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Assignment 4 
Question 1:

	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 as there is less risk for insolvency. This is because their asset is over their liabilities, so they have ability to pay back their debt. But the positive net worth does not means that their financial position is at ease this is because they have very low liquidities asset in their hand. To reduce the insolvency risk they should increase their net worth by increasing their monetary assets, reducing their spending, starting to invest and reducing the amounts that they owe.  













Question 2:
Steve and Mary Jo
Cash Flow Statement
“Better way” 

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 at all. They should reduce their spending and starting to invest in the future, so they can have some saving. 

Question 3:
 
Liquidity Ratios
· Current ratio = current assets / current liabilities
			= 
			= 4.35
The resulted of their current ratio is pretty good as it indicates $4.35 in liquid assets for every $1 of current liabilities. A high current ratio is desirable to have cash available to short term debt. So 4.35 is considered as good as it is greater than 2. 

· Month’s Living Expense Covered Ratio = Monetary assets / (annual living expenses/12)
			=    =  
			= 2.05
Overall Steve and Marry Jo’s family have a good current ratio as 2.05 is greater than 2. However, it could only cover annual living expenses for less than 2 months. Therefore, in order to have more liquidity they need to cut expenses, reduce their debt and pay off debt. 

Debt Ratios
· Debt ratio = total liabilities / total assets
	      	 =  
	      	 =  0.71
Their debt ratio is 0.71, which imply that there liabilities worth around 70% of their total assets. So their net worth would be around 30% of their total assets. This is not good, as debt ratio should be minimizing.

· 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	

For Steve and Marry Jo they have lots of debt, 71% of their total assets, and their long-term debt ratio is 2.61 times, which is a bit above the 2.5 cautions level. Therefore, 38.6% of their total income available goes to cover only their debt payments. In order to have better financial position, they need to reduce their debt and start to spend money on investment instead.

Savings Ratios
	According to the data, we assuming that Steve and Mary Jo would save $5,000 per year (10% from their salary 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
[bookmark: _GoBack]The saving ratio conclude that they are saving 12% of their income available for living expenses, and 10% of their gross salary.  From the resulted it is fine as most of the financial experts recommended monthly saving of 5-10% but should be at minimum amount. This is because they have lots of debt and in this case to improve their financial position, they should save and invest more. 




