3

To: Potential investor 
From: Financial analyst 
RE: Stock market recommendations
[bookmark: _GoBack]The financial ratios of various companies are important in making investment decisions. The financial ratio gives an insight into the company’s financial information as well as financial performance. The financial ratios of different companies can also be compared by investors before making an investment decision as a way of assessing the more profitable investee (Bar-Niv, & Smith, 2017). The financial information of the target corporation gives various insights into the performance of the company in the last two years.  The various ratios calculated in this analysis include the liquidity ratios, solvency ratios as well as profitability ratios. The ratios of Target corporation are compared to one of the main competitors in the retail industry, Walmart Inc. to identify the company with the most profitable stock for a potential investor. 
The liquidity ratios of a business can translate to the ability of a business to meet its financial goals in the short term. It is also an indicator of the company's operation under short-term economic conditions. These include current, quick as well as cash ratios. The current ratio is calculated from current assets and current liabilities (Saleem, & Rehman, 2019). Companies with a higher current ratio usually use cash in financing assets instead of long-term debts. The company can also deal with short economic downturns easily. The current ratio for the target corporation in 2019 and 2020 were 0.83 and 0.89. Walmart on the other hand has a current ratio of 0.8 and 079 for 2019 and 2020 respectively. Target corporation has a higher current ratio than Walmart Inc. hence Target corporation would be a favorable organization to invest in in the short term. Higher quick ratios are also preferred in short-term investments. Target has a higher quick ratio compared to Walmart for the two years. The quick ratio for the organizations was relatively equal in 2019 but Target was better in 2020 with 0.24 against 0.20 for Walmart Inc.
The solvency ratios are also important indicators of a business’s financial performance based on financial leverage (Bar-Niv, & Smith, 2017). The solvency ratios are an indicator of the ability of various business owners to finance business operations through debt and equity. The debt ratio shows how well a business has managed to use cash rather than debt in financing its operations. Calculated as a percentage, a lower debt ratio is always preferred. The debt to equity ratio also indicates the ratio of debt to investors' financials.  Target corporation has a higher debt to equity ratio compared to Walmart Inc. in both years. The 2020 debt to equity ratios for Target and Walmart were 0.97 and 0.59. Since lower solvency ratios are preferred, Walmart would be a better company to invest with. 
The profitability ratios are an indicator of the company earnings from the sale of goods and services. Profitability is calculated as a percentage and companies with a higher profitability ratio are better to invest with. The gross profit margin indicates how well a business makes money for its expenses and reinvesting in its operations (Saleem, & Rehman, 2019). The gross profit margin for Target corporation was 28.39% and 28.86% for 2019 and 2020 respectively. Walmart on the other hand had 25.1% and 24.69% for respective years hence Target is a better company to invest with. 
Investing with Target corporation is a better option than Walmart Inc. Although Walmart had better solvency ratios, Target corporation had higher liquidity ratios and profitability ratios. This makes it a better investee due to its ability to deal with short-term economic downturns as well as a higher level of profitability and income generation.
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