Critical thinking exercises
critical thinking exercise 14-1

Preparing a Personal Balance Sheet
 SEQ CHAPTER \h \r 1
Angela and Chris North are recent college graduates. They own a three-year-old car valued at $5,400, have $700 in a savings account, and $200 in their checking account. They owe $2,200 on their car loan. The Norths also have personal items valued at $1,800, plus a CD collection worth $300. They owe $4,800 on student loans and $150 on credit cards. Chris owns mutual fund shares worth $660, and Angela owns computer equipment worth $1,000.
1.
Prepare a simple balance sheet for the Norths.

Assets:
Liabilities:
Net worth
Critical thinking exercise 14-1 (continued)

2.
The Norths decide to buy a $5,000 motorcycle, using $500 from their savings account as the down payment and borrowing the rest from the bank. Modify their balance sheet to reflect these changes. 

Assets:
Liabilities:
Net worth

Has their net worth changed?
Critical thinking exercise 14-1 (continued)

3.
Instead, the Norths decide to use $200 from their savings account to buy more shares of their mutual fund. Six months later, their mutual fund shares have increased in value by $70. (Assume, albeit unrealistically, that other assets and liabilities remain unchanged.) Modify their balance sheet to reflect these changes. 

Assets:
Liabilities:
Net worth

Has their net worth changed?
NOTES ON critical thinking exercise 14-1

 SEQ CHAPTER \h \r 11.
Prepare a simple balance sheet for the Norths.
 



ASSETS:






Car


$5,400






Savings Account
700






Checking Account
200






Personal Items
1,800






CD Collection
300






Mutual fund shares
660






Computer equipment 
    1,000





TOTAL ASSETS
$10,060




LIABILITIES:






Car Loan

$2,200






Student Loan
4,800






Credit Cards
      150





TOTAL LIABILITIES
$7,150




NET WORTH:





10,060 - 7,150 = 
  $2,910
2.
The Norths decide to buy a $5,000 motorcycle, using $500 from their savings account as the down payment and borrowing the rest from the bank. Modify their balance sheet to reflect these changes. Has their net worth changed?
 



ASSETS:





Car


$5,400






Motorcycle

5,000






Savings Account (700-500)
200






Checking Account
200






Personal Items
1,800






CD Collection
300






Mutual fund shares
660






Computer equipment
     1,000





TOTAL ASSETS
$14,560




LIABILITIES:





Car Loan

$2,200






Motor Cycle Loan
4,500






Student Loan
4,800






Credit Cards
       150





TOTAL LIABILITIES
$11,650





NET WORTH:





14,560 – 11,650 = 
  $2,910

Their net worth has not changed. Assets have been increased, but so have liabilities.
3.
Instead, the Norths decide to use $200 from their savings account to buy more shares of their mutual fund. Six months later, their mutual fund shares have increased in value by $70. Modify their balance sheet to reflect these changes. 





ASSETS:





Car


$5,400






Savings Account (700-200)
500






Checking Account
200






Personal Items
1,800






CD Collection
300






Mutual fund shares (660 + 200 + 70)
930





Computer equipment
     1,000





TOTAL ASSETS
$10,130




LIABILITIES:





Car Loan

$2,200






Student Loan
4,800






Credit Cards
       150





TOTAL LIABILITIES
$7,150




NET WORTH:





10,130 – 7,150 = 
  $2,980

Their net worth has increased by $70.
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