CHAPTER 3

ANSWERS TO CHALLENGE PROBLEMS

Questions on page 77

1. Liquid assets
= Savings account + chequing account + cash 
= $5,000 + $1,200 + $150 
= $6,350 

Household assets
= Home + cars + furniture 
= $85,000 + $22,000 + $14,000
 = $121,000 

Investments
= Stocks + bonds + mutual funds + land 
= $10,000 + $15,000 + $7,000 + $19,000  
= $51,000 
 
2.   a)	Current liabilities
= Credit card balance + furniture note 
= $165 + $1,200 
= $1,365 

Long-term liabilities
= Mortgage + car loan + student loans 
= $43,500 + $2,750 + $15,000 
= $61,250 

Net Worth 
= Total assets - total liabilities 
= ($6,350 + $121,000 + $51,000) - ($1,365 + $61,250) 
= $178,350 - $62,615 
= $115,735 

b) Their net worth would decrease by $500. Their assets would increase by $21,500 - $7,000 = $14,500, while their liabilities would increase by $15,000. 

c) Current ratio = liquid assets/current liabilities
= $6,350/$1,365 = 4.65
[bookmark: _GoBack]The current ratio is greater than 1; for every $1 dollar of current liabilities, they have $4.65 of liquid assets which is good.

Debt-to-asset ratio = total liabilities/total assets 
= $62,615/$178,350 = 35.1% 
The debt-to-asset ratio indicates that the level of debt may be higher than is desirable, which may lead to debt repayment problems. 
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