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Assignment 4 - Fn221
Question 1 : Balance sheet of Steve and Mary Jo. 
	Asset 
	Liability 

	Monetary assets                                    $5,000
House                                                    $150,000 
Automobiles                                          $20,000
Furniture                                                $10,000 
Total asset                                            $185,000
	 Current bills                                          $1,150
Automobiles                                         $20,000
College loan                                          $10,000 
Mortgage loan                                    $100,000
Total liability                                       $131,150

	
	 Net worth                                            $53,850



The balance sheet shows $185,000 of total asset that compose of $131,150 liability and $53,850 net worth. The liability in considered quite high which is approximately 3 times of the net worth meaning that a lot of asset still own by others. However, the balance sheet is just a snapshot data. If the net worth is keep growing, small amount isn’t create a problem. In addition, this family has enough current asset (monetary asset) to cover current liability (current bills).    
 Question 2 : Income statement of Steve and Mary Jo.
Assume year 2013 
Income 	$50,000
Exemption marry filling jointly	$12,200
Personal exemption (3,900*2)	$7,800 
Charity (.15*50,000)	$6,000
Property tax 	$2,270
Taxable income 	$21,730
Total tax payment = 10%*17850 + 15%*(21730-17850)= $2,367
Social security = 7.65%*50,000 = 3825
The 7.65% tax rate is the combined rate for Social Security and Medicare.  The Social Security portion (OASDI) is 6.20% on earnings up to the applicable taxable maximum amount (see below).  The Medicare portion (HI) is 1.45% on all earnings.
Income statement
Gross salary 	50,000 
Less deduction 	
Personal income tax 	$2,367 
Social security 	$3,825
Income for living expense 	$43,808
The contribution
Charity 	$6,000
Pay to yourself 	$5,000
Total income 	32,808
Fix expense 
Mortgage	$7,730
Auto loan 	$7,410
College loan	$1,160
Total fix expense 	$16,300 
Variable expense 
Utility and property tax 	$2,270
Food 	$6,000
Insurance 	$1,500
Other expense 	$5,430
Total variable expense	$15,200
Total living expense 	$31,500
Cash surplus 	$1,308

The cash generated per year of this family is $1,308 which considered quite a small number. 

Question 3 : help to calculate ratio 

Current ratios
Current ration = 5,000/1,150 = 4.35 times 
Month’s living expense covered ratio = 5,000/(all the expense = 31,500/12) = 5,000/2624 = 1.9 times
Recommendation: this family is quite liquid because they have enough current asset to cover the current liability. However, the month’s living expense covered ratio is low. If they are laid off work, they can use their saving to pay the living expense for just less than 2 month. Hence they should increase their saving (emergency money). This could be done by reduce their expense because the salary is hard to change. Other expense will be an interesting expense to reduce. Also, the auto loan payment is quite high and may not be necessary because they use just one car to travel and can use public transport to go to work or Steve can send Mary to work before he go to his working place.    

Debt ratios
Debt ration  = 131,150/185,000 = 70.9% 
Long-term debt coverage ratio =  43,808/LT debt=16,300 = 2.7 times
Recommendation: Around 71% or their asset finances by debt which considered a very high proportion of debt. Even if the long-term debt coverage is 2.7 which seem to be not bad, they should reduce their debt. Home is necessary good and its value keep appreciate. We better sell off a car because its value keep depreciate and it make not be a necessary good since they will still have one. 

Savings ratios
Saving ratio = 5,000/ 43,808 = 11.4% 
Gross savings ratio = 5,000/ 50,000 = 10%  
Recommendation: this family just has saving up to around just 10% of their salary income which seem to be really low. This family should have more financial asset and cash to secure their financial performance. $1,308 cash on hand isn’t a significant number if we use it for saving.  
This family should need to try harder to cut down their expense and saving up more money to accumulate wealth which leads a more secured financial position. Moreover, they should create more channel of revenue to increase saving and faster have enough money to clear the debt.



