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Bed Bath & Beyond Inc. (BBBY)

Industry: Retail (Special Lines)

Trader: NASDAQ
Auditor:  KPMG LLP

Market Cap:  $12.4 billion (Large Cap)

COMPANY OVERVIEW:

Bed Bath & Beyond sells a broad range of competitively priced name brand better quality domestics and home furnishings including bed linens, towels, cookware, small electronics and housewares.   With the acquisition of Christmas Tree Shops (2003) and Harmon Associates (2002), home decor, giftware, food, paper goods, seasonal products, and health and beauty products have been added to the inventory.  Operating 592 Bed Bath & Beyond stores in 44 states and Puerto Rico, 30 Harmon Stores in 3 states and 24 Christmas Tree Shops (CTS), BBBY employs 29,000 employees, including part-timers.  Debt-free, the Officers& Directors own 3.0% of shares.   BBBY is included in the Standard & Poor's 500 Index and the NASDAQ-100 Index.  The company is also counted among the Fortune 500, the Forbes 500 and the Business Week 50.  In the April BI's edition, BBBY was number 18 on the Top 200 list of stocks.   
BUSINESS OUTLOOK:

           First Quarter 2004(May)
First Quarter 2003(May)



Net Earnings 


42.7% over 2003


Net Sales       


23.2% over 2003

Comparable store sales
  5.1% over 2003


EPS



$0.27 vs. $0.19 in 2003

Value Line reports a 10 year history of annual averages of 30% growth in sales and 31% growth in earnings.  The S.S.G. produces the classic "railroad track" pattern.  Value Line
now projects a 23%  long-term earnings growth. The analyst consensus was that BBBY earnings will grow at an average annual rate of 21.6% over the next five years.  Merrill Lynch believes that BBBY is one of the best run companies in our coverage universe.  

They see early warning signs of impending maturity.   Management sees them as well and is taking a number of steps to change the transition from rapid growth to slower growth. Merrill Lynch is forecasting EPS growth at 16-22% over the next three years

over the 25-36% EPS growth that BBBY reported.  Standard & Poor's prediction is 18-20% in sales for fiscal 2005, and EPS 21% higher than fiscal year 2004. 
Management believes that its relatively small share of the home goods market presents opportunities for growth.   The decline of traditional department stores and the housing boom have benefited the Company in gained sales.
EXPANSION:

As of February 28, 2004, BBBY has leased sites for 57 new stores planned for opening in fiscal 2004 or 2005.  Management has announced plans to open nearly 90 new stores in fiscal 2004 (ending Feb. 28, 2005).  Seventeen new stores opened during the fiscal first quarter.  Expansion into international markets is being looked into. BBBY usually locates stores in strip shopping centers and free-standing buildings.  The expansion program has been financed through internally generated funds.

COMPETITION:

Linen 'n Things is BBBY closest competitor.  Cost Plus, Williams-Sonoma, Ross Stores and TJX are among the key competitors.  Wal-Mart, Pier 1 Imports, Kmart, Target, Sears, May, & J. C. Penney are also competitors.
MARKETING STRATEGY:


1.   Offer everyday low prices that beat competing department stores by up to 


       40%.


2.  Emphasis on customer service.


3.  Maintain a large selection of merchandise.


4.  Ship stock directly to the stores, reducing warehouse & distribution center 

     costs.


5.  Low advertising costs by using flyers, mailings and word-of-mouth exposure.


6.  Using decentralized store structure allowing store managers more say


      in operations, thereby reducing manager turnover.

JUDGEMENTS:

According to Value Line dated 8-13-04, the company's financial strength is A++, and earnings predictability 100. I chose a conservative 15% in both estimated future sales growth and earnings per share growth.  The average high P/E at 30.0 and low P/E at 23.1 is also conservative.  Pre-tax profit margins on sales is trending upwards, while earned equity is trending downward.  The upside-downside ratio is 5.8 to 1.  The relative value is 81.8%, and the P.A.R. is 15.2%.  At the current price of $37.64 the stock is in the buy range.
RECOMMENDATION:

In comparison with its competitors, BBBY is far above the rest.  I recommend a buy 

below $42.7.
