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Assignment 4
Calculations:
Using the data above, create a balance sheet to calculate Steve and Mary Jo's net worth. How are they doing?

				
	Asset
	Liabilities

	House		                            $150,000
Monetary asset   	                    $5,000
Cars	                                          $20,000
Furniture	                              $10,000
Total asset	                             $185,000

	Mortgage                                       $100,000
College loan                                    $10,000
Bills                                                   $1,150
Car payment                                    $20,000
Total liabilities                               $131,150


	Equity

	Net worth                                       $53,850






	According to the data given in the assignment number 4, their financial situation, Steve and Mary are doing fine because their asset exceeds their liabilities. Besides, their net worth is positive seen in balance sheet above which is $53,850.





 Calculations:
Calculate their income statement using the "better" method, and round values to the nearest $10. How are they doing?
This is the way Steve and Mary Jo calculated their annual expenses:
 Mortgage PV=$100,000, I = 6%, N=25*12, PMT=? *12 = $7,730
 College Loan PV=$10,000, I=3%, N=10*12, PMT=? * 12 = $1,160
 Car PV=$20,000, I=7%, N=3*12, PMT=? * 12 = $7,410
 
	Annual income
          Wages                                  $50,000
          Taxes (15%)                                    $7,500                                                
Income for living expenses            $42,500		                                
Charity(12%)                                   $6,000	                                
Paying yourself                                $5,000                                       	                                
Total income	                               $31,500

	Expense
         Mortgage                                 $7,730                                   
         Utilities, taxes                         $2,270                                  
         Bills                                         $6,000
         Insurance                                 $1,500
         College loan                            $1,160
         Car payment                            $7,410
         Other expenses                        $5,430
          Living expenses                   $31,500











 Calculations:
       They ask for help to calculate the following ratios:
 
Liquidity Ratios
Liquidity ratio is used to determine a person 's ability to pay off its short-terms debts obligations as the ratio below which implies that the higher the value of the ratio, the larger the margin of safety that the person possesses to cover short-term debts.
Current ratio = current assets / current liabilities
	         = 5000/1150
                     = 4.35 times
Month’s Living Expense Covered Ratio = Monetary assets / (annual living expenses/12)
                                                                 = 5000/(31500÷12)
                                                                                         = 5000/2625
                                                                 = 1.9 months 

	According to the data given in the assignment number 4, thus, according to the ratio calculated above, the higher the current ratio, the more they can pay for their expense. Their performance is good with fairly high current ratio. Otherwise, it can be concluded in another way that when the current ratio is high, it implies that even though they have much money, they did not use it efficiently. To be better off, they should invest their money. For their monthly expense, they should cut the expense and pay off debt to cover more expense.
  
Debt Ratios
Debt ratio is the ratio which measures the extent of a person’s leverage. It can be interpreted as the proportion of a person’s assets that are financed by debt.
Debt ratio = total liabilities / total assets
                 = 131150/18500
                 = 70.9%

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)
                                                  = 42250/16300
                                                  = 2.6 times
[bookmark: _GoBack]Debt service ratio = 16300/42500
                 = 38.6%
Their debt is about 70% of their assets which is considered as high. So, they should control their debt to reduce it. Their long-term debt ratio is little higher than the 2.5 caution level at 2.6 times. And for the debt service ratio, they got 38.6% of their total income which covers just debt payments
    
 Savings Ratios
The saving ratio is the percentage of disposable income that is saved.
Savings ratio = income available for savings and investment / income available for living expenses
                      = 5000/42500
                      = 11.8%
Gross savings ratio = income available for savings and investment / gross salary
                                = 5000/50000
                                = 10%
 Their saving is 11.8% of their income. However, they can do better by keeping their standard level of saving not to be less than this point.
