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The Falmouth Corporation Has Current Assets Of $200,000. If The Current Ratio Is 2.5 And
The Quick Ratio then understanding the company's liquidity position becomes essential for
investors, creditors, and management alike. Liquidity ratios are vital indicators of a company's short-
term financial health, revealing its ability to meet its immediate obligations without needing to secure
additional financing or liquidate long-term assets. This article explores the significance of these ratios,
their calculations, implications for Falmouth Corporation, and how they provide insights into the
company's operational efficiency and financial stability.

Understanding Liquidity Ratios
Liquidity ratios are financial metrics used to evaluate a company's capacity to pay off its short-term
liabilities with its short-term assets. They are critical in assessing whether a company can sustain its
operations during periods of financial stress or economic downturns.

Current Ratio
The current ratio measures a company's ability to cover its current liabilities with its current assets. It
is calculated as:

Current Ratio = Current Assets / Current Liabilities

A higher current ratio indicates a stronger liquidity position, suggesting that the company has enough
resources to meet its short-term obligations.

Quick Ratio (Acid-Test Ratio)
The quick ratio refines this assessment by excluding inventory and other less liquid current assets. It
provides a more stringent measure of liquidity:

Quick Ratio = (Current Assets - Inventory) / Current Liabilities

This ratio is particularly useful when inventories are not easily convertible to cash in the short term.



Calculating Falmouth Corporation’s Ratios
Given that Falmouth Corporation has current assets of $200,000 and a current ratio of 2.5, we can
determine its current liabilities and then compute the quick ratio.

Determining Current Liabilities
Using the current ratio formula:

Current Ratio = Current Assets / Current Liabilities

Plugging in the known values:

2.5 = $200,000 / Current Liabilities

Solving for current liabilities:

Current Liabilities = $200,000 / 2.5 = $80,000

This indicates that Falmouth Corporation has current liabilities totaling $80,000.

Estimating the Quick Ratio
To find the quick ratio, we need to know the inventory amount. Since the problem statement does not
specify inventory levels, we can consider typical inventory levels or analyze scenarios.

Scenario 1: Assuming Inventory is 20% of Current Assets

- Inventory = 20% of $200,000 = $40,000

Calculating quick assets:

- Quick Assets = Current Assets - Inventory = $200,000 - $40,000 = $160,000

Now, the quick ratio:

- Quick Ratio = Quick Assets / Current Liabilities = $160,000 / $80,000 = 2.0

Scenario 2: Assuming Inventory is 10% of Current Assets

- Inventory = 10% of $200,000 = $20,000



Quick assets:

- $200,000 - $20,000 = $180,000

Quick ratio:

- $180,000 / $80,000 = 2.25

These calculations illustrate how inventory levels impact the quick ratio and, consequently, the
assessment of liquidity.

Implications of the Ratios for Falmouth Corporation
Understanding the ratios provides insights into Falmouth Corporation’s financial health and
operational efficiency.

Liquidity Strength
- With a current ratio of 2.5, Falmouth is considered to have a comfortable liquidity buffer. Industry
standards often view ratios between 1.5 and 3 as healthy.
- A quick ratio ranging from 2.0 to 2.25 (based on different inventory assumptions) indicates that even
with less liquid assets excluded, the company can meet its short-term obligations effectively.

Operational Efficiency
- A high current ratio may point to efficient working capital management, ensuring that the company
maintains sufficient liquid assets.
- However, an excessively high ratio could also suggest overstocking or inefficient use of assets,
which may tie up capital unnecessarily.

Risk Assessment
- Ratios above 1.5 are generally seen as low risk for short-term insolvency.
- If the quick ratio is significantly lower than the current ratio, it highlights dependence on inventory,
which may not be quickly convertible to cash in a crisis.

Additional Considerations for Falmouth Corporation
While ratios provide valuable snapshots, several other factors should be considered for a
comprehensive analysis.

Industry Benchmarks
- Comparing Falmouth's ratios with industry averages helps determine relative liquidity health.
- Different industries have varying norms; for example, retail companies often hold higher inventories,



affecting their quick ratios.

Trend Analysis
- Reviewing these ratios over multiple periods reveals whether liquidity is improving or deteriorating.
- Consistent decline might indicate potential liquidity issues that warrant management attention.

Quality of Assets
- The composition and liquidity of current assets matter; cash and receivables are more liquid than
inventory.
- Evaluating the aging of receivables and inventory turnover ratios can provide deeper insights.

Conclusion
Falmouth Corporation’s current assets of $200,000, combined with a current ratio of 2.5, suggest a
strong liquidity position with manageable short-term obligations totaling $80,000. The quick ratio,
which depends on the level of inventory, likely falls between 2.0 and 2.25 under typical inventory
assumptions, indicating that the company can meet its immediate liabilities even if it cannot quickly
liquidate inventory.

Understanding these ratios enables stakeholders to assess the company’s operational efficiency, risk
profile, and financial stability. While favorable ratios are positive signs, continuous monitoring and
benchmarking against industry standards are essential for maintaining a healthy financial position.
Ultimately, liquidity ratios are vital tools that, when used alongside other financial metrics, help paint
a comprehensive picture of Falmouth Corporation’s short-term financial health and strategic
resilience.

Frequently Asked Questions

What is the current ratio for The Falmouth Corporation?
The current ratio for The Falmouth Corporation is 2.5.

How do you calculate the current assets of The Falmouth
Corporation given the current ratio?
Since the current assets are provided as $200,000 and the current ratio is 2.5, the current liabilities
can be calculated as current assets divided by the current ratio, which is $200,000 / 2.5 = $80,000.

What is the quick ratio for The Falmouth Corporation?
The quick ratio is not directly provided, but it can be calculated if the value of inventory is known. It
measures the company's ability to meet short-term obligations with its most liquid assets.



If the current assets are $200,000 and the current ratio is 2.5,
what are the current liabilities?
Current liabilities are calculated as current assets divided by the current ratio: $200,000 / 2.5 =
$80,000.

Why is the quick ratio important for assessing The Falmouth
Corporation's liquidity?
The quick ratio provides a more conservative measure of liquidity by excluding inventory, which may
not be quickly convertible to cash, thus offering a clearer view of the company's ability to meet short-
term obligations.

Given the current assets and current ratio, how can the quick
ratio be estimated if inventory data is available?
The quick ratio is calculated as (Current Assets - Inventory) / Current Liabilities. Knowing inventory
allows for the determination of quick assets and thus the quick ratio.

What additional information is needed to fully determine The
Falmouth Corporation's quick ratio?
The value of inventory is needed to calculate the quick ratio accurately.

Additional Resources
The Falmouth Corporation Has Current Assets Of $200,000. If The Current Ratio Is 2.5 And The Quick
Ratio

Understanding the financial health and liquidity position of a corporation is fundamental for investors,
creditors, and management alike. When analyzing a company's liquidity, key financial ratios such as
the current ratio and quick ratio serve as critical indicators. This article delves deeply into what these
ratios reveal about The Falmouth Corporation, given its current assets of $200,000 and a current ratio
of 2.5, and explores the implications of these figures for the company's operational stability and
financial resilience.

---

Introduction to Liquidity Ratios

What Are Liquidity Ratios?
Liquidity ratios are financial metrics used to assess a company's capacity to meet its short-term
obligations with its most liquid assets. They serve as indicators of financial stability, revealing whether



a company can cover its current liabilities without needing to liquidate long-term assets or seek
external financing.

The two most common liquidity ratios are:
- Current Ratio: Measures the ability of a company to pay its short-term liabilities with its current
assets.
- Quick Ratio (Acid-Test Ratio): A more stringent measure that excludes inventory and other less liquid
current assets from current assets to evaluate immediate liquidity.

The Significance of These Ratios
A high current ratio typically indicates a robust liquidity position, but excessively high ratios may
suggest inefficient asset utilization. Conversely, a low current ratio could signal potential liquidity
issues. The quick ratio refines this analysis by focusing on assets that can be quickly converted into
cash, providing a clearer picture of immediate solvency.

---

Falmouth Corporation’s Current Assets and Ratio
Analysis

Current Assets and the Current Ratio
According to the provided data, The Falmouth Corporation holds current assets valued at $200,000.
Its current ratio is given as 2.5.

Calculating Current Liabilities:
The current ratio formula is:
\[ \text{Current Ratio} = \frac{\text{Current Assets}}{\text{Current Liabilities}} \]

Rearranged to find current liabilities:
\[ \text{Current Liabilities} = \frac{\text{Current Assets}}{\text{Current Ratio}} \]

Plugging in the known values:
\[ \text{Current Liabilities} = \frac{\$200,000}{2.5} = \$80,000 \]

This calculation reveals that The Falmouth Corporation's current liabilities amount to $80,000,
indicating a healthy short-term financial position, with assets comfortably covering liabilities.

Implications of a 2.5 Current Ratio
A current ratio of 2.5 suggests that for every dollar of current liabilities, the company has $2.50 in
current assets. Generally, a ratio above 2 is considered safe, indicating the company has more than
enough resources to fulfill its short-term obligations.



However, it's essential to interpret this ratio carefully:
- Operational Efficiency: Excessively high ratios might point to underutilized assets or inefficient
working capital management.
- Industry Standards: The acceptable current ratio varies across industries; for some sectors, a ratio of
1.5 might suffice, whereas others might require higher liquidity levels.

In the case of Falmouth, a ratio of 2.5 indicates prudence and a buffer against unforeseen liabilities or
cash flow disruptions.

---

The Quick Ratio: Assessing Immediate Liquidity

Understanding the Quick Ratio
While the current ratio provides a broad view of liquidity, the quick ratio offers a more conservative
perspective by excluding inventory and other less liquid assets from current assets. It measures the
company's ability to meet short-term obligations using only the most liquid assets, such as cash,
marketable securities, and accounts receivable.

The formula for the quick ratio is:
\[ \text{Quick Ratio} = \frac{\text{Quick Assets}}{\text{Current Liabilities}} \]

Where quick assets typically include:
- Cash and cash equivalents
- Marketable securities
- Accounts receivable

This ratio is especially critical in scenarios where inventory may not be quickly convertible to cash,
such as during economic downturns or industry-specific liquidity crunches.

Estimating the Quick Ratio for Falmouth
Given the information, we do not have the exact value of quick assets. However, we can analyze
potential scenarios assuming typical inventory levels relative to current assets, or derive the quick
ratio if additional data is provided.

Suppose we assume that inventory constitutes a certain percentage of current assets, or that the
quick assets are known. For a more precise analysis, let's explore possible calculations.

---

Calculating the Quick Ratio: Step-by-Step



Scenario 1: Inventory is 40% of Current Assets
- Inventory = 40% of $200,000 = $80,000
- Quick Assets = Current Assets - Inventory = $200,000 - $80,000 = $120,000

Using the earlier calculated current liabilities of $80,000:
\[ \text{Quick Ratio} = \frac{\$120,000}{\$80,000} = 1.5 \]

This indicates that, excluding inventory, Falmouth has 1.5 times the current liabilities in liquid assets,
a solid position in most industries.

Scenario 2: Inventory is 20% of Current Assets
- Inventory = 20% of $200,000 = $40,000
- Quick Assets = $200,000 - $40,000 = $160,000

Quick ratio calculation:
\[ \frac{\$160,000}{\$80,000} = 2.0 \]

This suggests even greater immediate liquidity, with quick assets twice the current liabilities.

Implications of Different Inventory Assumptions
The actual quick ratio hinges on the inventory level, which varies by industry. For manufacturing
firms, inventory often constitutes a significant portion of current assets, while service companies
might have minimal inventory.

Regardless of the specific inventory percentage, the key takeaway is that The Falmouth Corporation
likely maintains a quick ratio comfortably above 1, indicating strong liquidity and the capacity to meet
short-term obligations without depending on inventory liquidation.

---

Analyzing the Financial Health of Falmouth Corporation

Strengths Indicated by Ratios
- Robust Liquidity Position: With a current ratio of 2.5, Falmouth demonstrates a conservative
approach toward short-term liabilities, providing a cushion against liquidity risks.
- Immediate Solvency: Assuming a typical inventory level, the quick ratio likely exceeds 1.5,
reinforcing the company's ability to cover urgent liabilities with liquid assets.
- Financial Stability: The ratios suggest prudent management of assets and liabilities, positioning
Falmouth as a financially sound entity.



Potential Areas for Improvement
- Asset Utilization: Extremely high current ratios may indicate underutilized assets or excess idle cash.
Management might consider optimizing working capital to enhance profitability.
- Industry Context: Without industry benchmarks, it's challenging to judge whether these ratios are
optimal. Some sectors operate effectively with lower ratios, whereas others demand higher liquidity.

Risks and Considerations
- Liquidity in Crisis: While current and quick ratios suggest stability, sudden market shifts, receivables
delays, or unexpected liabilities could impact liquidity.
- Inventory Management: Efficient inventory turnover can improve quick assets and further
strengthen liquidity ratios.

---

Conclusion

The Falmouth Corporation’s financial metrics, with current assets of $200,000 and a current ratio of
2.5, paint a picture of a company with a healthy liquidity buffer. The calculation of current liabilities at
$80,000 underscores its capacity to meet immediate obligations comfortably.

Furthermore, assuming typical inventory levels, the quick ratio would likely be well above 1,
indicating the company's ability to handle urgent payments without relying on inventory liquidation.
These ratios collectively suggest prudent financial management and a stable short-term financial
outlook.

However, it is crucial for stakeholders to contextualize these figures within industry norms and
consider ongoing asset management strategies to optimize operational efficiency. Continuous
monitoring of liquidity ratios ensures the company remains resilient against economic fluctuations
and maintains its capacity to capitalize on growth opportunities.

In sum, The Falmouth Corporation appears well-positioned from a liquidity perspective, but like all
businesses, must balance liquidity with profitability and asset utilization to sustain long-term success.
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