Retail Store Industry Assignment

Target Corporation

“Expect More, Pay Less”

Company Review

Target Corporation, formerly Dayton Hudson Corporation, is a general merchandise retailer, comprised of three operating segments: Target, Mervyn's and Marshall Field's. Target, an upscale discount chain, contributed 82% of the Company's 2001 total revenues. Mervyn's, a middle-market promotional department store, contributed 10% of total revenues. Marshall Field's, including stores formerly named Dayton's and Hudson's, is a traditional department store located in eight states in the upper Midwest. It contributed 7% of total revenues.

Division Information

Target

Target is a family-oriented discount retailer. The Company operates approximately 1,000 Target stores in 46 states. Stores are usually one level, and average 126,000 square feet. Stores typically emphasize basic merchandise, including apparel, personal care products, home decorating products and automotive items.

The Company also operates SuperTarget stores, which combine grocery and general merchandise in a supercenter format. SuperTarget features the Company's Archer Farms Market products and related services, including in-store bakery, butcher, deli and prepared foods departments. Other offerings include a coffee bar, as well as banking, pharmacy and photo studio services.

Mervyn's

Mervyn's is a middle-market promotional department store. It emphasizes name brand and private label casual apparel and home soft goods. There are 267 Mervyn's stores in 14 states across the southern and western United States. An average store comprises 75,000 square feet. Half of the stores are located in regional malls. The rest are in community shopping centers, strip centers and freestanding locations.

Marshall Field's

Marshall Field's operates 64 department stores in eight states located in the North and Midwest. Fashion is the core of Marshall Field's product offerings. Its trend experts identify, research and predict fashion and home trends to ensure a wide assortment of products. Through its Website, marshallfields.com, Marshall Field's offers shopping conveniences such as credit card applications, gift certificates, a bridal registry, gift search and an assortment of merchandise.

target.direct

The Company's direct merchandising and electronic retailing organization, target.direct, operates four Websites that support the store and catalog brands in an online environment. target.direct also produces five retail catalogs.

Target Corporation also owns Associated Merchandising Corporation, which sources the apparel and hard lines merchandise for the Company. It also provides international sourcing for a number of retailers.

Current Developments:

As of 8/02, the Company operated 1,107 Target locations, 264 Mervyn's locations, and 64 Marshall Field's locations throughout the U.S. For the 26 weeks ended 8/3/02, revenues rose 14% to $19.66 billion. Net income rose 31% to $689 million. Revenues reflect increased revenues at Target due to the opening of new stores. Earnings also benefited from improved operating margins.

Q3 Earnings Announcement on Thursday, November 14, 2002 at 9:30 CST.
Proxy Information:

No director’s share the same last name.  Youngest director is 49, oldest is 59.  CEO, Robert Ulrich, has been CEO since 1994.

Business Outlook

Negative Influences on the Company:  

Target Corp. Lowers Short-Term Outlook - Oct 10, 2002
Target Corp. announced that sales for the Company were well below its plan for the month of September and as a result, the Company has modestly lowered its near-term expectations for sales and earnings. No particular figures were provided. Wall Street analysts on average were expecting the Company to report earnings per share of $0.30 on revenues of $10.31 billion for the third quarter and earnings per share of $0.77 per share on revenues of $14.52 billion for the fourth quarter, according to Multex.

&nbsp; Target Corp. Trims September Same-Store Sales Forecast-DJ - Oct 01, 2002
Dow Jones reported that Target Corp. said it expects same-store sales for September to be slightly below last year's levels. Target had planned for a 3% to 5% increase in same-store sales for its discount Target stores and a slightly smaller increase for the Company as a whole, due mainly to slower growth at two other divisions.
Positive Influences on the Company:

Target Corporation October Sales Up 9.8 Percent 

Target Corporation today (11/7) reported that its net retail sales for the four weeks ended November 2, 2002 increased 9.8 percent to $3.145 billion from $2.866 billion for the four-week period ended November 3, 2001. Comparable-store sales increased 1.5 percent from October 2001.

Consistent Dividend Payments

The fourth quarter dividend will be the company's 141st consecutive dividend paid since October 1967, when the company became publicly held.
Future Drivers of Growth:

Continuing to invest in brands and infrastructure – in 2001 invested $3.2 billion in new store construction, remodeling, and more sophisticated technology and distribution capabilities

Innovative new programs – launched Target Visa card – first mass-scale application of smart card technology in the US aimed at deepening relationships with guests, driving merchandising, and increasing profitability.

Plan to increase square footage by 12 per cent in 2002.  Part of this is attributable to putting 25 fully-prototype Target stores in locations that were formerly Bradlees of Montgomery Wards.  2002 plan doubles number of multi-level stores and includes 30 new SuperTarget locations.  (40% of 2002 growth will be from SuperTarget stores.)

Numerous supply chain initiatives: shortening inventory lead times, reducing costs, delivering more consistent in-stock levels, expediting distribution of Top 1000 items, working more collaboratively with vendors, and piloting a Planning, Forecasting, and Replenishment program.

SSG Judgments for Target

I capped Target’s sales at 13%, in line with historical earnings and current forecasts.  They expect to grow square footage 12% in 2002.  If they maintain this level in 2003 and maintain same store sales at 1.5%, this comes out to about 13%. 

I capped earnings at 13% - in line with what they expect to earn this year.  They believe that they will increase earnings 14.8 percent over the long-term, but I took a conservative estimate.

I took the 5-year high P/E of 28 and the 10 year low of 14.5.  This gave me a buy below of $41.20.

Results and Recommendation

I do not recommend this stock.  In Section 2 of the SSG, profits are even and earnings are trending lower.  The stock is in the buy range, the relative value is at 80.3, and 

the upside to downside is 5.4 to 1.  Overall, they seem to have a decent model, but I’m not convinced that they have a sufficiently aggressive growth plan.
Q3 Earnings Announcement on Thursday, November 14th, 9:30 CST.

PAGE  
1

