Running Head: FINANCE PROJECT                                                                                             1

FINANCE PROJECT                                                                                                                      7




Finance Project


Institution


Name


Date

Finance Project
Company Overview
	This paper analyzes Home Depot, the biggest retailer for home improvement products in the United States of America. Home Depot specializes in the supply of construction tools, products, and services software.  Other than the supply of construction products it also operates big-box format stores in areas such as   the United States of America, Puerto Rico, Virgin Islands, and territories Guam in the United States. Home Depot operates big-box format stores in Canada in over ten provinces, while in the Federal District of Mexico; it runs the big-boxes in over thirty states. The Home Depot operates a majority shareholding in the Home depot Pro, a company that operates over seventy distribution centers in the United States. Moreover, the company proposition was that of the development of the most massive superstores than any of its competitors in the United States.
Competitive Overview
	Lowe is the Home Depot’s primary competitor in the retail for home improvement products industry in the United States. As a supplier of home improvement products, Lowe competes with Home Depot for the market of home improvement products both in Canada and in the United States.
An analysis of various ratios for each of the companies will determine the strength that each company has in the competition for the demand for their products. The table below shows real-time values reported by Yahoo Finance tor the respective companies. 


Table 1: Financial Ratios
	Financial Ratios (2019)

	
	Home Depot
	Lowe

	Current ratio
	1.11

	0.98

	Quick ratio
	0.28

	0.11

	Inventory turnover
	5.1

	3.85


	Average collection period
	6.53

	0


	Total assets turnover
	2.46

	2.07

	Debt ratio
	104.27%

	89.44%


	Net profit margin
	10.28%

	3.24%


	Return on total assets
	25.12%

	6.30

	Return on common equity
	1417.59%
	44.87
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Table 1 above relates the performance of the two competitors: Home depot and Lowe using data collected from Yahoo Finance.  From the table, Home Depot recorded a higher current ratio of 1.11 as compared to Lowe’s 0.98. This indicates that Home Depot has a higher ability to meet current obligations with current assets than Lowe. In addition, the Home Depot recorded a higher quick ratio of 0.28 as compared to Lowe's 0.11, indicating that it has a higher ability to meet current obligations with the most liquid assets.  Based on inventory turnover also, Lowe trails the Home depot. This indicates that inventory is turned over during the period more frequently at the Home depot than it is at Lowe.  Home Depot reported an average collection period of 6.53, which is higher than one reported by Lowe at zero. This indicates that the number of days allowed to debtors before the collection of receivables is lower at Lowe than it is at Home Depot. Lowe reported a total assets turnover of 2.07, while the Home Depot reported the total assets turnover of 2.46. This indicates that Home Depot's ratio of sales to assets base is higher than that of its competitor, Lowe. The Home Depot reported a debt ratio of 104.27%, while Lowe reported a lower debt ratio of 89.44%. This indicates that the Home Depot leads in terms of the ratio of total debts to total assets. In terms of net profit margin, the Home Depot has a higher level of income generated as a percentage of revenue as compared to Lowe.  As per the analysis also, Lowe trails the Home Depot in terms of the return on total assets. This indicates that Home Depot has a high ratio of earnings before interest and taxes relative to the total net assets as compared to Lowe. Finally, Home Depot reported a higher return on common equity than Lowe. This indicates that the common investors of the Home Depot receive higher returns on their investment than their counterparts in Lowe.
Financial Overview
Income Statement Analysis
The table below is an extract of the Income statement reported by the Home Depot in the last three years ending 2019.
	Table 2: Home Depot Income Statements Extract for the year 2019

	 
	2019
	2018
	2017

	 
	$M
	$M
	$M

	Revenue
	108203
	100904
	94595

	Gross Profit
	37160
	34356
	32313

	Operating Income
	15530
	14681
	13427

	Net Income
	11121
	8630
	8630


(Yahoo Finance, 2019)
Table 2 above indicates that Home Depot reported a 7.2 percent increase in revenue reported in 2019 relative to the amount of income reported in the year 2018. The revenue reported in 2018 had risen by 6.7 percent in comparison with revenue reported in 2018. The gross profit reported in the year 2019 was 8.2 percent higher than the 2018 figure. The GP reported in 2018 represented a 6.3 percent rise. Operating income reported an upward trend of 4.4 percent in the year 2019 and 9.3 percent in 2018. Net income reported similarly rose by 2.9 percent in the year 2019 and 0 percent in 2018.
Balance sheet Analysis
The table below shows an extract of the balance sheet reported by the Home depot over the last three years.
	Table 3: Home Depot Balance sheets Extract as at end 2017

	 
	2019
	2018
	2017

	 
	$M
	$M
	$M

	Total Current Assets
	159,851
	139,660
	122,797

	Total Assets
	241,086
	193,468
	174,472

	Total CL
	64,527
	59,357
	49,647

	Total Liabilities
	168,692
	121,471
	94,389

	Total Stakeholders equity
	72,394
	71,997
	80,083

	Stakeholders Equity and Liabilities
	241,086
	193,468
	174,472



Table 3 above indicates that the Home Depot has recorded an upward trend in the value of total current assets over the last three years. The total assets also consistently rose during the previous three years. The current liabilities similarly have increased over the last three years. The total liabilities figure also rose over the last three years. The total stakeholder's equity dropped in the year 2018 but has regained an upward trend in 2019.
Interpretation of Findings
	The income statement analysis indicates that the Home Depot reported a decline in both revenue and gross profit reported in the year 2018 but regained an upward trend in 2019. The upward trend in operating income and net income indicates an excellent financial performance of Home Depot over the last three years. The balance sheet components also show an upward trend, which is an indication of an excellent financial position in the previous three years. 
Profitability and Management Effectiveness Analysis
	Return on assets is a measure of management effectiveness that indicates how well the assets of a firm are utilized to generate profits (Lan, 2012). Return on equity means how well the shareholder's equity is managed to create some income to the shareholder (Reuters, 2018). Profit margin indicates the extent to which sales revenue outweighs the expenses incurred in operation by a business (Lan, 2012). Operating margin as a measure of profitability indicates the fraction of income that remains after eliminating the operating costs (Lan, 2012). The table below shows a profitability and management effectiveness analysis for three firms.
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