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Part 1 - Ratio Analysis

1. Cash Ratio
a. The Cash Ratio is a measure of liquidity that shows rather the company is able to meet its current obligations only with cash and equivalents. 
b. The formula is: Cash Ratio = Cash + Cash Equivalents / Current Liabilities
c. In other words, a cash ratio equal to one would mean that the company has the perfect amount of cash and equivalents to cover its current liabilities. On average, a higher cash ratio is good; but if it is too high, it can in indicate inefficient cash allocation. 
d. Home Depot: 0.08 (2022), 0.12 (2023), 0.17 (2024)
e. Lowe’s: 0.07 (2022), 0.009 (2023), 0.08 (2024)
f. In these cases, both companies have ratios that are lower than 1. This is not necessarily bad, and it can happen for many reasons; among them, it can happen with companies that have long term contracts with its creditors, well managed inventory, etc. 
g. Recommendation: When comparing both companies’ Cash Rations, I would recommend Home Depot Stock. It has shown, for the years analyzed, a higher ratio, indicating that it has comparatively more cash at hand to cover its current liabilities. The difference is not significant, but having more cash at hand is usually beneficial for companies.
2. Net Profit Margin (NPM)
a. Net Profit Margin is a % measure of how much net income is generated per dollar of revenue earned. 
b. The formula is: NPM = NI/Revenue * 100
c. In other words, it is a realistic measure of a business’s profit expressed as a % of its revenue. 
d. Home Depot: 10.87 (2022), 10.87 (2023), 9.92 (2024)
e. Lowe’s: 8.77 (2022), 6.63 (2023), 8.94 (2024)
f. Recommendation: When comparing both companies’ Net Profit Margin, I would recommend buying Home Depot Stock. Over the years analyzed, Home Depot has consistently reported a higher NPM than Lowe’s, indicating greater profits per dollar of revenue collected. For example, in 2023, Home Depot’s NPM was 10.87%, whilst Lowe’s was 6.63% for the same year. That means that per dollar of revenue collected, Home Depot’s profit was almost five cents ($0.0424) higher than Lowe’s – and, based on the other years, this performance seems to be a trend.
3. Inventory Turnover
a. The Inventory Turnover ratio shows how many times, in a given period, a company has sold and replaced its inventory. On average, a high turnover ratio indicates a large number of sales, whilst a lower ratio can indicate lower sales levels. Ratio results that are too high or too low can indicate understocked or overstocked inventory, relative to demand.
b. The formula is: Inventory Turnover = COGS/ Avg. Value of Inventory
c. Home Depot: 5.19 (2022), 4.46 (2023), 4.44 (2024)
d. Lowe’s: 3.8 (2022), 3.59 (2023), 3.25 (2024)
e. Recommendation: When comparing both companies’ Inventory Turnover ratios, I would recommend buying Home Depot Stock. It consistently outperformed Lowe’s figures, which indicates higher levels of sales and can translate into higher earnings. 


Figure 1.0: Inventory Turnover Ratio for Home Depot and Lowe’s over three years.

4. Debt-Assets Ratio
a. The Debt-Assets ratio shows the total amount of debt that a company has relative to its total assets; in other words, it shows the percentage of the company’s assets that have been financed with debt.
b. The formula is: Debt-Assets = ST Debt + LT Debt / TA
c. Home Depot: 64.65 (2022), 66.18 (2023), 68.61 (2024)
d. Lowe’s: 65.82 (2022), 86.93 (2023), 96.05 (2023)
e. Recommendation: When comparing both companies’ Debt-Assets ratios, I would recommend buying Home Depot Stock. The main reason for this choice is based on Lowe’s ratio in 2023 of 96.05. This ratio is very high, and it shows that almost all of Lowe’s’ assets are financed with debt. This means that the company is highly leveraged, and that it has many contractual debt payments that need to be made. In the case of debt, if said payments are not made, the company runs the risk of being forced into bankruptcy. Therefore, I would not recommend buying Lowe’s stock, as it presents a higher risk of loss of the initial investment.  

Figure 2.0; Debt-Assets Ratio for Home Depot and Lowe’s over three years. As shown in the graph, Lowe’s ratio is very close to the 100% mark, indicating that most of its assets are financed with debt. 

5. P/E Ratio (2024 only)
a. The Price-to-Earnings (P/E) ratio compares a company’s share price to its earnings per share (EPS). It is an important metric used by investors to determine if a company’s stocks are undervalued or overvalued, and to benchmark performance among different companies. A high P/E can indicate that the company is overvalued (high price in comparison to earnings), or if investors expect it to grow. 
b. The formula is: P/E = Mkt value per share/ EPS
c. Home Depot: 3.67
d. Lowe’s: 2.89
e. Recommendation: When comparing both companies’ P/E ratios, I would recommend buying Home Depot Stock. For the year 2024, Home Depot’s P/E indicates that per $0.0367 invested in Home Depot’s stock, they can expect to receive $1 in earnings back. Although this is a higher cost than Lowe’s $0.0289, the higher P/E can also indicate that investors expect the company to grow. In this case, based on the low-price difference and the expectation for growth, I would recommend purchasing Home Depot stock. 

Part 2 – Two Additional Analyses

· First, Analyst recommendations, analyst target prices and current stock prices; second, P/E analysis. Source: finance.yahoo.com (2025 data)
a. Home Depot
i. Analyst Recommendations: Buy
ii. Analyst Target Prices: $437.81
iii. Current Price: $417.60
iv. Trailing P/E: 28.55
b. Lowe’s
i. Analyst Recommendations: Buy
ii. Analyst Target Prices: $281.52
iii. Current Price: $271.12
iv. Trailing P/E: 22.40
c. Recommendation: Based on analyst recommendations and earnings expectations, I would reaffirm my recommendation to purchase Home Depot stock. Home Depot outperformed Lowe’s in every ratio analysis in the previous section, which pertained to 2022, 2023, and 2024. In this section, the analyst and earnings information were drawn from 2025 data, which shows an improvement in Lowe’s performance since 2025 and an overall positive analyst sentiment towards it. Even so, Home Depot has consistently performed well in past years, and analysts remain confident that it will continue to do so. We can enhance this comparison by examining the potential benefits of these two stocks in relation to the analyst recommendations. For Home Depot, the potential upside is (437.81-417.60)/417.60*100 = 4.84%; meanwhile, Lowe’s’ potential upside is (282.52 - 271.12)/271.12*100 = 4.20%. When comparing these two numbers, Home Depot stock is the better investment, as it promises a higher upside. 
d. Beyond that, we can compare the Trailing P/E ratio for both companies. As we stated previously, a higher P/E can indicate that the company is overvalued, or that the price is high as investors expect the company to grow in the future; similarly, a low P/E can signify that the stock is undervalued, meaning that the company is trading at a cheaper value than its earnings. With this and the other analysis in mind, we can conclude that investors perceive Home Depot stock as more valuable - and as having a higher potential for growth - than Lowe’s stock.
e. Based on the analyst recommendation and current P/E information, I would recommend purchasing Home Depot stock over Lowe’s.
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