1. [bookmark: _Toc162208547][bookmark: _Toc163310224][bookmark: _Toc163428063]Part B /Calculation of financial ratios

The following is an in-depth critical review of Walmart's financial performance for the most recent financial year. This will cover profitability, liquidity, gearing, and efficiency ratios:

 Financial details:
	NO
	$ in Millions 

	Net Income 
	13910

	Revenue 
	572750

	Current Assets 
	81070

	Current Liabilities 
	87,379

	Total Debts 
	58418

	Shareholders’ Equity 
	91891

	Average Total Assets 
	244,860



1.1. [bookmark: _Toc163310225][bookmark: _Toc163428064]Profitability Ratios:  

Profitability ratios measure the income of the company with respect to its income, assets, equity, and other financial metrics of the company. From the point of view of ascertaining financial soundness and also from the point of view of capacity for growth, distributing dividends, and luring in investors, they hold relevance.
Net Profit Margin
Formula: Net Profit Margin = (Net Income / Revenue) x 100
Net Profit Margin= (13910/572750) x 100= 2.4 %
Results
The Net Profit Margin at 2.4%, therefore, will imply that for every dollar realized as revenues, 0.024 dollars are actually retained as net income by Walmart. A Net Profit Margin of 2.4% would generally be acceptable within certain industries, particularly those that work with high volumes and low margins, two characteristics found in a majority of retail operations. This margin shows that Walmart management runs business operations effectively with high ability to turn sales into actual profit. Even at the scale of Walmart, even a small percentage is represented by a sizable absolute amount of profit. That can show, compared with the market averages and historical performance, if Walmart is raising the profitability, keeping stable, or maybe losing profitability. This should best be viewed within other financial metrics and operating factors that impact the overall picture in respect of financial soundness and performance of the organization.
1.2. [bookmark: _Toc163310226][bookmark: _Toc163428065]Liquidity Ratios:

Liquidity ratios look at the capability of a firm to meet short-term obligations using its current or quick assets. The high liquidity ratio would indicate that the current ratio of the company is 4 and 5 times larger than the actual current ratio in covering short-term debt.
Current Ratio
Formula: Current Ratio = Current Assets / Current Liabilities
Current Ratio= 81070/87,379= 0.92
Results
A Current Ratio of 0.92 means that Walmart has $0.92 of the current assets to cover every one dollar of the current liabilities. This kind of ratio, therefore, leads to a conclusion that the company may not offset its short-term obligations in full by using short-term assets. Generally, a Current Ratio of 1 and above would be considered satisfactory, since it means the company would be able to meet their short-term obligations without having to liquidate long-term assets or pumping in more money in the business. A Current Ratio falling below 1, as is the case with Walmart, should ring an alarm bell logically in the minds of the Company's Short-Term Liquidity and the ability to meet up with immediate financial obligation. Though it's important to note that this can be common in certain industries like retail, where typically working capital management is tighter. But this ratio should be taken in the context both of the industry average and historical performance of the firm. Further analysis related to the other liquidity ratios and cash flow and credit lines may be able to provide more complete clues with respect to the company's liquidity position. The ratio is one that both investors and creditors would be keen to look at where large changes may suggest some problems with liquidity. The size and market position, however, of Walmart could also mean that it might have ways of doing this effective management of short-term liabilities.
1.3. [bookmark: _Toc163310227][bookmark: _Toc163428066]Gearing (Leverage) Ratios:

Gearing ratios, sometimes called leverage ratios, take into consideration the proportion to which the operations of a firm are financed by equity as compared to creditor financing. This is of much use in order to gauge the financial structure and the level of the risk which the company has undertaken.
Debt-to-Equity Ratio
Formula: Debt-to-Equity Ratio = Total Debt / Shareholders' Equity
Debt-to-Equity Ratio: 58418/91891= 0.63
Results
A 0.63 Debt-to-Equity Ratio entails, for every $1 of equity, Walmart has $0.63 in debt. This signifies a moderate level of financial leverage. A lower Debt-to-Equity Ratio would generally be considered better because it would indicate a low risk of insolvency and suggest that the main part of the company's funding is provided from equity rather than debt. It means that Walmart's financing is balanced with a share of both parts of debt and equity but not overly depending on debt. What is more important is the fact that the ratio is also within the standards of industries. On the other hand, companies in the retail business always find themselves having a higher ratio since their operations are capital intensive. This is a ratio which the investors and creditors may evaluate with respect to the risk from the financial structure of the company. On the other hand, such a moderate ratio, like Walmart's, might be considered a very positive signal since the company is not plagued by the overhang of debt and enjoys a stable equity base. This ratio, of course, should be taken hand in hand with the rest of the financial metrics and general economic context to make some weighted judgments about the real financial soundness and risk of the company.Top of Form

1.4. [bookmark: _Toc163310228][bookmark: _Toc163428067]Efficiency Ratios:

Efficiency ratios are also called activity ratios. They point towards the effectiveness of management in the deployment of resources both internally and outside.
Asset Turnover Ratio
Formula: Asset Turnover Ratio = Revenue / Average Total Assets
Asset Turnover Ratio = 572750/ 244,860 = 2.33
Results
An Asset Turnover Ratio of 2.33 would mean that Walmart can generate $2.33 in revenue for each dollar of its asset. This evidently shows a high efficiency level of asset usage in revenue production. A higher ratio would indicate good use of assets by the company in generating sales. In the case of Walmart, a ratio of 2.33 is taken as good, more so for a retail company like it, where the investment into inventory and physical assets is huge. So, this ratio should be compared to industry averages and with competitors to judge this performance relative to others. For a retail giant like Walmart, due to its huge scale and very efficient operations, the expectation is that there should exist a higher asset turnover ratio. The ratio also indicates an indication of Walmart's inventory moving at a fast rate and the asset base yielding high volume sales in a base in both. This would be typical for successful retail businesses. Analysts and investors usually use this ratio to determine how the company is operationally efficient. A ratio as high as that for Walmart is generally appreciated, meaning that it effectively converts its assets to generate sales.
2. [bookmark: _Toc163428068]Evaluation of the ratios

Net Profit Margin (2.4%)
Reference 1: Brigham and Houston's "Fundamentals of Financial Management"
Brigham and Houston note that it is an important measure of profitability. Net profit margin, standing at 2.4%, might be treated as a small one for a retail giant in an industry with high margins, like Walmart. However, it is characteristic for the retail sector, which has its high-volume, low-margin business model.
Reference 2: Ross, Westerfield, and Jordan's "Fundamentals of Corporate Finance"
Here, Ross, Westerfield, and Jordan emphasize comparing the net profit margin against industry averages and its historical performance. With that said, they would also seem to take Walmart's 2.4% margin and use it as an indication of the operational efficiency of the firm at its scale and the ability to post profits despite the thin margins.
Current Ratio (0.92)
Reference 1: Gitman, Lawrence's "Principles of Managerial Finance"
For the current ratio that is less than 1, Gitman says it can be an indication of problems in liquidity. He goes on to indicate that a slightly less than ideal ratio might be nothing to be worried about for companies such as Walmart, with strong cash flows and inventory turnover. The company's ability to convert inventory quickly into cash provides a ratio even a little lower than 1 with some flexibility.
Reference 2: Brealey, Myers, and Allen's "Principles of Corporate Finance"
Brealey, Myers, and Allen would probably agree that the current ratio is useful as a liquidity indicator but should not be used alone. They would probably recommend that it is also necessary to assess the cash conversion cycle and the operational efficiency of Walmart to reach a more valid conclusion about the liquidity of the company.
Debt-to-Equity Ratio (0.63)
Reference 1: Titman, Keown, and Martin's "Financial Management: Principles and Applications"
Titman, Keown, and Martin observe that the debt-to-equity ratio is low when a company has a conservative strategy of financing and, correspondingly, low financial risk. The ratio of 0.63 of the company indicates balanced financing by optimal combinations of debt and equity capital without resorting to over-leveraging.
Reference 2: Damodaran's "Corporate Finance: Theory and Practice"
Damodaran might gauge Walmart's debt-to-equity ratio as a financial management signal. He could say that the moderate leverage by the company allows flexibility for growth initiatives and, at the same time, provides a firm base for the business.
Asset Turnover Ratio (2.33)
Reference 1: Kieso, Weygandt, and Warfield's "Intermediate Accounting"
Kieso, Weygandt, and Warfield term it as the efficiency measure. Ratio 2.33 of Walmart indicates that the company can effectively use assets in sales generation and is a determinant factor in the competition of the industry.
Reference 2: Horngren, Sundem, and Stratton's "Introduction to Management Accounting"
Horngren, Sundem, and Stratton would likely point to Walmart's high asset turnover ratio, in support of revenue generation. This shows a good sense of efficiency in the way it is able to manage its large asset base, such as inventory and stores.
3. [bookmark: _Toc163428069]Comparison with Competitor

Amazon financial report;
	NO
	$ in Millions 

	Net Income 
	-2,722

	Revenue 
	513,980

	Current Assets 
	146,791

	Current Liabilities 
	155,393

	Total Debts 
	169,900

	Shareholders’ Equity 
	146,043

	Average Total Assets 
	462,675



Here's a comparison of Walmart to Amazon based on the financial ratios calculated: so for calculation there is need to calculate Amazon’s financial ratios;

	Ratios
	Walmart
	Amazon

	Net Profit Margin
	2.4%
	-0.005%

	Current Ratio
	0.92
	0.94

	Debt-to-Equity Ratio
	0.63
	1.16

	Asset Turnover Ratio:
	2.33
	1.11









3.1. [bookmark: _Toc163428070]Net Profit Margin: 

· Its net profit margin of 2.4% indicates that there is a profit of $2.4 made per every $100 revenue. This shows that Walmart is working efficiently and controlling its expenses duly. 
· The net profit margin of Amazon amounts to -0.005%, indicating that it basically is breaking even with almost no profit out of every $100 revenue. This would perhaps be attributed to massive investment in the growth and expansion of the business, characteristics typical of most tech companies, of which Amazon is one.
3.2. [bookmark: _Toc163428071]Current Ratio: 

· Its current ratio of 0.92 would mean that Walmart slightly has current assets that are less than the current liabilities. The most probable will be a cause of short-term liquidity distress. However, the current ratios of retail firms are usually below one since they tend to have high inventory turnovers. 
· With a current ratio of 0.94, it indicates that Amazon holds slightly better short-term liquidity compared to Walmart. But, in absolute figures, it still is less than 1, indicating that Amazon also has more current liabilities than current assets.
3.3. [bookmark: _Toc163428072]Debt-to-Equity Ratio: 

· Walmart has a debt-to-equity of 0.63, showing that it holds debts at a moderate rate compared to equity. This may indicate that Walmart balances the approach to finance its operations with a mix of both debt and equity. 
· Amazon has a debt-to-equity ratio of 1.16, which is very high compared to Walmart. This implies that Amazon has far more dependencies on debts to finance their operations, either by very aggressive expansion and investment strategies.
3.4. [bookmark: _Toc163428073]Asset Turnover Ratio: 

· From this asset turnover ratio of 2.33, Walmart shows how it can be able to generate 2.33 dollars in revenues for every dollar in the asset. In the real sense, this is great performance showing how Walmart effectively runs its assets to a position where it can easily generate more sales. 
· Being 1.11, it points out the fact that the asset turnover ratio of Amazon is still lower in comparison to Walmart. That is to say, less income is being realized with every single dollar of asset on Amazon, probably because they have more investment in fixed assets, for example, technology infrastructure.
Overall, compared to Amazon, Walmart appears to be more operationally efficient and of higher profitability due to the larger values for net profit margin and asset turnover ratio. But the better current liquidity position is above Amazon, and does use more debt for financing, as indicated by above industry debt to equity. The financial performance and the strategy differences reflect different business models and different industry dynamics between the two companies.

4. [bookmark: _Toc163428074]Recommendations on improving the financial management.

The following, therefore, are recommended herein for use in the improvement of Walmart's way of managing its finances.
Enhance Profitability: While Walmart's net profit margin is positive, there is room for improvement.
The company could devise strategies that focus on reducing cost, including supply chain optimization for efficient operation, and use technology to minimize operational expenses. The second strategy will bring out efforts by the company to increase revenue through an expansion of its e-commerce operations and during market entry.
Improve Liquidity: With a current ratio below 1, it would bring out that Walmart has liquidity problems in the short term. The company should improve its current assets or decrease current liabilities. An increase might take place through better management of inventory, negotiation of longer terms of payment with suppliers, or refinancing short-term debt with long-term debt.
Optimize Debt Management: Even though the debt-to-equity ratio of Walmart stands at a reasonable level, the management has to take due care that the debt level is under a close check and always remains at a manageable level. In this circumstance, Walmart can undergo debt restructuring or refinancing to benefit from low interest rates or a change in borrowing terms.
That is, the firm has the responsibility to make sure that there is a healthy balance of its debt financing with equity financing, not to over-leverage.
Maximize Asset Utilization: The high ratio of asset turnover at Walmart indicates efficient use of assets. However, the company should continue looking at ways through which asset utilization can be further optimized. This may come from investments in technologies to enhance inventory management and/or re-engineering store layouts for improved customer flows—or even divestitures of underperforming assets.
Focus on Strategic Investments: Walmart should focus its investments and continue in areas moving in line with long-term growth objectives, which include e-commerce, technology, and sustainability initiatives. Such a scale may allow the company to weigh every investment's merits and assure them of making a profit with competitive advantages.
Strengthen Financial Planning and Analysis: The Company should improve the quality of its financial planning and analytical capabilities in order to be able to forecast future financial performance better and even identify some of the risks that may be forthcoming. Use of advanced analytics tools and development of sophisticated financial models may be part of it. This will help in streamlining the financial management of Walmart and improving its overall financial performance for a better position towards success in the competitive industry of retail.

