Retail Store Industry Assignment

Family Dollar Stores, Inc

By: Tim Hetland

Headquarters:  Charlotte, NC

Web Site:  www.familydoller.com
Ticker:  FDO

Current Price:  $29.90

Traded:  NYSE

52 week Range: $23.75 – $37.25

Company Overview

Family Dollar Stores, Inc operates a chain of neighborhood retail discount stores (Over 4600) in 41 contiguous states in the Northeast, Southeast, Midwest and Southwest. The typical store has approximately 7,000 to 9,000 square feet of total area. The stores are in both rural and urban areas, and they are typically freestanding or located in shopping centers, and display highly visible red and white "Family Dollar Stores" or "Family Dollar" signs.  Hardlines (non-clothing consumables) accounted for approximately 75.5% through the third quarter of 2002 of the Company's sales. Softlines accounted for approximately 24.5% of sales.  Nationally advertised brand merchandise accounted for approximately 31% of sales, and most items of merchandise are priced under $10 The original predecessor of Family Dollar Stores, Inc., was organized in 1959 to operate a self-service retail store in Charlotte, North Carolina, and was incorporated in Delaware in 1969.

Management

Chairman of Board and Founder:  Leon Levine, founded in 1959

*10/02/02Family Dollar Stores, Inc. announced that Leon Levine has announced that he plans to retire as Chairman of the Board when his term expires at the Annual Meeting of Stockholders in January 2003.
President and CEO:
Howard Levine, Son of Founder




CEO since 1998, and with the company as management since 1996.

8 other board members, none related to founding family.

Business Outlook

In spite of lower consumer spending trends and a competitive retailing market, comparable store sales increased 8.2% over the 2nd quarter of 2002 and an average of 5.5% for current year.  Family Dollar is in a unique opportunity in that consumer’s appetite remains high.  Basically, consumers are steadfast on buying economically priced consumables.

Family Dollar total debt is ZERO, and capital expansions are funded primarily from cash flow and existing retained earnings.  Expansion of 525 stores for this year is a growth of 11 % in new stores, and the company is building it’s sixth distribution center.  Management has been sensitive to growth, improving supply chain methods through a new automatic replenishing system and continuous improvement engineering for receiving and stock processes.  Over the last three years both Operating costs and SGA expanses have decreased as a percentage of sales!  These are all current drivers of growth.  It seems the only factor that could work against the company would be and severe change in current market conditions and a paradigm shift of comsumer value perceptions.

Legal Proceedings

On January 30, 2001, Janice Morgan and Barbara Richardson, two individuals who have held the position of Store Manager for subsidiaries of the Company, filed a Complaint against the Company in the United States District Court for the Northern District of Alabama. The Complaint has been amended to add as plaintiffs five more individuals who have held the position of Store Manager for subsidiaries of the Company. The Complaint alleges that the Company violated the Fair Labor Standards Act by classifying the plaintiffs and other similarly situated current and former Store Managers as “exempt” employees who are not entitled to overtime compensation. Plaintiffs seek to recover for themselves, and also for other similarly situated current and former Store Managers who may wish to join this collective action, unpaid overtime compensation, prejudgment interest, liquidated damages, an award of attorneys' fees, costs and expenses, and such other relief as the Court may deem proper. The lawsuit is currently in the early discovery phase. The Company is vigorously defending this action. While the outcome of any litigation is inherently uncertain, the Company believes that the Store Managers are “exempt” employees under the Fair Labor Standards Act and have been properly compensated, and that the Company has meritorious defenses that should enable it to ultimately prevail

News

11/08/02:  The Company also reported that four current directors will not be nominees for re-election and their service as directors will end when their term expires on January 16, 2003, at the Annual Meeting of Stockholders. As previously announced, Leon Levine, the Chairman of the Board of the Company, will retire from the Company on that date. R. James Kelly, Vice Chairman and Chief Financial and Administrative Officer of the Company, and R. David Alexander, Jr., Executive Vice President and Chief Operating Officer of the Company, also are not nominees for re-election as directors. In view of recent corporate governance developments regarding the independence of directors the Nominating/Corporate Governance Committee and the Board of Directors believe that limiting the number of Company employees who serve as directors is appropriate.
10/09/02:  Family Dollar Stores, Inc. announced that its Board of Directors has authorized the Company to purchase from time to time, as market conditions warrant, up to 5,000,000 shares of Common Stock.
10/02/02:  First quarter ending November 30, 2002, and the fiscal year ending August 30, 2003, also is for sales in existing stores to increase in the 3% to 5% range. Assuming existing store sales increases in the 3% to 5% range, and with additional sales being generated by the opening of 575 new stores, the Company's plan is for net income per share of common stock to increase approximately 14% to 16% in the current fiscal year. Wall Street analysts on average are expecting the Company to earn $1.47 per share in the same period, according to Multex.

Ratio Comparisons Against Competitors – Copied From Lynn’s Report

	
	10-year
	5-year
	10-year
	Debt/
	Signature
	Relative
	Upside
	Total 

	
	Sales
	PTP
	EPS
	Capital
	P/E
	Value
	Potential
	Return

	BJ's Wholesale
	13.4%
	4.1%
	23.0%
	2.0%
	19.6
	49.0
	(18:1)
	14.9%

	Costco
	10.7%
	3.0%
	16.1%
	20.0%
	27.1
	90.8
	(1:1)
	9.3%

	Dollar General
	21.8%
	7.9%
	22.1%
	33.0%
	30.6
	63.1
	6.9:1
	5.2%

	Family Dollar
	13.7%
	7.7%
	15.2%
	0.0%
	22.1
	111.3
	2.6:1
	8.5%

	Fred's
	12.4%
	2.8%
	9.0%
	3.0%
	20.1
	156.2
	1.5:1
	7.3%

	Kohl's
	24.2%
	9.2%
	31.0%
	28.0%
	41.6
	86.5
	2.0:1
	13.0%

	Target
	9.5%
	5.3%
	20.0%
	59.0%
	22.0
	77.3
	4.0:1
	12.0%

	Wal-Mart
	15.9%
	5.1%
	15.5%
	40.0%
	33.5
	100.0
	1.6:1
	11.6%


Information gathered from Value Line:

	
	Insider
	5-year
	Proj.
	2001
	Buying
	Fin. Str.
	Earnings

	
	Ownership
	St Growth
	St. Growth
	Net Margin 
	Shares?
	Rating
	Predict. Rating

	BJ's Wholesale
	2.4%
	60.0%
	58.0%
	2.7%
	Y
	A+
	90

	Costco
	2.6%
	45.0%
	41.0%
	1.7%
	N
	B++
	90

	Dollar General
	15.4%
	103.0%
	57.0%
	4.2%
	N
	B++
	80

	Family Dollar
	9.4%
	60.0%
	59.0%
	5.1%
	N
	A+
	90

	Fred's
	15.3%
	66.0%
	98.0%
	2.1%
	N
	B++
	50

	Kohl's
	13.3%
	157.0%
	116.0%
	6.6%
	N
	A+
	100

	Target
	1.3%
	25.0%
	29.0%
	3.5%
	N
	A+
	80

	Wal-Mart
	38.9%
	44.0%
	49.0%
	3.0%
	Y
	A++
	90


SSG Judgments For Family Dollar

Family dollar has shown consistency in growth over the last 5 years with sales averaging 15 % range and EPS at 22%.  Management and Value Line agree that future sales and earning should grow at 14.5% and 15 % respectively.

The high P/E came to 29.6, under our max of 30, so I left it.  Low P/E was 14.6.  With a 2.21 high earnings per share and 1.10 low, My low price is 16.10.  Buy range then translates to 16.10-28.40. Current price is 29.90 as of 11/11/02, which puts us in a hold position.  Upside/downside ratio is 2.6 to 1, not very good with a relative value rather high at 111.8.  In comparison to the other companies reviewed by Lynn,  I would suggest a hold on this stock with buy below 28.4. 

