Assignment 3

David and Elizabeth Brown want to borrow $60,000 to upgrade their shop. The business has a
net worth of $200,000 at present. Their house is currently valued at $650,000 and they still owe
$220,000 on it. They also want to take Jim on an overseas holiday to Hawaii before he is too old to
travel with his parents. Jason needs money for a car to get to University, Tarini needs money to buy
her first home and Jim wants to borrow to buy a new smart phone this year.

Assumption: A
e David and Elizabeth have only one source of income which is their business.

e David and Elizabeth rated as good credit client, have historical credit data, thus, loan from
commercial bank at low interests rate.
e Tariniis employed, still single and stable career path
e Jason receives scholarship and takes part-time job. He value time more than other factors.

e Jimisin primary school: free education. And about to enter high school. Have no saving.
e Brown family living in New York City
Assumption: B (holiday trip)

e Only David, Eliza, and Jim go for holiday.
e 3 days and 2 nights trip
e Enjoy luxury life style

Brown Amount of Reasons for Reasons against Recommended form
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2. Given the Brown family will need to get credit for this holiday, investigate the issue of credit
rating for them. Outline the factors that affect the personal credit rating.

In order to get credit, Brown has to think about their credit rating through 5Cs.
Character

e  Brown family owns their shop as well as their house, worth 650,000, owed 220,000.

e The business assumed to have good credit will bank. Since they are certainly take loan from the
bank to open the shop.

e They are good behavior client. No exposure to moral hazard behavior.
Capacity

e Brown family has to take note on their revenue, ability to repay loan.

Debt: 220,000/ Net Worth: 200,000

The Brown’s business does not have any other source of income. Currently, their debts amount
$220,000 and Net worth amount $200,000

Debt to Equity ratio = L/ Net worth = 220000/(650000+200000-220000) = 0.35

According to the Lecture, recommended debt ratio, should not exceed 0.5, thus in this case the
debt ratio condition is favorable.

Brown family has 2 dependent, Jason and Jim.

Capital
e  Brown asset: House and Shop whereby, the value of the shop is unrevealed. House valued

$650,000. Similarly, Brown’s business earn an profit, net worth amount 200,000
e However, Brown family is in debts of $220,000, accounted liability.
e Thus, Net capital= 650,000+200,000-220,000=630,000

Collateral

e Asset holding: House and Shop, valued 650,000 and unrevealed, respectively.

e The asset currently holding is sufficient to pay the loan

e (Casel: Use house as collateral. The Bank will rated Brown family premium client since the value
of the asset guarantee the ability to pay back the loan. However, in bank will ask the client to
insure the safety of the asset in case of unexpected event such as natural disaster, or terrorism.

e (Case2: Do not use House as collateral. Assume that Brown family is confident in repayment. The
value of the house exceeds the amount of loan. House> Loan. Thus, it is not favorable to use
house as collateral.




Condition

- Since they own business, we assume that before upgrading the shop they earn constant income,

thus, the upgrading will certainly increase their sales. However, there is tendency for bankruptcy.

- Plus, they need to concern on their security level and financial status of their business.

In conclusion, Brown family should borrow because the opportunity cost in borrowing is high.

The present expansion of business will provide an opportunity in boosting their revenue.
Compare the costs of prepaid phone cards as against signing a mobile phone contract.

Advantage Disadvantage

Pre-paid 1)Overall cost are cheaper than | 1)Need to pay huge amount
the post-paid one. (About (5650 for iPhone5s) at the
$1,370 pre-paid and at least beginning.
$2,360 post-paid)
2)Monthly payment is
affordable and
reasonable.($35/month)

Post-paid 1) Pay less amount at the 1) During 2 years-contract, the
beginning ($199 with 2 years- monthly payment cost too high
contract) for a student. ($90/month)

2) Save up budget for other
financial activities
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