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Company Background
Based in Menomonee Falls, Wisconsin, the 40-year-old department store chain is a hybrid between a full-line department store such as J.C. Penney and a discount chain like Target. It is most similar to Mervyn's. The company operates about 420 discount department stores, mainly in the Midwest and continues to grow there while rapidly expanding into other markets – Kohl's historically blitzes a market by opening all stores on the same day. Its stores sell name-brand and private label apparel, shoes, accessories and housewares.
Kohl's competes with both discount and mid-level department stores. A typical 85,000-square-foot Kohl's store stocks fewer mid-priced brands than other department stores, but many of the brands are exclusive. They stock brand names such as NIKE, Levi's, OshKosh B'Gosh and others not usually available to discounters, selling them at lower prices than other department stores. They keep costs down by locating in centers along busy highways. They also design stores to use wide aisles and centrally placed checkout counters to help customers get in and out quickly and keep staffing costs down. Company officials have said they intend to increase their emphasis on convenience and brand names to add 18 percent to 20 percent more stores each year – half of which will be in the West and South. Its rapid expansion has made it the fastest growing and one of the most profitable U.S. department store chains. 
Financial Highlights

· Sales have more than doubled from 3.06 billion to 7.48 billion in 5 years, growing at a rate of at 20% or more per year

*Figures expressed in billions of U.S. Dollars 

	Year 
	Sales 
	Sales
Growth
	EBITDA 
	% of
sales

	1997 
	3.060 
	28.1% 
	0.316 
	10.3% 

	1998 
	3.682 
	20.3% 
	0.408 
	11.1% 

	1999 
	4.557 
	23.8% 
	0.537 
	11.8% 

	2000 
	6.152 
	35.0% 
	0.779 
	12.7% 

	2001 
	7.489 
	21.7% 
	1.008 
	13.5% 


· For the 13 weeks ended 5/4/02, sales rose 26% to $1.87B. Net income rose 42% to $106.6M. Revenues reflect comparable store sales growth and the inclusion of revenues from new stores opened. Earnings also reflect higher gross margins
· Lots of insider trading activity (sell-offs) occurred 3/02 – 9 transactions involving more than 50,000 shares, 3 transactions involving more than 100,000 shares
	Financial Strength
	

	Quick Ratio
	1.11

	Current Ratio
	2.85

	LT Debt/Equity
	.37

	Total Debt/Equity
	.38


News

· Sept. 5, 2002 – Kohl's Corp reported that sales for the four-week period ended August 31, 2002 increased 19.4% over the four-week period ended September 1, 2001. On a comparable store basis, sales increased 4.0%. For the 30 weeks ended August 31, 2002, total sales were up 25.2% while comparable store sales increased 8.7%.

· August 31, 2002 – In August, Kohl's successfully opened eight new stores: two stores in South Carolina; two stores in Michigan and one store each in Ohio, Connecticut, Wisconsin, and Iowa. As of August 31, 2002, the Company operated 428 stores compared to 358 stores at the same time last year.
· August 22, 2002 -- WinningInvestments.com (www.WinningInvestments.com), a leading Internet-based stock information service specializing in covered call selections, recently selected Kohl's Corp. (NYSE: KSS) for potential covered calls in its August 21 Newsletter. (Available at the following link: www.winninginvestments.com/Newsletters.asp)
· August 20, 2002 – UBS Warburg adds Dai Nippon (7912.TK), Kohl's Corporation (KSS.N) and SK Telecom (17670.KS) to the Global 50 Highlighted Stocks list. (UBS Warburg, a business group of UBS AG (NYSE: UBS), is one of the largest financial services firms in the world with more than 70,000 employees in more than 40 countries.)

· Aug. 16--Kohl's Corp. reported a 43.8 percent jump in earnings for the second quarter Thursday, beating Wall Street's estimate by 2 cents a share. 

· August 16, 2002 – Kohl’ Corp. announced it is testing a new 60,000-square-foot store for smaller markets of populations of 100,000 people or less. (A typical Kohl’s store is between 80,000 and 90,000 square feet.)
Management

· CEO/Vice Chairman – R. Lawrence Montgomery
1. joined the company in 1988, appointed to the Board of Directors in 1994, promoted to chief executive officer in 1999
2. retail career began in 1972 and included executive management positions with L.S. Ayres, a division of May Department Stores, and Block's, a division of Allied Stores Corporation
· President – Kevin Mansell

1. joined company in 1982, promoted to general merchandise manager in 1987, promoted to senior executive vice president of merchandising and marketing in 1998, has served as president and director since 1999
2. retail career began 1975 with the Venture Store division of the May Department Store Company, where he held a number of positions in buying and merchandising.
· COO – Arlene Meier
· CFO/Exec. VP – Patricia Johnson 

· AXA Financial owns almost a quarter of Kohl's
· 13.3% of shares held by insiders
Misc.
· Kohl’s Corporate Management certified all previous financial statements as of 8/12/02
· Standard & Poors – Kohl's Corporation is an S&P Fortune 500 company

· Independent Auditors – Ernst & Young LLP, Milwaukee, Wisconsin

· Transfer Agent and Registrar – The Bank of New York, (800) 524-4458
· Kohl’s adopted a formal human rights policy in October 1996 entitled “Terms of Engagement for Kohl’s Business Partners,” which emphasized that no merchandise purchased by them will be manufactured through use of illegal labor conditions
Outlook

· Kohl’s will be entering the southwest market with 40 stores in Los Angeles, Phoenix and Las Vegas in 2003. Past history has shown great success in new markets such as the South and East Coast (Boston, Houston & Nashville, 2000–2002).
· Management is focused on a 20% increase in both net sales and net income per year. (realized 21.7% and 33.2% respectively in 2001)
· Management plans on continuing successful strategy of blending new store openings in both new and existing markets. (about 50/50)
· Existing stores are remodeled every 7-9 years keeping appearances fresh and current

Competition

	Financial Strength
	Kohl’s
	Sears
	JC Penney
	Target
	Dillards

	Quick Ratio
	1.11
	1.79
	.71
	.64
	1.07

	Current Ratio
	2.85
	2.20
	2.20
	1.49
	2.77

	LT Debt/Equity
	.37
	3.34
	.84
	1.09
	.80

	Total Debt/Equity
	.38
	4.70
	.84
	1.26
	.84

	Mgmt Effectiveness  
	
	
	
	
	

	ROE
	21.09
	24.75
	3.08
	20.35
	4.95

	ROI
	14.39
	5.21
	1.54
	9.12
	2.13

	Profitability
	
	
	
	
	

	Gross Margin
	34.32%
	36.88%
	29.30%
	32.04%
	32.71%

	Operating Margin
	11.45%
	5.43%
	1.08%
	5.74%
	1.91%

	Profit Margin
	6.83%
	3.61%
	.64%
	3.64%
	1.56%

	Valuation
	
	
	
	
	

	P/E Ratio  
	42.04   
	9.67  
	26.76
	20.39
	15.97


Judgments
· Historical sales growth: 24.2%
· Est. future sales growth capped: 20%
· Historical EPS growth: 31%
· Est. future EPS growth capped: 20%

· % Pretax Profit on Sales average for last 5 years: 9.2, trend UP 
· % Earned on Equity, average for last 5 years: 16, trend UP
· Present price of 71.52 is not in the buy range. I recommend placing KSS on watch list as year low 41.95 is within Buy range. 
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