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%| &l Payroll Fundamentals PF1 FEMZEXl (Q10-Q15):

AE#10
Dollar amounts that are paid to an employee to cover expenses that they incurred while performing their job, but are not considered
in the calculation of an employee's earmings are:

A. Allowances
B. Expense reimbursements
C. Benefits

D. Earnings
HeE: B

MY

An expense reimbursement is a repayment to an employee for business costs they already paid personally (for example, meals,
mileage, supplies), typically supported by receipts or an expense report. CRA's guidance explains that a reimbursement is a payment
made to repay amounts the employee spent while conducting the employer's business, and that a reasonable reimbursement is
generally not included in the employee's incorme.

That's why reimbursements are generally not part of "earnings" for payroll calculations-they are not compensation for work
performed; they are repayment of a business expense. This differs from an allowance, which is usually a fixed amount paid without
requiring receipts; allowances are offen taxable unless a specific CRA exception applies.

So the correct term for "dollar amounts paid to cover job expenses incurred, but not considered earnings” is expense
reimbursements (option D). Payroll best practice is to ensure reimbursements are properly documented and reasonable to support
non-taxable treatiment.

AE#11
Charlene receives $50.00 each pay for her meals. This is an example of:

A. A reimbursement
B. A benefit

C. None of the above
D. An allowance

He. D

HE:

A fixed amount paid to an employee for meals each pay period is typically a meal allowance. CRA guidance distinguishes an
allowance from a reimbursement: an allowance is usually a set amount paid without the employee having to submit receipts for actual
costs, while a reimbursement repays specific expenses and is generally supported by receipts or an expense claim

Because Charlene "receives $50.00 each pay for her meals," it is a flat amount, which aligns with an allowance rather than a
reimbursement. Whether the allowance is taxable or non-taxable depends on the facts (for example, whether 1t is reasonable and
paid under conditions CRA recognizes as non-taxable for certain travel situations). Ifit's not a reasonable travel allowance under
CRA's exceptions, it is generally a taxable allowance and must be included in income with appropriate deductions.

So the correct classification is A (an allowance).

AEE#12

PF1 Exam- Net Pay Calculation (Template Worksheet)

Scenario

Diane Lemay works for Monarch Construction in Alberta and earns an annual salary of $49,500.00, paid on a semi-monthly basis.
The company provides its enployees with group term life insurance coverage of two times annual salary and pays a monthly
premium of $0.62 per $1,000.00 of coverage.

Diane uses her car to meet with clients on company business and receives a taxable car allowance of $50.00 per pay.

The company has a defined contribution pension plan to which Diane contributes 5% of her salary each pay.

Diane also contributes $20.00 to United Way and has $5.00 deducted for her social club membership each pay. She belongs to a
union and pays 2% of her salary in union dues per pay period.

Diane's federal and provincial TD1 claim codes are 1. She will not reach the first Canada Pension Plan or Employment Insurance
annual maximuns this pay period.

Required: Calculate the employee's net pay, following the order of the steps in the net pay template.



EXHIBIT A - Net Pay Template (Fill in all blanks)
STATUTORY DEDUCTIONS
OTHER DEDUCTIONS

Given Data (Reference)

Step 1 - Calculate the employee's gross taxable eamings (GTE) for this pay.
]

[
Step 2 - Calculate the pensionable earnings (PE).

[ ]

Step 3 - Calculate the insurable eamings (IE).

[ ]

Step 4 - Calculate the net taxable income (CRA) (NTD).

[ ]

Step 5 - Calculate the net taxable income (RQ) (NTI).

[ ]

Step 6 - Calculate Diane's Canada Pension Plan contribution.
[ ]

Step 7 - Calculate Diane's Employment Insurance premum

[ ]

Step 8 - Calculate Diane's Quebec Parental Insurance Plan premium
[ ]

Step 9 - Determine Diane's federal income tax.

[ ]

Step 10 - Determine Diane's provincial income tax.

[ ]

Step 11 - Calculate Diane's total deductions (statutory + other).
[ ]

Step 12 - Calculate Diane's net pay.

[ ]

HH:

MY

See the Explanation part for answer for each step.
Explanation:

Step 1 - Gross Taxable Earnings (GTE)

Salary per pay: 49,500 + 24 = $2,062.50
Taxable car allowance: $50.00

Group term life taxable benefit:

Coverage =2 x 49,500 = 99,000

Monthly premium = (99,000 + 1,000) % 0.62 =99 x 0.62 =61.38
Semi-monthly benefit = 61.38 + 2 = $30.69
GTE=$2,143.19

Step 2 - Pensionable Earnings (PE)
PE=$2,112.50 (2,062.50 + 50.00)

Step 3 - Insurable Eamings (IE)
IE=$2,112.50

Step 4 - Net Taxable Income (CRA) (NTI)
RPP = 5% x 2,062.50 = $103.13

Union dues = 2% x 2,062.50 = $41.25

NTI (CRA)=2,143.19 # 103.13 #41.25 = $1,998.81
Step 5 - Net Taxable Income (RQ)

$0.00

Step 6 - CPP (base CPP)

Period exemption = 3,500 +~ 24 = $145.83
Contributory = 2,112.50 # 145.83 = $1,966.67
CPP = 1,966.67 x 5.95% = $117.02
CPP=$117.02

Step 6B - 2nd CPP (CPP2)

CPP2=§0.00

Step 7 - EI premium



El=2,112.50 x 1.63% = $34.43

El=$34.43

Step 8 - QPIP

$0.00

Step 9 - Federal income tax (CC1, semi-monthly)
$156.10

Step 10 - Alberta income tax (CC1, semi-monthly)
$73.20

Step 11 - Total deductions

Statutory: 117.02 +34.43 + 156.10 + 73.20 = $380.75

Other: RPP 103.13 + Union 41.25 + United Way 20.00 + Social club 5.00 = $169.38 Total deductions = $550.13 Step 12 - Net
pay Cash pay (salary + car allowance) = 2,062.50 + 50.00 = $2,112.50 Net pay = 2,112.50 # 550.13 = $1,562.37

EE#13

Rosa joined Avion Electronics in April 1983. Her employment was terminated on November 30, 2015 and she was paid a
$62,500.00 retiring allowance. Rosa joined her company's pension plan in 1986 and was fully vested on termination of employment.
Calculate the non-eligible portion of the retiring allowance.

e

MY

$32,000.00 non-eligible portion

Explanation:

CRA requires separating a retiring allowance into an eligible and non-eligible portion. The eligible portion is the maximum that can be
transferred to an RRSP/RPP under the special rules (without using regular RRSP room). The formula is: $2,000 for each year (or
part-year) of service before 1996, plus an additional $1,500 for each year (or part-year) before 1989 in which the employee had no
employer pension/DPSP benefit vested at the time of payment (or previously paid).

Rosa worked from 1983 to 1995 (inclusive) for pre- 1996 service: 13 years x $2,000 = $26,000.

For the extra pre-1989 amount: she joined the pension plan in 1986 and was fully vested when paid the retiring allowance in 2015,
s0 1986-1988 do not qualify for the extra $1,500. However, 1983-1985 were years before 1989 when she had no vested
employer pension benefit, so 3 years x $1,500 = $4,500.

Eligible portion = $26,000 + $4,500 = $30,500.

Non-eligble portion= $62,500 # $30,500 = $32,000.

AE#14
A retiring allowance includes:

A. Payments in recognition of long service
B. Vacation pay

C. Bonus or incentive pay

D. Accumulated overtime

HE. A

dY:

The CRA defines a retiring allowance (also called severance pay) as an amount paid to an employee when or after they retire or lose
their job, in recognition of long service or for the loss of office or employment. This matches option A.

The other options are specifically not retiring allowances under CRA guidance. The CRA states a retiring allowance does not include
salary, wages, bonuses, or overtime, which rules out bonus or incentive pay and accumulated overtime. The CRA also states it does
not include payments for accumulated vacation leave not taken before retirement, which rules out vacation pay.

This classification matters in payroll because retiring allowances have distinct rules: for example, they are not subject to CPP or EI
deductions, and part of a retiring allowance may be eligible for direct transfer to an RRSP

/RPP under special rules (based on pre-1996 service).
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