	Given (.25 mark)
	$50

	363 
	Canada employment amount
	Hint: Maximum limit (.25 mark)
	$1161

	364 
	Public transit amount
	Calculate  $75 x 12 (.25 mark)


	$900

	369 
	Home Buyers’ Amount
	
	

	319 
	Interest on student loans
	
	

	323
	Tuition, Education and Textbook
	Calculate (hint 3 part-formula) (.75 mark)

Tuition:     $8,000

Education: $400 x 8 = $3,200

Textbook: $65 x 8 = $520
	$11,720

	332 
	Medical Expenses
	
	

	335 
	Sub-total of Amounts
	Calculate total 
	$26,985

	338
	Non-Refundable Credits (excl. Donations and Dividend Tax Credit)
	
	

	349 
	Donations and Gifts
	
	

	
	Federal Non-Refundable tax credit rate
	Flat percentage rate (.25 mark)


	X 15%

	350 
	Total federal non-refundable tax credits (Schedule 1)
	Calculate (hint multiply by rate above) $26,985 x 15%
	$4,047.75


Step 2: Calculate Mark’s 2016 Federal Taxable Income
Using this template, calculate Mark’s 2016 Federal Taxable Income. (.75 marks)
	150
	Total Income
	Given – Salary (.25 mark)
	$30,000

	208
	Less: Deductions
	Given – RRSP contribution (.25 mark)
	($1,000)

	260
	Taxable Income
	Calculate (.25 mark)
	$29,000


Step 3: Federal Tax on Taxable Income for 2016 See Table A to help guide you (.5 mark)
	Federal Tax Rates 
and Tax Brackets on Taxable Income: 2016
	Calculate Federal Taxes Payable on Taxable Income


	first $45,282 on taxable income 
	(Hint taxable income calculated in Step 2) $29,000 x 15% = $4,350

	over $45,282 up to $90,563
	

	over $90,563 up to $140,388
	

	over $140,388 up to $200,000
	

	over $200,000
	

	Total Federal Taxes 
	$4,350


Step 4: Calculate Mark’s 2016 Federal tax position (refund or balance owing)

Using this template, calculate Mark’s 2016 Federal tax position: whether he is entitled to a refund or owes an amount to Canada Revenue Agency (CRA): (1.75 marks)
	404
	Total Federal Taxes 
	Calculated in Step 3 (.25 mark)
	$4,350

	350
	Less: Federal Non-Refundable Tax Credits (Schedule 1)
	Calculated in Step 1 (.25 mark)


	$4,047.75

	420
	Net Federal Tax 
	Calculate (.25 mark)
	$302.25

	437
	Less: Total income tax deducted 
	Given (.25 mark)


	($1,100)

	440
	Less: Refundable Quebec Abatement
	Calculate
(hint formula: Net Federal Tax multiplied by flat percentage rate)

 $302.25 x 16.5% 

(.25 mark)
	($49.87)

	484
or

486
	Refund      
or

Balance Owing       
	Calculate (negative is a refund  ()
or (.5 mark)
Calculate (positive is a balance owing)
	($847.62)


Mini-Case B: Mary
Question 2: (.5 mark)

Your friend Mary says that she does not have time to file her 2016 personal income tax return. She also admits that the real reason is that she does not have the money as she estimates owing about $2,000. She prefers to wait until this summer when she gets her company bonus to “catch up” and file her 2016 personal income tax return and pay the amount owing then. You explain to Mary that there is a penalty for not filing the tax return by the due date and in addition, there is an interest penalty for each month that she is late in filing.
a) Calculate Mary’s penalty with the Canada Revenue Agency (CRA) for not filing by the due date. 

Calculation of Mary’s penalty with the Canada Revenue Agency (CRA) for not filing by the due date::

(.25 mark)
$2,000 x 5% = $100 

The tax penalty for not filing a personal tax return on time is 5% of the balance owing so Mary should file her return on time even if she is unable to pay the balance owing as she will at least save $100 (i.e. 5% of the balance owing).
b) What is the interest penalty for each month that Mary’s income tax return is late? (.25 mark)
1% of your balance owing for each full month that your income tax return is late. (.25 mark)
(Little side note - The tax penalties are 5% of your balance owing, plus 1% of your balance owing for each full month that your income tax return is late, to a maximum of 12 months or the total of 17% in tax penalties. Also note that if CRA has previously charged Mary with a late-filing tax penalty for any of the three preceding years, that her current late-filing penalties will be 10% of the current year balance owing, plus 2% of the current year balance owing for each full month the return is late, to a maximum of 20 months or the total of 50% in tax penalties!)
Question 3: (.5 mark)
a) By what date must Mary file her 2016 personal income tax return by? (Hint: there is an exception this year). (.25 mark)
Mary’s Federal personal income tax return for 2016 is due on April 30, 2017, but since this date falls on Sunday this year, the CRA will consider her return filed on time and her payment made on time if CRA receives it by midnight on Monday, May 1, 2017, or if it is postmarked May 1, 2017. (.25 mark)
b) Do you recommend that Mary still file her tax return even if she is not able to pay the taxes owing by the due date? (.25 mark)
Yes, Mary should file by the due date as Mary believes she will have a balance owing. Filing her personal tax return on time will avoid the late filing penalty of 5% of the balance owing. (.25 mark)
Question 4: (.5 mark)

Mary knows that her 2016 personal income tax return will result in a large amount owing to CRA as she sold some shares and made a large gain. She purchased Apple shares for $3,000 in 2014 and sold them in 2016 for $8,000! What is her capital gain? What is the taxable capital gain that she must report? 
(All amounts are in Canadian dollars). 
Calculation of Mary’s capital gain (.25 mark):

$8,000 - $3,000 = $5,000 capital gain
Calculation of Mary’s taxable capital gain that she must report on line 127 of her tax return (.25 mark):

$8,000 - $3,000 = $5,000 capital gain x 50% = $2,500 taxable capital gain
Mini-Case C: Sam
Question 5: (1 mark)

Sam is looking to invest $10,000. He is looking at different alternatives and would like to know what the future value would be after 5 years under 10% annual compounding? Semi-annual compounding? Quarterly compounding? Monthly compounding? (Remember to keep interest to decimal places)
Time value of money calculation under annual compounding (.25 mark):

PV = $10,000+/-
n = 5

i = 10

PMT = 0

FV = $16,105.10 

Time value of money calculation under semi-annual compounding (.25 mark):

PV = $10,000+/-
n = 10 (5 x 2)
i = 5 (10/2)
PMT = 0

FV = $16,288.95 

Time value of money calculation under quarterly compounding (.25 mark):

PV = $10,000+/-
n = 20 (5 x 4)
i = 2.50 (10/4)
PMT = 0

FV = $16,386.16 

Time value of money calculation under monthly compounding (.25 mark):

PV = $10,000+/-



n = 60 (5 x 12)
i = .83 (10/12)
PMT = 0

FV = $16,420.49 (correct response based on 2 decimal places for interest)
or

PV = $10,000+/-
n = 60 (5 x 12)
i = .83333 (10/12)
PMT = 0

FV = $16,453.06 (give mark but student should be aware to ONLY use 2 decimal places for final exam) 

Mini-Case D: Chris
Question 6: (.5 mark)

Chris is 30 years old and just opened a Tax Free Savings Account (TFSA) with his bank and just contributed $1,000 on March 1, 2017. Before this, he never contributed to his TFSA but wanted to know how much in total that he could contribute (in case he ever came into some money or secured a better paying job). See Table B to help guide you.
TFSA calculation for Chris (.5 mark):

2009 – 2012 = $5,000 x 4 = 
$20,000
2013 – 2014 = $5,500 x 2 = 
$11,000

2015



$10,000

2016 – 2017 = $5,500 x 2 =
$11,000
Total



$52,000 

Less: contribution made 
($1,000)
TFSA amount remaining
$51,000 


Mini-Case E: Joelle
Question 7: (1.5 mark)

Joelle wants to know where she can find her Registered Retirement Savings Plan (RRSP) deduction limit, often called “contribution room”. 

a) Advise Joelle of 3 places where she can get this information (.5 mark):

· Form T1028, Your RRSP/PRPP Information for 2016
· My Account
· MyCRA mobile app
· Tax information Phone Service (TIPS) phone service  1-800-267-6999
· the "Available contribution room for 2017" amount found on the RRSP Deduction Limit Statement is on Joelle’s latest Notice of Assessment or Notice of Reassessment 
b) Besides looking at the places that you have advised in 7a), you let Joelle know that you can calculate her 2017 RRSP deduction limit for her as you know that her salary for the previous year (i.e. 2016) was $60,000, while this year in 2017 it is $65,000. You also know that the maximum contribution limit for 2017 is $26,010. Calculate Joelle’s deduction limit for 2017 (knowing that Joelle has never contributed to her RRSP in the past as Joelle only joined the workforce in 2016 and has never been part of a company pension plan). 
(1 mark)
RRSP calculation (1 mark):

Lower of:

a) $60,000 x 18% = $10,800
or
b) $26,010
Joelle’s maximum RRSP contribution is $10,800 in 2017
Good luck!
THE END

TABLE A

	Federal Personal Income: Tax Brackets and Tax Rates

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

	first $45,282
	15.00%
	over $140,388 up to $200,000
	29.00%

	over $45,282 up to $90,563
	20.50%
	over $200,000
	33.00%

	over $90,563 up to $140,388
	26.00%
	
	


TABLE B
	Tax-Free Savings Account (TFSA): Annual Limits 

	Years
	Annual Limit
	Years
	Annual Limit

	Year started 2009
	$5,000
	2014
	$5,500

	2010
	$5,000
	2015
	$10,000

	2011
	$5,000
	2016
	$5,500

	2012
	$5,000
	2017
	$5,500

	2013
	$5,500
	
	


TABLE C
	Time Value of Money Formulas 

	Simple Interest
	I = P x R x T

	Future (FV) of a single sum
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	Future Value of an Annuity or series of payments
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	Present Value (PV) of a single sum
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	Present Value of an Annuity or series of payments
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	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
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