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COMPANY BACKGROUND:

Costco began operations in 1983 in Seattle, Washington.  Costco Companies Inc. was a result of merging with the Price Co. in 1993; Price pioneered the membership warehouse concept.   In January 1997, after a spin-off of most of its non-warehouse assets to Price Enterprises, Inc., the Company changed its name to Costco Companies, Inc. On August 30, 1999, the Company reincorporated from Delaware to Washington and changed its name to Costco Wholesale Corp.

Costco currently operates a cash and carry business with 401 warehouses including 295 in the United States, 60 in Canada, 15 in the United Kingdom 5 in Korea, # in Taiwan, 3 in Japan and 20 in Mexico. and of course the company also has Costco Online electronic commerce web site.  The company reports to have 86,000 employees as of September 2nd 2001.  The average warehouse has 137,000-sq. ft. without elaborate facilities.  Costco operates membership warehouses based on the concept that offering members very low prices on a limited selection of nationally branded and selected private label products in a wide range of merchandise categories will produce high sales volumes and rapid inventory turnover. This rapid inventory turnover, when combined with the operating efficiencies achieved by volume purchasing, efficient distribution and reduced handling of merchandise in no-frills, self service warehouse facilities, enables Costco to operate profitably at significantly lower gross margins than traditional wholesalers, discount retailers and supermarkets.  Costco buys nearly all of its merchandise directly from manufacturers for shipment either directly to Costco's selling warehouses or to a consolidation point ("depot") where various shipments are combined so as to minimize freight and handling costs.  
FINANCIAL HIGHLIGHTS:

Net sales for fiscal 2002, the 52 weeks ended September 1, 2002, were $ 37.99 billion, an increase of 11 % from $34.14 billion during the prior 52-week fiscal year ended September 2nd 2001. 

Net income for the 16-week fourth quarter increased 30% to $247.4 million, or $.52 per diluted share.  Net income for fiscal 2002 increased 16% to $7000.0 million Posted on 10-10-02 the company reported net sales of $3.59 billion for the five weeks ended October 6,2002, an increase of 10% from $3.26 billion in the same five-week period of the prior fiscal year.

LOCAL NEWS:  

On the local news from a manager of Costco is the Roseville area in Minnesota is trying to put up a new store but Walmart is trying to do the same even though the city wants a Costco warehouse Walmart being the big one is taking the matter to court.  The Mpls.and St. Paul area is to have two new warehouses opening on a same day next year. 

MANAGEMENT:

Officers and Directors include President and CEO: James D Sinegal, Chairman: Jeffrey H. Broman 

There are 10,000 stockholders.  Officers and Directors own 2.6 % of stock 

Costco has 40 Million Card Owners

OUTLOOK:  

Value line stated the company has added more than 100 warehouses.  As there memberships mature they should contribute to profits.  Costco has trimmed its new club expansion plan and will be back filling existing markets.   Prospects for the next 3 to 5 years appear bright.  

Earning Estimates calculated by Fist Call with a consensus recommendation: 2.3 Consensus 5-yr growth Rate of: 14..9%

COMPETITION: 

There is a rapidly changing and highly competitive merchandising industry.  Wal-Mart has become the largest retailer in the United States and the world.  Target has also emerged as a retail competitor there is allot of warehouse clubs across the U.S. and Canada such as Home Depot, Office Depot, Pet Smart Circuit City Toys-R-Us, Barnes and Noble.

REGULATION:

Certain state laws require that the company (Costco) apply minimum mark-ups to its selling prices for specific goods, such as tobacco products and alcohol prices, with restrictions and compliance with certain prices.  It is the policy of Costco to sell at lower than manufactures’ suggested retail prices.  By refusing to sell to the company or to other purchasers that do not adhere to these suggested retail prices. To date, the company believes that it has not been materially effected by its inability to purchase directly from such manufacturers.  

Certain States, Counties and municipalities have enacted or proposed laws and regulations that would prevent or restrict the operations or expansion plans of certain large retailers and warehouse clubs.  The company believes that, if enacted, such laws and regulations could have a material adverse effect on the company’s operations.

JUDGMENTS:

Historical Sales Growth: 10.7%

Estimated Future Sales Growth: 10.0 %

Historical Earnings Per Share Growth: 16.1%

Estimated Future Earnings Per Share Growth: 14.0 %

% Pre-tax Profit on Sales average for last 5 years: 3.0 trend even.

% Earned on Equity, average for last 5 years: 13.6 trend down.

Average High P/E, next five years: 

Average Low P/E, next five years:

Up-Side Down-Side Ratio: 2.7 to 1

I really enjoy working at Costco and think this company has a future.

