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Lowe’s Companies
Market Capitalization: $36,879.3 billion

Industry: Specialty Retail

Sector: Consumer Discretionary

Valueline: 
Timeliness 2



Safety        3



Technical  3

Business Summary

Lowe’s Companies operates a chain of building materials and home improvement superstores in 42 states.  Major product categories include: appliances, lumber and ply wood, outdoor fashion, nursery, millwork, cabinets, furniture, shelving, fashion electrical, tools, flooring, fashion plumbing, hardware, and paint.   In addition to positive sales trends, the homebuilding supplier’s bottom line has also increased due to margin expansion, lower inventory costs, and product mix improvements.  

Despite uncertainties regarding the overall U.S. economy, the housing industry has been stable, aided in part by low mortgage rates.  Since approximately one-third of homeowners use the equity taken from their refinancing efforts to spend on home improvement projects, homebuilding material suppliers, like Lowe’s, should continue to benefit from this trend.

In addition to new stores, programs aimed at increasing special orders sales, commercial business, and installation sales should fuel Lowe’s capacity for growth.  At present, this issue offers great appreciation potential over the next ten-year investment horizon. 

Financial Data/Ratio Comparisons

For the six months ending August 2, 2002 sales rose 30.4% to $13,958,259,000 over the previous six months.  Net Income rose 73.4% using the same period and base.  Revenues reflect increased industry sales and new marketing campaigns by Lowe’s.  Lowe’s main competitor is Home Depot, we used them for the benchmark.
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	RATIO COMPARISON
	 

	
	

	Valuation Ratios
	Company
	Industry
	Sector
	S&P 500
	HD

	P/E Ratio (TTM)
	27.1
	22.25
	27.77
	24.79
	19.01

	P/E High - Last 5 Yrs.
	46.41
	68.88
	49.66
	49.26
	80.13

	P/E Low - Last 5 Yrs.
	19.64
	18.66
	17.04
	16.83
	18.83

	
	

	Beta
	1.22
	1.3
	0.95
	1
	1.36

	
	

	Price to Sales (TTM)
	1.42
	1.28
	2.29
	2.98
	1.17

	Price to Book (MRQ)
	4.5
	3.83
	3.65
	4.45
	3.31

	Price to Tangible Book (MRQ)
	4.5
	4.05
	5.71
	7.4
	3.38

	Price to Cash Flow (TTM)
	18.7
	16.95
	16.91
	18.48
	15.38

	Price to Free Cash Flow (TTM)
	108.81
	16.96
	25.32
	26.12
	16.17

	
	

	% Owned Institutions
	81.08
	62.03
	48.84
	61.97
	61.17

	
	
	
	
	
	

	
	
	
	
	
	

	Dividends
	Company
	Industry
	Sector
	S&P 500
	HD

	Dividend Yield
	0.18
	0.57
	2.35
	2.19
	0.7

	Dividend Yield - 5 Year Avg.
	0.3
	0.35
	1.32
	1.32
	0.33

	Dividend 5 Year Growth Rate
	8.24
	20.71
	5.38
	8.28
	27.18

	
	

	Payout Ratio (TTM)
	4.85
	10.73
	15.02
	27.42
	12.65

	
	
	
	
	
	

	
	
	
	
	
	

	Growth Rates(%)
	Company
	Industry
	Sector
	S&P 500
	HD

	Sales (MRQ) vs Qtr. 1 Yr. Ago
	22.21
	14.86
	9.85
	6.48
	11.67

	Sales (TTM) vs TTM 1 Yr. Ago
	20.62
	17.98
	9.07
	2.64
	17.53

	Sales - 5 Yr. Growth Rate
	20.79
	21.14
	19.7
	11.57
	22.35

	
	

	EPS (MRQ) vs Qtr. 1 Yr. Ago
	40.77
	32.62
	23.66
	21.8
	27.55

	EPS (TTM) vs TTM 1 Yr. Ago
	40.45
	34.48
	14.11
	8.71
	31.75

	EPS - 5 Yr. Growth Rate
	24.88
	23.91
	13.24
	8.79
	24.59

	
	

	Capital Spending - 5 Yr. Growth Rate
	26.56
	23.08
	17.33
	10.69
	23.23

	
	
	
	
	
	

	
	
	
	
	
	

	Financial Strength
	Company
	Industry
	Sector
	S&P 500
	HD

	Quick Ratio (MRQ)
	0.46
	0.67
	0.81
	1.09
	0.77

	Current Ratio (MRQ)
	1.6
	1.58
	1.39
	1.64
	1.57

	LT Debt to Equity (MRQ)
	0.49
	0.21
	0.8
	0.73
	0.07

	Total Debt to Equity (MRQ)
	0.5
	0.22
	0.94
	0.98
	0.07

	Interest Coverage (TTM)
	12.17
	12.01
	6.66
	10.33
	176.5

	
	
	
	
	
	

	
	
	
	
	
	

	Profitability Ratios (%)
	Company
	Industry
	Sector
	S&P 500
	HD

	Gross Margin (TTM)
	29.52
	30.61
	39.96
	47.28
	30.47

	Gross Margin - 5 Yr. Avg.
	27.58
	29.2
	39.98
	48.33
	29.26

	
	

	EBITD Margin (TTM)
	11.34
	11.29
	21.3
	20.31
	11.30

	EBITD - 5 Yr. Avg.
	9.29
	9.98
	21.78
	22.22
	10.26

	
	

	Operating Margin (TTM)
	8.28
	9.27
	10.94
	17.73
	]9.85

	Operating Margin - 5 Yr. Avg.
	6.43
	8.11
	11.84
	18.41
	8.99

	
	

	Pre-Tax Margin (TTM)
	8.28
	9.31
	8.04
	14.93
	9.92

	Pre-Tax Margin - 5 Yr. Avg.
	6.43
	8.11
	12.17
	17.31
	9.00

	
	

	Net Profit Margin (TTM)
	5.2
	5.8
	5.86
	9.93
	6.15

	Net Profit Margin - 5 Yr. Avg.
	4.08
	5
	7.72
	11.37
	5.50

	
	

	Effective Tax Rate (TTM)
	37.26
	37.75
	36.84
	33.55
	38.02

	Effective Tax Rate - 5 Yr. Avg.
	36.6
	38.51
	40.06
	35.76
	38.89

	
	
	
	
	
	

	
	
	
	
	
	

	Management Effectiveness (%)
	Company
	Industry
	Sector
	S&P 500
	HD

	Return On Assets (TTM)
	9.01
	11.36
	5.1
	6.4
	12.72

	Return On Assets - 5 Yr. Avg.
	8.11
	11.26
	6.73
	8.04
	13.14

	
	

	Return On Investment (TTM)
	11.94
	15.56
	7.08
	10.22
	17.53

	Return On Investment - 5 Yr. Avg.
	11.04
	14.61
	9.2
	12.89
	16.74

	
	

	Return On Equity (TTM)
	18.9
	19.27
	11.53
	18.42
	19.29

	Return On Equity - 5 Yr. Avg.
	16.18
	18.21
	15.79
	21.85
	19.49

	
	
	
	
	
	

	
	
	
	
	
	

	Efficiency
	Company
	Industry
	Sector
	S&P 500
	HD

	Revenue/Employee (TTM)
	283,520
	245,265
	821,744
	546,061
	223,969

	Net Income/Employee (TTM)
	14,733
	14,009
	75,847
	593,748
	13,773

	
	

	Receivable Turnover (TTM)
	127.13
	51.75
	15.82
	9.61
	54.23

	Inventory Turnover (TTM)
	4.45
	5.18
	15.71
	10.83
	5.57

	Asset Turnover (TTM)
	1.73
	1.95
	1.22
	0.98
	2.07


Recent News 

Atlanta- October 7, 2002 (Reuters.com)- Home improvement retailer Lowe's Cos. (NYSE:LOW - News) said it expects to increase the number of exclusive product arrangements it has with suppliers.  The move to product exclusivity is "a direction we're heading in," Dale Pond, executive vice president of merchandising at the Wilkesboro, North Carolina, retailer, told Reuters in an interview late on Friday.

WILKESBORO, N.C., October 29, 2002 (PRNewswire-FirstCall) -- Lowes.com, the award- winning web site of Lowe's Home Improvement Warehouse, extended its reach today by offering its 600-project, "how-to" library in Spanish, the first home improvement retailer to do so. Spanish-speaking homeowners can visit Lowes.com and select from more than 600 home improvement and repair projects online. From installing a water heater to organizing a closet, the online descriptions walk customers through a series of easy steps to help them feel more confident when tackling new home improvement projects.  "Lowe's has always been committed to finding new ways to help our customers reach their home improvement goals," said Meg Armstrong, Lowe's director of internet marketing. "The Spanish 'how-to' library is a good example of our commitment to our growing Latino-Hispanic customers, especially those who are not fluent in English." 

Multex.com September 27, 2002- Lowe's Companies, Inc. announced that due to the continued success of its store expansion, as well as several internal sales and efficiency initiatives, the Company expects to increase revenue by 18 to 19% annually, and grow earnings per share by 19 to 20% annually over the next two years. The Company's third quarter comparable store sales continue to track within its guidance of 3 to 5%. As a result, the Company is comfortable with the upper end of the earnings per share guidance of $0.39 to $0.40 for the third quarter and $1.74 to $1.75 for the current fiscal year. Wall Street analysts on average are expecting the Company to earn $0.40 per share in the third quarter and $1.75 per share in the current fiscal year.

Models:
Risk-Free Rate:




4.095%

S&P 500 (10 year average return, rm):

7.930%

Beta:






1.22

1. DDM Model

K=rf+B(rm-rf):  8.77%

Earnings 1993: .22

Earnings 2002: 1.75

ge=(1.75/.22)^(1/10)-1=23.04%

Average ROE: 15.45% (4 year average)

Average Retention: 1-[(.147+.147+.153+.17)/4]=84.55%

gr: ROE*retention ration (b)=.1545*.8455=13.06%

Average g= (.1306+.2304)/2=18.05%

k<g

This stock has experienced high growth rates in the last 4 years, so new assumptions will have to be made using a multistage growth model.

2. Multistage Growth Model

Since the company seem to be in a period of high growth (ROE>15%), we will use the multistage model to calculate its price.

Assumption: 5 years of supernormal growth, where g=18.05%

3. No Growth

P0=E0/k=1.75/.0877=19.95

4. P/E Model

Average P/E 25

Expected EPS (VLIS) 1.75

P0=19.95

5 year EPS 3.55

Projected High Price for the next 5 years 25*3.55=88.75

Lowest Price in last 4 years 10.80

Current Price 47.10

5. Valuepro.net

Intrinsic Value 24.90

Growth Rate 22%

Risk Free 4.095%

WACC 8.46

6. Valueline Model

	ROIC
	14.00%

	ROE
	17.00%

	EPS
	1.75

	Long Term Debt
	3800

	Share Holder Equity
	9795

	Total Capital
	13595

	Dividend
	0.08

	Growth Rate
	20.00%

	Capital in 10 years
	84176.66

	shares in 10 years
	794

	Capital/share in 10 years
	106.0159

	EPS in 10 years
	14.84223

	P/E in 10 years
	25

	Future Price in 10 years
	371.0558

	
	

	Price to Buy now (low)
	90.48339

	Price to Buy now (high)
	92.95524

	
	


This means that we should buy shares up to a price of $91.  We arrived at this conclusion using conservative estimates.  Since the stock is currently trading lower than $91 it falls into the purchasing range.

7. Recommendation

Buy 106 shares @ $47.10=$4992.60

Downside Review $37.68

Stop Loss $35.32 (25%)

Upside Review $58.87

Prepared by Ellen Huebner and Kevin Conlon

