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Assignment 4 
Data: Steve and Mary Jo, both 35, own a house worth $150,000, have a yearly income of $50,000, monetary assets of $5,000, two cars worth $20,000, and furniture worth $10,000. The house has a $100,000 mortgage, they have college loans of $10,000 outstanding, and the cars have outstanding loans of $10,000 each. Bills totaling $1,150 for this month have not been paid ($1,000 is to pay off their credit card that they use for bills). They are requesting your help.

Steve and Mary Jo
Personal Balance sheet

Assets
Liquid Assets
Monetary assets						$   5,000
	Total liquid assets							$    5,000
Real Estate
Current market value of home						  150,000
Personal Possessions
Market value of cars						    20,000
Furniture							    10,000
	Total household assets						    30,000
	Total assets								$ 185,000
Liabilities
Current Liabilities
Bills and credit card balances						$   1,150
Long-term Liabilities
House mortgage						$  100,000
College loans							       10,000
Car loans							       20,000
	Total long-term liabilities						  130,000
	Total liabilities							$ 131,150

Net worth									$  53,850

They total net worth is $53,850, which is good. However, the positive net worth does not shows that their financial position is at ease since they do not have much of liquidity assets but they are able to pay bills. There is no risk of insolvency because they have ability to pay debt when its due since their assets exceed their liabilities. To increase their net worth, Steve and Mary Jo should increase their monetary assets, reduce spending and they should start to invest.

Data:
Steve and Mary Jo, who make $50,000 per year, calculated their average tax rate at 15 percent. They contributed 12 percent of their income to charity and pay themselves 10 percent of their income. They have 25 years and $100,000 remaining on their 6-percent mortgage ($7,730 per year), three years and $20,000 remaining on their 7-percent auto loan ($7,410), and 10 years and $10,000 remaining on their 3-percent college loan ($1,160). In addition, utilities and property taxes were $2,270 per year, food $6,000, insurance $1,500, and other expenses were $5,430.

Steve and Mary Jo
Cash Flow Statement

Income (Cash inflows)
Salary							$  50,000
Less deductions
	Income tax			$  7,500
	Pay the Lord (Charity)	     6,000
Pay themselves		     5,000
	Total deductions		    		    18,500
	Total income								$  31,500
Cash outflows
Fixed expenses
House mortgage					$  7,730
Car loan						    7,410
College loan						    1,160
Insurance						    1,500
	Total fixed outflows					$  17,800
Variable expenses
Food							   6,000
Utilities and property tax				   2,270
Other expenses					   5,430
	Total variable outflows				    13,700
	Total outflows							  31,500
Cash surplus + (or deficit -)							$           0

	Their cash flow is zero which is not good because their income can only cover their expenses so they will not have any saving.

Data:
Steve and Mary Jo would like you to help them understand where they are financially. You have Steve and Mary Jo's balance sheet and income statements, which were prepared earlier.
 
Calculations:
       They ask for help to calculate the following ratios:
 
Liquidity Ratios
· Current ratio = current assets / current liabilities
			= 
			= 4.35
Their current ratio is good because they have enough liquidity to pay short-term debt because 4.35 > 2 which considered as good.

· Month’s Living Expense Covered Ratio = Monetary assets / (annual living expenses/12)
			=    =  
			= 2.05
In overall, they are somewhat liquid, with a good current ratio (>2) but could only cover annual living expenses for less than 2 months (>3-6+ months is better).  They need to cut expenses, and reduce and pay off debt. 

Debt Ratios
· Debt ratio = total liabilities / total assets
	      	 =  
	      	 =  0.71
Debt ratio should be minimizing. For Steve and Mary Jo, they debt ratio is 0.71 which imply that their liabilities worth 70% of their total assets. So their net worth would be around 30% of their total assets.

· Long-term debt coverage ratio = income available for living expenses (wages - taxes or W-T) / long-term debt payments (debt you would not pay off in 12 months)
		=  
		=  2.61	

They have lots of debt, 71% of their total assets, and their long-term debt ratio is 2.6 times, just above the 2.5 caution level. 38.6% of their total income available goes to cover just debt payments. In order to have better financial position, they should reduce their debt and spend money on investment instead.

Savings Ratios
	Assuming that they would save $5,000 per year (10% from their salary that use to pay themselves)
· Savings ratio = income available for savings and investment / income available for living expenses
			=  
			=  0.12

· Gross savings ratio = income available for savings and investment / gross salary
			=  
			=  0.10
They are saving 12% of their Income available for living expenses, and 10% of their gross salary.  This is okay, but should be the minimum amount. To improve their financial position, they should save more or at least 20%.
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