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[bookmark: _Hlk536340292]	        CASE 1 SOLUTION (9 pages)
PERSONAL FINANCE - FINA200
Winter 2019, Section EC
Case 1: February 14, 2019 (due February 21, 2019 prior to 11:59pm) 
Covering Chapters 1 - 7 
_______________________________________________________________________
Student Name:				Student ID: _______________________________________________________________________
PLEASE NOTE INSTRUCTIONS BELOW
-Write your name and student ID above.
-Save the file to upload as: last name plus student number (example: Parla855555) – note: the file name will automatically change to a numbered file once uploaded, this is normal.
-This is an individual assignment, to be completed by you alone.
-There are 10 pages to this case including the cover page – please ensure that you have all 10 pages.
-Case 1 consists of two sections.  Answer:
Section I: respond directly on the Case and highlight your response to the multiple-choice questions.
Section II: respond directly on the Case in the space provided for each Mini-Case question.

-You may submit your solution in English or French; acceptable submission formats include Word (.docx or.doc) or PDF. EXCEL is NOT accepted. 
-All responses with calculations are to two decimal places.
-Tables can be found at the end of the Case to help respond to tax and Time Value of Money (TVM) questions. Outside research/sources will be required. 
This Case is on 20 marks; it is worth 10% of your grade.
For marking purposes only:
	Multiple Choice
	Mini-Case A
	Mini-Case B
	Mini-Case C
	Mini-Case D
	Mini-Case E
	Mini-Case F
	Total

	/6
	/2
	/1
	/4
	/1
	/3
	/3
	/20



Section I:   Six (6) Multiple-Choice Questions (6 marks - 1 mark each)	
                    Highlight your response.
                   
	 
[bookmark: _Hlk495322209]
1) The Bank of Montreal’s credit card is advertised at 28% interest compounded daily. What is the effective interest rate? (rounded to two decimal places using 365 days per year) 
a) 32.30%
b) 28.77%
c) 31.52%
d) 33.11%
e) 29.72%

2) [bookmark: _Hlk535743575]Joe’s gross salary is $4,000 per month. His employer has withheld income taxes and other payroll deductions of $1,500. Joe has monthly fixed expenses of $1,750, variable expenses of $250 and savings of $500. His monthly disposable income is:
a) $1,500
b) $3,000
c) $2,500
d) $500
e) $2,250

3) Adam and Rudy are graduating from Concordia in four years and are looking to travel around Europe. In the meantime, both are looking to save money from their part-time jobs. Adam has put a budget together and is looking to save $100 at the beginning of each month for the next 4 years. Rudy will be putting $50 aside at the end of each month for the same time period. Both will receive 3% interest, compounded monthly. How much more will Adam have saved over Rudy’s savings at the time of their departure in 4 years?
a) $2,239.15
b) $2,141.61
c) $2,559.29
d) $1,916.41
e) $2,334.54
[bookmark: _Hlk525403509]
4) Marc is 24 years old and has always had a poor credit score as he regularly misses payments and carries a heavy debt load. After having taken a financial planning course, he is looking to turn things around, but is wondering how long a poor credit history would appear on his credit report?
a) [bookmark: _Hlk525454301]5 years
b) 6 years
c) 3 to 7 years
d) 3 to 10 years
e) 6 to 7 years 



5) Udo and Angelique are signing the real estate papers tomorrow on the purchase of their first home. They both have Registered Retirement Savings (RRSP’s) and are looking to use the Home Buyer’s Plan (HBP) to make their down payment. If today’s market value of Udo’s RRSP is at $102,345 and Angelique’s is $23,679, what amount can they currently withdraw from their respective RRSP’ through the HBP for the total down payment on their house that is closing tomorrow?
a) $23,679
b) $50,000
c) $25,000
d) $102,345
e) $48,679

6) Opportunity cost represents:
a) Type of credit used.
b) Short versus long-term financial decisions.
c) What you give up as a result of making a decision.
d) The financial cost of any opportunity.
e) Evaluating different alternatives for financial decisions.


Section I completed, continue to Section II.




Section II:   Six (6) Mini-Cases (14 marks)		
Please write (or highlight, where required) your response in the template or space provided. 

[bookmark: _Hlk525457405]Mini-Case A: (2 marks-.5 marks each) 
Len and Kirsten have decided to take control of their finances. As they know that you are taking a Personal Finance course, they have turned to you for guidance. Their monthly living expenses are $1,900.  

	Description
	Fair Market Value

	Condo
	$104,000

	Furniture
	$14,000

	Car
	$22,000

	Stocks
	$10,000

	Savings Account
	$5,000

	Cash
	$50

	Mutual Funds (stocks and bonds)
	$7,000

	Mortgage (10 years remaining)
	$81,000

	Car loan (3 years remaining)
	$12,750

	Furniture loan (6 months remaining)
	$1,200



a) What is the value of their Liquid Assets? (.5 mark)
Calculation: (.5 mark)
$5,000+50=$5,050

b) What are their Current Liabilities? (.5 mark)
Calculation: (.5 mark)
$1,200

c) What is their Net Worth? (.5 mark)
Calculation: (.5 mark)
Assets–Liabilities=$50+$5,000+7,000+22,000+10,000+$14,000+$104,000-$1,200-$12,750-$81,000=$67,100

d) What is their Liquidity Ratio? (.5 mark)
Calculation: (.5 mark)
Liquid Assets/Monthly Living Expenses = $5,050/$1,900=2.66



Mini-Case B: (1 mark) 
Justin won the lottery and was given a choice as to how to receive the funds. He has come to you for advice as he does not know how to compare the two scenarios. Comparing the two today (PV), which scenario would result in the larger payout?

Scenario 1: Justin could receive a lump sum of $500,000 today.
Or
Scenario 2: Justin could receive $70,000 today plus $5,500 paid at the end of each month for the next 8 years, with an interest rate of 4.5% compounded semi-annually. 

a) Which scenario should Justin select based solely on the highest payout?
[bookmark: _Hlk525387239]Justin’s calculation: (1 mark)
Scenario 1 : $500,000
Scenario 2 : P/Y=12; C/Y=2; PMT=$5,500; i=4.5%; n=96(12x8); FV=0; Answer PV=$443,417.61+$70,000=$513,417.61
Difference: $13,417.61 under Scenario 2. Therefore Justin should pick Scenario 2.

[bookmark: _Hlk492720565]Mini-Case C: (4 marks – 1 mark each) 
Alley entered into the work force in 2017. Alley turned 19 on December 10, 2018 and with the money that she received from her grandparents, she maximized her first Registered Retirement Savings Plan (RRSP) contribution the day after her birthday. Her RRSP contribution will result in a tax saving of $1,200 when she files her 2018 personal income tax return. 

a) Alley is in the lowest combined marginal tax bracket (See Table A). What was the amount of Alley’s RRSP contribution in 2018? 
Hint: the RRSP formula is based on her 2017 earned income.
Alley’s calculation: (1 mark)
$1,200/27.53% = $4,358.88 RRSP contribution

b) What was Alley’s salary in 2017? 
Alley’s calculation: (1 mark)
$4,358.88/18% = $24,216.01 salary earned in 2017

c) [bookmark: _Hlk535753218]Alley is looking to make her first Tax-Free Savings Account (TFSA) contribution. We are February 14, 2019, what is the maximum contribution (including carry forward amounts) that she can make? (see Table C)
Alley’s calculation: (1 mark)
2017 $5,500
2018 $5,500
2019 $6,000
Total $17,000



d) Alley’s mom is also looking to make her first TFSA contribution. As of February 14, 2019, what is the maximum contribution (including carry forward amounts) that she can make? (see Table C)
Mom’s calculation: (1 mark)
2009-2012 $5,000
2013-2014 $5,500
2015 $10,000
2016-2018 $5,500 
2019 $6,000
Total $63,500

[bookmark: _Hlk535766198]Mini-Case D: (1 mark) 
Sam is interested in buying a used car that costs $6,000. The used car salesman told Sam that he needed a certified cheque for the full payment. Sam has never heard of a certified cheque. Explain to Sam why the used car dealership would want a certified cheque over a regular cheque. (1 mark)
__________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
[bookmark: _Hlk535740002]
The used car dealership wants to secure the payment. A certified cheque can be cashed immediately by the dealership without having to wait for the bank to process and clear the funds. When a cheque is certified, it means that the Sam’s bank has already withdrawn the money from his account when the bank “certified” the cheque (i.e. the bank guarantees that the money is available to the payee (i.e. dealership).

Mini-Case E (3 marks) 
Nicole is ready to purchase her first home. The bank has advised her that they need to work on some ratios before letting her know if the mortgage is approved. Calculate Nicole’s Gross Debt Service (GDS) and Total Debt Service (TDS) ratio based on the information she has provided. Advise Nicole if she is within the financial institution’s guidelines for obtaining a mortgage. 

	Annual gross salary: $85,000
	Monthly student loan $70

	Estimated monthly mortgage payment: $1,650
	Transportation (monthly metro pass) $51

	Estimated annual property taxes: $1,500
	Weekly food $130

	Estimated monthly heating: $150
	Monthly home renovation loan payments $200

	Estimated annual condo fees $500
	Weekly entertainment expenses $60




Calculate the GDS ratio: (1 mark)
GDS: ($1,650+($1,500/12)+$150+(50% x($500/12)))/$7,083.33 = 27.47%  
[bookmark: _Hlk526961878]
Highlight your response if the GDS ratio calculated is within guideline: (.5 mark)
Yes or No
Calculate the TDS ratio: (1 mark)
TDS: ($1,650+$125+$150+$20.83+$70+$200)/$7,083.33 = 31.28% 
Highlight your response if the TDS ratio calculated is within guideline: (.5 mark)
Yes or No

Mini-Case F (3 marks) 
[bookmark: _Hlk527028444]In 2018, Ron was 25 years old and landed his first full-time job after graduation working for one of the top banks after completing his MBA. He is gathering his tax slips and other tax info to attempt at preparing his 2018 personal income tax return. His T4 slip that he received from his employer states that he received a gross salary of $90,000. He also made Registered Retirement Savings Plan (RRSP) contributions of $6,000 and Tax-Free Savings Account (TFSA) contributions of $4,000, both contributions were made in 2018. In 2018, he also sold 500 shares in Bombardier for $6,000 (he had purchased 1,000 Bombardier shares for $8,000 back in 2016). 
[bookmark: _Hlk494619098]
a) [bookmark: _Hlk494619080]Calculate Ron’s Federal Total Income. (1 mark)
Ron’s calculation: (1 mark)
$90,000 + $1,000* = $91,000 Total Income.

*Capital gain: $6,000 – ($8,000 x 50%) = $2,000 
Taxable capital gain: $2,000 x 50% = $1,000

b) Calculate Ron’s Federal Taxable Income. (1 mark)
Ron’s calculation: (1 mark)
$91,000 - $6,000 = $85,000 Taxable Income

c) [bookmark: _GoBack]What is Ron’s combined Federal and Quebec Marginal Tax rate? (1 mark)
Ron’s marginal tax rate: (1 mark)
37.12%



The End

TABLE A
	2018 Combined Federal and Quebec Personal Income 
Tax Brackets and Tax Rates

	2018 Taxable Income
	2018 Tax Rates
	2018 Taxable Income
	2018 Tax Rates

	first $43,055
	27.53%
	over $93,208 up to $104,765
	45.71%

	over $43,055 up to $46,605
	32.53%
	over $104,765 up to $144,489
	47.46%

	over $46,605 up to $86,105
	37.12%
	over $144,489 up to $205,842
	49.97%

	over $86,105 up to $93,208
	41.12%
	over $205,842
	53.31%


                                                                         
TABLE B
	2018 Federal Basic Personal Amount and Quebec Basic Personal Amount 

	2018 Federal Basic Personal Amount
	2018 Quebec Basic Personal Amount

	$11,809 
	$15,012 

	Tax rate 15%
	Tax rate 15%



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

	Years
	Annual Limit
	Years
	Annual Limit

	Year started 2009 - 2012
	$5,000/year
	2016 - 2018
	$5,500/year

	2013 - 2014
	$5,500/year
	2019
	$6,000/year

	2015
	$10,000/year
	
	


 
TABLE D
	Registered Retirement Savings Plan (RRSP): Annual Limits 

	Year
	Contribution limit

	2014
	$24,270

	2015
	$24,930

	2016
	$25,370

	2017
	$26,010

	2018
	$26,230

	2019
	$26,500



                                                                           


TABLE E
	Time Value of Money Formulas 

	Simple Interest
	   [image: ]

	Future (FV) of a single dollar amount
	[image: ]

	Present Value of a single dollar amount 
	[image: ]

	Future Value of an annuity 
	   [image: ]

	Present Value of an annuity
	[image: ]

	Interest Rate Conversion
	[image: ]

	Time Value:
FV = Maturity value or Future value             
PV = Principal or Present value         
PMT = Periodic annuity payments
n = Number of compounding periods per year
i = Annual interest rate
t = Time (in years)
EY = Effective yield
	Simple interest:
I = Interest earned
P = Principal or Present Value
r = annual interest rate
t = time (in years)
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