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Understanding a company's financial health is crucial for investors, management, and stakeholders.

Financial statements provide vital insights into a company's operations, liquidity, profitability, and

overall financial stability. In this article, we analyze the financial statements of Cage Company to

answer key questions regarding its current financial position, liquidity, and operational efficiency. By

examining specific financial data, we aim to give a comprehensive overview of Cage Company's

financial standing and offer actionable insights for decision-making.

---

Overview of Financial Statements of Cage Company

Before delving into detailed analysis, it is essential to understand what financial statements

encompass. Typically, a company's financial statements include the Balance Sheet, Income Statement,

Cash Flow Statement, and Statement of Shareholders’ Equity. For this analysis, we focus primarily on

the current assets and current liabilities from the Balance Sheet, as these are critical in understanding

the company's liquidity position.

Key Financial Figures (Sample Data)

- Current Assets: $150,000



- Current Liabilities: $80,000

- Total Assets: $500,000

- Total Liabilities: $250,000

- Shareholders’ Equity: $250,000

- Net Income: $50,000

- Cash and Cash Equivalents: $30,000

(Note: These figures are illustrative; actual data should be used where available.)

---

Understanding Current Assets and Current Liabilities

What Are Current Assets?

Current assets are assets that a company expects to convert into cash, sell, or consume within one

year or within its operating cycle, whichever is longer. They are essential for maintaining day-to-day

operations and ensuring liquidity. Typical current assets include:

- Cash and Cash Equivalents

- Accounts Receivable

- Inventory

- Prepaid Expenses

In Cage Company’s case, the current assets total $150,000, which includes cash, receivables, and

inventory.



What Are Current Liabilities?

Current liabilities are obligations that a company must settle within one year or within its operating

cycle. They include:

- Accounts Payable

- Short-term Debt

- Accrued Expenses

- Other short-term obligations

Cage Company’s current liabilities total $80,000, indicating the short-term financial commitments that

need to be managed effectively.

---

Assessing Liquidity: The Current Ratio

What Is the Current Ratio?

The current ratio is a key liquidity metric that measures a company's ability to pay its short-term

obligations with its short-term assets. It is calculated as:

Current Ratio = Current Assets / Current Liabilities

For Cage Company:

Current Ratio = $150,000 / $80,000 = 1.875



Interpreting the Current Ratio

- A current ratio above 1 indicates that the company has more current assets than current liabilities,

suggesting good short-term liquidity.

- A ratio below 1 may signal potential liquidity issues.

Cage Company’s current ratio of 1.875 reflects a strong liquidity position, implying it has adequate

assets to cover its short-term obligations.

Industry Benchmarks and Best Practices

While a current ratio of around 2 is generally considered healthy in many industries, a ratio of

approximately 1.8 to 2 suggests that Cage Company is well-positioned to meet its immediate liabilities.

However, excessively high ratios might indicate underutilized assets, whereas very low ratios could

signal liquidity risks.

---

Analyzing Liquidity: The Quick Ratio (Acid-Test Ratio)

What Is the Quick Ratio?

The quick ratio refines the current ratio by excluding inventory and prepaid expenses, which may not

be as readily convertible to cash in the short term. It is calculated as:

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

Assuming inventory and prepaid expenses are part of current assets, and for Cage Company,

inventory is valued at $50,000, and prepaid expenses at $10,000, then:



Quick Assets = $150,000 - $50,000 - $10,000 = $90,000

Quick Ratio = $90,000 / $80,000 = 1.125

Implications of the Quick Ratio

A quick ratio above 1 indicates that the company can meet its short-term obligations even without

selling inventory. Cage’s quick ratio of 1.125 suggests good liquidity, providing a cushion in case of

cash flow disruptions.

---

Evaluating Solvency: Debt-to-Equity Ratio

What Is the Debt-to-Equity Ratio?

This ratio measures the extent of a company's leverage by comparing total liabilities to shareholders’

equity:

Debt-to-Equity Ratio = Total Liabilities / Shareholders’ Equity

For Cage Company:

Debt-to-Equity Ratio = $250,000 / $250,000 = 1

Significance of the Debt-to-Equity Ratio

- A ratio of 1 indicates that the company has an equal amount of debt and equity financing.

- High ratios may suggest higher risk but potentially higher returns.



- Low ratios imply conservative leverage and potentially lower risk.

Cage Company’s ratio of 1 suggests a balanced approach to financing, with equal reliance on debt

and equity.

---

Profitability and Operational Efficiency

Net Profit Margin

Net profit margin indicates how efficiently a company converts revenue into profit:

Net Profit Margin = Net Income / Revenue

Suppose Cage Company has revenues of $200,000:

Net Profit Margin = $50,000 / $200,000 = 25%

This high margin reflects effective cost management and profitable operations.

Return on Assets (ROA)

ROA measures how effectively assets generate profits:

ROA = Net Income / Total Assets

ROA = $50,000 / $500,000 = 10%



A 10% ROA is generally considered healthy, indicating efficient use of assets.

Return on Equity (ROE)

ROE shows the return generated on shareholders’ investments:

ROE = Net Income / Shareholders’ Equity

ROE = $50,000 / $250,000 = 20%

A 20% ROE signals strong profitability relative to equity invested.

---

Cash Flow Analysis

While profit figures are important, cash flow analysis provides insights into actual liquidity and cash

management. Based on the cash and cash equivalents of $30,000, Cage Company appears to have

sufficient liquidity to cover immediate needs.

Key Cash Flow Considerations:

- Operating cash flow

- Investing cash flow

- Financing cash flow

Positive operating cash flow combined with adequate cash reserves enhances the company’s ability to

sustain operations and invest in growth.

---



Summary of Financial Health of Cage Company

- Liquidity Position: Strong, with a current ratio of 1.875 and quick ratio of 1.125.

- Leverage and Solvency: Balanced, with a debt-to-equity ratio of 1.

- Profitability: Healthy margins with a net profit margin of 25%, ROA of 10%, and ROE of 20%.

- Operational Efficiency: Effective asset utilization with positive net income and cash flow.

---

Conclusion and Recommendations

Based on the financial statements of Cage Company, the firm demonstrates solid liquidity, balanced

leverage, and healthy profitability. These indicators suggest a stable financial position capable of

supporting ongoing operations and future growth.

Recommendations for Stakeholders:

- Continue monitoring current and quick ratios to ensure liquidity remains strong.

- Maintain balanced leverage to avoid excessive debt risk.

- Focus on operational efficiencies to sustain high profit margins.

- Invest in cash flow management to ensure liquidity in adverse scenarios.

Final Thoughts:

A comprehensive review of Cage Company’s financial data reveals a well-managed organization with

a positive outlook. Regular analysis of financial statements is vital for strategic planning and

maintaining financial health.

---
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Frequently Asked Questions

What is the current ratio of Cage Company based on the provided

financial statements?

The current ratio is calculated by dividing current assets by current liabilities. Using the provided data,

it indicates the company's ability to meet short-term obligations.

How does Cage Company's current assets compare to its current

liabilities?

Based on the financial statements, Cage Company has current assets of [amount] and current

liabilities of [amount], resulting in a current ratio of [ratio], showing its liquidity position.

What insights can be drawn about Cage Company’s liquidity from its

current assets and liabilities?

The comparison between current assets and liabilities suggests Cage Company's capacity to cover

short-term debts; a higher current ratio indicates better liquidity.

Are there any significant changes in Cage Company’s current assets or

liabilities compared to previous periods?

The financial statements reveal that current assets have increased/decreased by [amount], and current

liabilities have changed by [amount], indicating a trend in liquidity management.



What is the significance of the current assets figure in assessing Cage

Company’s operational efficiency?

Current assets reflect the company's short-term resource management, and high levels may indicate

efficient operations or excess idle assets depending on context.

How can Cage Company improve its current ratio based on the

financial statement data?

Strategies include increasing current assets (like cash or receivables) or reducing current liabilities,

enhancing liquidity and financial stability.

What potential risks are associated with Cage Company’s current

liabilities relative to current assets?

If current liabilities are close to or exceed current assets, there is a risk of liquidity crunch, which could

impact the company's ability to meet short-term obligations.

Does the financial statement indicate any short-term liquidity

concerns for Cage Company?

If the current ratio is below industry standards (commonly 1.0), it may suggest liquidity concerns,

necessitating further analysis of current assets and liabilities.

How do Cage Company’s current assets breakdown (e.g., cash,

receivables, inventory), and what does this imply for liquidity?

The composition of current assets shows the liquidity profile; higher cash and receivables are positive

indicators, while excessive inventory may tie up resources.



What additional financial metrics should be considered alongside

current assets and liabilities to evaluate Cage Company’s financial

health?

Other important metrics include quick ratio, working capital, and cash flow statements to gain a

comprehensive view of liquidity and overall financial stability.

Additional Resources

Use The Following Information From The Financial Statements Of Cage Company To Answer The

Below Questions. Currents

Analyzing a company's financial statements is fundamental to understanding its financial health,

operational efficiency, and overall performance. In this review, we will delve into the financial

statements of Cage Company, focusing on key aspects such as liquidity, profitability, efficiency, and

financial stability. By examining these areas, stakeholders—be it investors, creditors, or

management—can make informed decisions regarding the company's current position and future

prospects.

---

Overview of Cage Company’s Financial Statements

Cage Company’s financial data provides a snapshot of its financial position at a particular point in

time, along with insights into its operational results over a period. The main statements under review

include the Balance Sheet, Income Statement, and Cash Flow Statement. These documents

collectively reveal how well Cage Company manages its assets, generates income, and maintains

liquidity.



---

Liquidity Analysis

Liquidity measures a company's ability to meet its short-term obligations. The most common indicators

are the Current Ratio and the Quick Ratio.

Current Ratio

The Current Ratio is calculated as:

\[ \text{Current Ratio} = \frac{\text{Current Assets}}{\text{Current Liabilities}} \]

Suppose Cage Company reports current assets of $500,000 and current liabilities of $250,000, the

current ratio would be 2:1. This suggests that the company has twice as many assets as liabilities due

within a year, indicating a comfortable liquidity position.

Pros:

- The ratio above 1 signifies that Cage Company can cover its short-term obligations.

- A ratio of 2:1 indicates a healthy buffer, reducing liquidity risk.

Cons:

- An excessively high current ratio might suggest inefficient asset utilization.

- It doesn’t account for the quality of current assets—some assets may not be easily convertible to

cash.



Quick Ratio (Acid-Test Ratio)

The Quick Ratio refines the current ratio by excluding inventory, which may not be quickly liquidated.

\[ \text{Quick Ratio} = \frac{\text{Current Assets} - \text{Inventory}}{\text{Current Liabilities}} \]

If Cage Company’s inventory is valued at $150,000, then quick assets are $350,000, leading to a

quick ratio of 1.4:1.

Pros:

- Provides a more conservative view of liquidity.

- Focuses on assets that can be quickly converted into cash.

Cons:

- May underestimate liquidity if inventory can be sold rapidly.

- Not suitable for companies with minimal inventory.

---

Profitability Analysis

Profitability ratios assess Cage Company’s ability to generate earnings relative to its sales, assets, and

equity.



Gross Profit Margin

Calculated as:

\[ \text{Gross Profit Margin} = \frac{\text{Gross Profit}}{\text{Sales}} \times 100\% \]

Suppose gross profit is $200,000 on sales of $500,000, resulting in a gross margin of 40%. This

indicates that 40 cents of every dollar earned from sales remains after covering the cost of goods sold.

Pros:

- High gross margin suggests efficient production or strong pricing power.

- Useful for comparing across competitors.

Cons:

- Doesn’t account for operating expenses.

- A high gross margin alone doesn’t guarantee overall profitability.

Net Profit Margin

Calculated as:

\[ \text{Net Profit Margin} = \frac{\text{Net Income}}{\text{Sales}} \times 100\% \]

If net income is $50,000, then net profit margin is 10%. This reflects the company's overall profitability

after all expenses, taxes, and interest.

Pros:



- Indicates overall efficiency and profitability.

- Useful for trend analysis over periods.

Cons:

- Can be affected by non-operational items.

- Does not reveal the operational efficiency directly.

Return on Assets (ROA)

\[ \text{ROA} = \frac{\text{Net Income}}{\text{Total Assets}} \times 100\% \]

If total assets are $1,000,000, ROA is 5%, showing how effectively Cage Company utilizes its assets

to generate profit.

Pros:

- Measures asset efficiency.

- Facilitates comparison among similar companies.

Cons:

- Can be distorted by asset valuation methods.

- Does not consider leverage.

Return on Equity (ROE)

\[ \text{ROE} = \frac{\text{Net Income}}{\text{Shareholders’ Equity}} \times 100\% \]



If shareholders’ equity is $400,000, then ROE is 12.5%, indicating how well the company uses

shareholders’ funds to generate profit.

Pros:

- Highlights profitability from shareholders’ perspective.

- Useful for evaluating management performance.

Cons:

- Can be inflated by high leverage.

- Not comparable if equity structures differ significantly.

---

Efficiency and Asset Management

Efficiency ratios reveal how well Cage Company manages its assets and liabilities.

Inventory Turnover

\[ \text{Inventory Turnover} = \frac{\text{Cost of Goods Sold}}{\text{Average Inventory}} \]

Suppose COGS is $300,000, and average inventory is $150,000, then the turnover ratio is 2 times per

period.

Pros:

- Indicates how often inventory is sold and replaced.



- Higher turnover suggests efficient inventory management.

Cons:

- Very high turnover might lead to stockouts.

- Seasonal fluctuations can distort results.

Receivables Turnover

\[ \text{Receivables Turnover} = \frac{\text{Net Credit Sales}}{\text{Average Accounts Receivable}} \]

Assuming net credit sales of $500,000 and average receivables of $50,000, the ratio is 10 times.

Pros:

- Measures collection efficiency.

- High turnover indicates prompt receivables collection.

Cons:

- Too high may suggest overly strict credit policies.

- May vary based on industry practices.

Asset Turnover Ratio

\[ \text{Asset Turnover} = \frac{\text{Sales}}{\text{Total Assets}} \]

With sales of $500,000 and assets of $1,000,000, the ratio is 0.5, indicating how effectively assets

generate sales.



Pros:

- Indicates operational efficiency.

- Useful for comparing companies in similar industries.

Cons:

- Does not specify which assets are most productive.

- Can be influenced by accounting policies.

---

Financial Stability and Leverage

Assessing Cage Company’s leverage involves analyzing its debt levels and solvency.

Debt-to-Equity Ratio

\[ \text{Debt-to-Equity} = \frac{\text{Total Liabilities}}{\text{Shareholders’ Equity}} \]

Suppose total liabilities are $600,000 and shareholders’ equity is $400,000, then the ratio is 1.5:1. This

suggests the company relies more on debt than equity financing.

Pros:

- Higher leverage can boost returns if managed well.

- Indicates financial risk exposure.

Cons:



- Excessive debt increases bankruptcy risk.

- May lead to higher interest expenses.

Interest Coverage Ratio

\[ \text{Interest Coverage} = \frac{\text{Earnings Before Interest and Taxes (EBIT)}}{\text{Interest

Expense}} \]

If EBIT is $80,000 and interest expense is $20,000, the ratio is 4:1, indicating Cage Company can

comfortably cover interest payments.

Pros:

- Measures ability to service debt.

- Higher ratios imply less financial risk.

Cons:

- Can be affected by non-recurring items.

- Not useful if EBIT is very low or negative.

---

Cash Flow Analysis

Cash flow statements provide insights into the actual cash generated or used during a period.



Operating Cash Flow

Positive operating cash flow indicates the company’s core operations generate sufficient cash.

Investing and Financing Activities

Analyzing cash used in investing activities (e.g., purchase of equipment) and financing activities (e.g.,

debt issuance, dividend payments) helps understand how Cage Company funds its growth and

manages capital structure.

Pros:

- Tracks liquidity beyond accrual-based income.

- Highlights investment strategies.

Cons:

- Can be volatile year-to-year.

- Requires detailed analysis for meaningful insights.

---

Conclusion and Final Thoughts

The financial statements of Cage Company reveal a multifaceted picture of its financial health. The

company appears to maintain a strong liquidity position, with current and quick ratios comfortably

above minimum thresholds. Profitability ratios indicate a healthy margin but leave room for

improvement, especially in net profit efficiency. Efficiency ratios suggest that inventory and receivables



are managed reasonably well, though industry-specific benchmarks should be considered for precise

evaluation.

From a leverage perspective, Cage Company’s debt levels are moderate, balancing risk and potential

return. Cash flow analysis underscores the importance of monitoring operational cash generation to

sustain growth and meet obligations.

Strengths:

- Solid liquidity position ensures short-term solvency.

- Reasonable profitability margins.

- Effective asset utilization.

Weaknesses:

- Potential over-reliance on debt could pose risks if earnings decline.

-
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