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Company Review

Wal-Mart Corporation, headquartered in Bentonville, Arkansas, is the world’s largest retailer as measured by total revenues. During fiscal year 2002 (ended January 31, 2002) they had net sales of $217.8 billion. Wal-Mart currently operates in all 50 states in the US, as well as internationally.

As of July 31, 2002, the Company had 1,611 Wal-Mart stores, 1,156 Super Centers, 

34 Neighborhood Markets and 512 Sam’s Clubs in the United States. Internationally, the Company operated units in Argentina(11), Brazil(22), Canada(196), Germany(96), South Korea (12), Mexico(575), Puerto Rico(18), the United Kingdom (255) and under joint venture agreements in China (20).

2002 was not a good year. Still, Wal-Mart managed to achieve two very impressive feats: increasing revenue by 13.8% over the previous year in the face of economic adversity, and constructing almost 200 new stores.


During fiscal 2002, approximately 84% of the Wal-Mart discount stores’ and Super Centers’ merchandise was shipped from Wal-Mart’s 72 distribution centers of which 32 are general merchandise distribution centers, 20 are grocery distribution centers, 8 are clothing distribution centers, and 9 are specialty distribution centers.

Current Developments:

Wal-Mart increased sales by 13.1% from 2nd quarter 2001 to 2nd quarter 2002.  EPS were up 23%, not including a several-point benefit from the accounting changes.  And Comps were up 6.1%. 

International sales as a percentage of total Company sales increased from 15.8% in 2nd quarter 2001 to 16.2% in 2nd quarter 2002.

Proxy Information:

Walmart’s directors only serve one-year terms.  Of the 15 directors, 5 are associated with Wal-Mart Corporation.  Of these, only 2 are Waltons.  And none of these 5 are on the compensation or auditing committees.

Related Party Transactions:  

Frank Robson is related to the Waltons by marriage.  He owns 5% of the common stock, and owns the property and buildings under 6 Wal-Mart stores.  Rent paid per year is approximately $2 million.
Steve Friedman, an outside director, has a family business called Manhattan Products.  They did $8 million in business with Wal-Mart last year.  

During the past fiscal year Springdale Card & Comic Wholesale, which is owned by the son of director David D. Glass, had sales to the Company of $363,492.

There are several Walton family members that, combined, hold a substantial amount of company stock.  Per the Proxy, Wal-Mart also likes to exercise stock options.  While I don’t like to see this, I don’t have the expertise to analyze it.  So, I choose to let this go.

Ernst & Young LLP, Wal-Mart’s independent auditors,

Business Outlook
Negative Influences on the Company:  

In the 2002 Letter to the Shareholders, Lee Scott began by saying, “We began the year following one of the worst holiday seasons in recent memory. Sluggish consumer spending, rising unemployment, the energy crisis and the events of September 11 all converged to make the year a very challenging time in retailing.”

”Almost five years ago, we set a "total shareholder return target" of 15 percent. We did not achieve our goal in the last fiscal year. However, since we established this objective, our compound annual return has averaged 17.9 percent.”

“Market risks relating to our operations result primarily from changes in interest rates and changes in currency exchange rates.”

Lots of Legal Action:

There are over 40 class-action lawsuits pending in various states against Wal-Mart.  They mostly cover discrimination against women for promotions, pay, training and job assignment, and forcing employees to work “off the clock” and failure to provide adequate work breaks.  At the time of the writing of this report, I didn’t have a chance to dig into these practices to see if they have ceased.

Positive Influences on the Company:

Wal-Mart seems to be very big in its charitable contributions.  This is a sign of good corporate governance when a company gives back to the community.


Even though lawsuits prevail, Wal-Mart made this year’s lists in Fortune Magazine: 

"100 Best Places to Work."

"America's Most Admired Companies."

And, a survey by Teenage Research Unlimited found that 58 percent of children 8 to 18 declared Wal-Mart as their favorite place to shop for clothes.
Wal-Mart’s core competencies and hidden advantages include their expertise in logistics and information technology.  These are keys to their success.

This year began on a much better note. Wal-Mart is working to achieve its 15 percent total-shareholder-return target.

Future Drivers of Growth:

During August 2002, the Board of Directors approved a share repurchase program from $3 billion to $5 billion.  Buy-back programs, especially long-term programs, are always good for earnings.

Domestically, the Wal-Mart division plans to open approximately 45 to 55 new discount stores and 200 to 210 new Super Centers. This represents a continued acceleration of Super Center unit expansion and reflects the strong consumer acceptance and financial results from the format.  Relocations or expansions of existing discount stores will account for approximately 140 of the Super Centers, while the remainder will be built in new locations. The company plans to continue front loading the timing of openings as started two years ago and plans to open 85 to 90 percent by the end of the third quarter. 

The Company will further expand its Neighborhood Market concept by adding approximately 20 to 25 new units in the upcoming fiscal year. 

Other Services, or those that are in partnership with other companies, round out the companies plans for adding revenue.  They are:

Inexpensive film developing
Uploading of digital photos to their site for processing
A Joint Venture with Thrifty Rental Car
Filling Prescriptions
Gift Registry 
Tires and Automotive
Online DVD Rentals
Online ISP Service

Vacation/Travel Services
Wal-Mart or Sam’s Mastercards
Not to mention buying any store product online!

Ratio Comparison to Competitors

Information gathered from the Stock Comparison Guide:

	
	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 Wal-Mart
Wal-Mart has had some pretty substantial growth over many, many year.  Even in one of their worst years – fiscal year 2002 to pick one – they managed to grow “revenues” at 13.8% and earnings at 23%.  Per Value Line, they have grown EPS 17% over the last 10 years and 18% over the last 5.  Company officials seem confident they can continue to grow earnings at a 15% clip, so I’m inclined to go along with that.  I choose 15% earnings growth for both sales and earnings.  Besides, they are increasing their Super Centers by at least 17% in Fiscal 2003, alone.  

I capped the High P/E at our normal 30, and I used the 10-year average Low P/E of 22.3.  I also used the “next 4 quarters EPS” of $1.90, rather than 2002’s EPS of $1.49.  This gave me a low price of $42.40.  

Results and Recommendation

At a price of $55.33 on October 17, 2002, the stock has a relative Value of 100% (EVEN!).  The upside ratio is 2.7:1, with a buy-below price of $54.30.  At this price, the return would be between 9.1% and 12.6%, on P.A.R. and Total Return.

In order to get a 3:1 ratio and a 15% return, we would have to buy the stock below $50.46.  It’s a good quality stock—one of the best.  I recommend a buy below $50.00.
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