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| Wal-Mart Stores, Inc.: On Becoming
| the World’s Largest Company (2002)

| James W. Camerius

Reﬂ:ding on the events of 2001, Lee Scott, President and CEO of Wal-Mart Stores, Inc,,
was struck not only by how disappointing a year it was, but also how positively the
company had responded to one of the most challenging times in its history. The year began
after one of the worst holiday seasons (end-2000) in recent memory. Sluggish consumer
spending, rising unemployment, the energy crisis, and the terrorist events of September 11,
2001 21l had converged to make the year a very difficult time in retailing.

Lee Scott was only the third CEQ in the entire history of Wal-Mart when he was clected to
the position in 2000 Its first CEO, Sam Walton, had built the company from the ground up.
During the 12 years that David Glass, the previous CEO, held the position, sales grew from $16
billion to $165 billion. Lee Scott had been personally recruited by David Glass 21 years before,
from a Springdale, Arkansas, trucking company to come to Wal-Mart as the manager of the
truck fleet. In his years at Wal-Mart, Glass had established himself s a leader, an innovator,
and a team player. He had served as Chief Operating Officer (COO) and Vice Chairman of the
company. He was aware that there were tremendous opportunities to serve new markets with
the company’s stores. His management mandate was to drive the company to a new level of
success in domestic and international markets. David Glass continued to be active in the firm
as Chairman of the firm's executive committee.

lart: A Maturing Organization

[

In 2002, Wal-Mart Stores, Inc., of Bentonville, Arkansas, operated mass merchandising retail
stores under a variety of names and retail formats, including Wal-Mart discount department
stores; Sam’s Wholesale Clubs, wholesale/retail membership warehouses; Neighborhood
Markets, small grocery/drug store formats; and Wal-Mart Supercenters, large combination gro-
cery and general merchandise stores in all 50 states. In the International Division, it operated its
own stores in Canada, Mexico, Argentina, Brazil, Germany, South Korea, United Kingdom, and
Puerto Rico, plus stores in China operated through joint ventures. It was not only the nation’s
largest discount department store chain but also had surpassed the retail division of Sears,
Roebuck, and Co. in sales volume as the largest retail firm in the United States. It was also con-
sidered the largest retailer in the world, with sales of $217.8 billion in 2001. The McLane
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Company, Inc., a Wal-Mart subsidiary, sold a wide variety of groceries, nongrocery products,
and institutional food services to a variety of retailers, including selected Wal-Marts, Sam’s
Clubs, and Supercenters. In 1999, Discount Store News honored Wal-Mart as “Retailer of the
Century.” In 2000, Fortune magazine named it as one of the “100 Best Places to Work” In 2001,
it was ranked number three in Fortunes annual lst of “America’s Most Admired Companics”
and fifth on the list of Fortune's “Global Most Admired Companies.” Sales for the year ending
January 31, 2002, were approximately $218 billion, making Wal-Mart Stores, Inc., the largest
company in the world, as measured by annual revenue.

A financial summary of Wal-Mart Stores, Inc, for the fiscal years ended January 31,2002,
and January 31,2001, is shown in Exhibits 1 and 2. An 11-year financial summary for the fis-

cal years ended January 31,1992, to January 31,2002, is shown in Exhibit 3.
Exhibit 1

Consolidated Income Statements: Wal-Mart Stores, Inc.
(Dollar amounts in millions except per share data)

Fiscal Years Ending January 31" 2002 2001 2000
Revenues
Net sales $217,799 191,329 $165,013
Other income, net 2013 1,966 1,7%
219,812 193,295 166,809
Costs and expenses
Cost of sales 171,562 150255 129,664
Operating, seling, and general and administrative expenses 36173 31550 27,040
Interest costs.
Debt 1,052 1,095 756
Capital leases 274 279 266
209,061 183,179 157.726
Income before income taxes, minority interest, and
cumulative effect of accounting change 10,751 10,16 9,083
Provision for income taxes
Current 372 3,350 3476
Deferred 185 342
3897 e
Income before minority interest and
cumulative effect of accounting change 6854 6424
Minority interest 183) 129)
Income before cumulative effect of accounting change 6671 6295

Cumulative effect of accounting change, net tax benefit of $119
Netincome
Net income per common share

Basic net income per common share

Income before cumulative effect of accounting change s 149 $ 141 5 125
Camulative effect of accounting change, net of tax - - 0.04)
Netincome per common share 5 149 sl 5121
Average number of common shares 4,465 4465 4451
Diluted net income per common share
Tncome before cumulative effect of accounting change s 149 s 140 5125
Cumulative effect of accounting change, net of fax 0.04
Net income per common share 5 1 § 10 § 120
Average number of common shares (millions) 4481 4484 4474
Note

1.The company's iscalyearis Eebruary through January

‘Source: Wal-Mart annual reports,
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Exhibit 2
Consolidated Balance Sheets: Wal-Mart Stores, Inc. (Dollar amounts in millions)
Fiscal Year Ending January 31" 2002 2001
Assets
Current assets
Cash and cash equivalents 2,161 $2,054
Receivables 2,000 1,768
Inventories
At replacement cost 21,644
Less LIFO reserve 202
Inventories at LIFO cost 24
Prepaid expenses and other 1291
Total current assets 26,555
Propety, plant, and equipment, at cost
Land 9,433
Building and improvements 24537
Fixtures and equipment 12,964
‘Transportation equipment 879
7813
Less accumulated depreciation 10,19
Net property, plant, and equipment 37,617
Property under capital lease
Property under capital lease 4,626 4620
Less accumulated amortization 1432 1,303
Net property under capital leases 3,194 3317
Other assets and deferred charges
Net gooduwill and other acquired intangible assets 8,595
Other assets and deferred charges 860
Total assets 83,451

Liabilities and shareholders’ equity
Current Liabilities

Commercial paper §743 52286
Accounts payable 15,617 15,092
Accrued liabilities 7174 6,355
Accrued income taxes 1,343 841
Long-term debt due within 1 year 2257 4234
Obligations under capital leases due within 1 year 148 141
Total current liabilities 27282 28,949
Long-term debt 15,687 12,501
Long-term obligations under capital leases 3,045 3,154
Deferred income taxes and other 1128 1043
Minority interest 1,207 1,140

Shareholders' equity
Preferred stock ($0.10 par vlue; 100 shares authorized, none issued)
Common stock ($0.10 par value; 11,000 shares authorized, 4,453

and 4.470 issued and outstanding in 2002 and 2003, respectively) 445 7
Capital in excess of par value 1484 1411
Retained earnings 34441 30,169
Other accumulated comprehensive income _(0,268) (684)
Total sharcholders’ equity 35,102 3133
Total liabilities and shareholders’ equity $83,451 578,130

Note
1 The company’s iscal year s February through January.

Source: Wal-Mart Stores, Inc, 2002 Amnual Report,
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Exhibit 3
Financial Summary: Wal-Mart Stores, Inc.
(Dollar amounts in millions except per share data)

11-Year Finapcial Summary

Fiscal Year Ending January 31 2002 2001
Net sales! $217,799 $191,329 $165,013
Net sales increase: 14% 16% 20%
Domestic comparative sore sales increase 6% % 8%
Other income, net 2013 1,966 1,796
Cast of sales 171,562 150255 129,664
Operating, selling, and general and administrative expenses 36,173 31,550 27,000
Interest costs

Debt 1052 1,095 756

Capital leases 274 279 266
Provision for income tazes 3,807 3,692 3338
Minority interest and equity in unconsolidated subsidiaries (183) (129) a70)
Cumulative effect of accounting change, net of tax a98)
Netincome 377
Per share of common stock

Basic net income 149 141 121

Diluted net income 149 140 120

Dividends 028 021 0.20
Financial position
Current assets $ 28246 § 26555 524356
Inventories at replacement cost 2,719 21,644 20,71
Less LIFO reserve 135 202 378
Inventories at LIFO cost 2614 21442 19,793
Net property, plant, and equipment and capital leases 45,750 40,954 35969
Total assets 83451 78,130 70,349
Carrent lisbilities 27282 28949 25,803
Long-term debt 15,687 12,501 13,672
Long-term obligations under capital leases 3,05 3,154 3,002
Shareholders’ equity * 35,102 31343 25834
Financial ratios
Cureent ratio 10 09 09
Inventories/working capital 25 ©.0) 137)
Return on assets 8.5% 8.7% 9.5%
Return on shareholders’ equity _201% 20%
Other year-end data
Number of U.S. Wal-Mart stores 1,647 1736 1,801
Number of UsS. Supercenters 1,066 888 721
Number of U.S, SAM’S Clubs 500 475 63
Namber of U, Neighborhood Markets 31 19 7
International units 1170 1071 1,004
Number of associates 1,383,000 1,244,000 1,140,000
Number of shareholders of record (as of March 31) 324,000 317,000 307,000
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Exhibit 3
Financial Summary: Wal- Mart Stotes, Inc. (confinued)
(Dollar amounts in millions except per share data)

1999 1998 1997 1996 1995 1994 1993 1922
s137,63¢  $117,958 $104,859 $93,627 $82,494 867,344 $55484 943,887
17% 12% 12% 13% 2% 21% 26% 35%
9% 6% 5% 4% % 6% 1% 10%
1574 1341 1319 1146 914 645 97 404
108,725 93,438 83,510 74,505 65,586 53,44 4175 34,786
22,363 19,358 16,946 15,021 12,858 10,333 8321 6684
529 555 629 692 520 31 143 3
268 229 216 196 186 186 180 153
2740 2115 1,794 1,606 1,581 1,358 L7 945
as3) 78) @) (13) 4 @ 4 0]
4430 3,526 3,056 2740 2,681 233 1995 1609
0.99 0.78 067 0.60 059 051 044 035
0.99 078 0.67 0.60 059 051 044 035
0.16 0.14 011 0.10 0.09 0.07 0.05 0.04
s2132  § 19352 $ 17,993 $17,331 815,338 $12,114 $10198  § 8,575
17,549 16,845 16,193 16,300 14415 11,483 9,780 7,857
473 348 296 31 351 169 512 473
17,076 16497 15,897 15,989 14,064 1014 9,268 7,384
25973 23,606 20524 18,894 15874 13,176 9,793 643
49,99 45384 39,604 37,541 32819 26,441 20,565 15,443
16,762 14460 10,957 11,454 9,073 7,406 6,754 5,004
6,908 7,191 7,709 8,508 74871 6,156 3073 1722
2699 2483 2,307 2,092 1838 1,804 1772 1,556
211218503 17143 14,756 12,726 10,753 8759 6,990
13 3 6 15 5 16 15 17
39 34 23 27 26 23 27 21
9.6% 85% 7.9% 7.8% 9.0% 9.9% 111% 12.0%
24% 19.8% 192% 199% 228% 2.9% 253% 26.0%
1,869 1921 1,960 1,995 1,985 1,950 1,848 1714
564 441 344 239 147 7 E 10
51 443 436 33 426 a7 256 208
4 — s . = = . —
75 601 314 276 226 2 10 —
901000 825000 728,000 675,000 622,000 528,000 434000 371,000
261000 246000 257,000 244000 259,000 258,000 181,000 150,000
Note:

1. Notes were deleted.

Source: Wal-Mart annual reports.
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The Sam Walton Spirit

Much of the success of Wal-Mart was attributed to the entrepreneurial spirit of its founder
and Chairman of the Board, Samuel Moore Walton (1918-1992). Many considered him one of
the most influential retailers of the century.

Sam Walten, or “Mr. Sam,” as some referred to him, traced his down-to earth, old-fash-
ioned, home-spun, evangelical ways to growing up in rural Oklahoma, Missouri, and
Arkansas. Although he appeared to be remarkably unconcerned about his roots, some sug-
gested that it was his simple belief in hard work and ambition that had “unlocked countless
doors and shwered upon him, his customers, and his employees . .. the fruits of ... years of
Iabor in building [this] highly successful company””

“Our goal has always been in our business to be the very best,” Sam Walton said in an inter-
view, “and, along with that, we believe that in order to do that, you've got to make a good situa-
tion and put the interests of your associates first. If we really do that consistently, they in turn
will cause ... our business to be successful, which is what we've talked about and espoused and
practiced” “The reason for our suceess” he said, “is our people and the way that they're treated
and the way they feel about their company” Many have suggested it was this “people first” phi-
losophy, that guided the company through the challenges and setbacks of its early years and
allowed the company to maintain its consistent record of growth and expansion in later years.

A unique, enthusiastic, and positive individual, Sam Walton was “just your basic home-
spun billionaire;"a columnist once suggested. “Mr. Sam is a lfe-long small-town resident who
didn't change much as he got richer than his neighbors.” he noted. Walton had tremendous
energy, enjoyed bird hunting with his dogs, and flew a corporate plane. When the company
was much smaller, he could boast that he personally visited every Wal-Mart store at least once
ayear. A store visit usually included Walton leading Wal-Mart cheers that began, “Give me a W,
givemean A" To many employees, he had the air of a fiery Baptist preacher. Paul R. Carter,
2 Wal-Mart Executive Vice President, was quoted as saying, “Mr. Walton has a calling.” He
became the richest man in America, and by 1991 had created a personal fortune for his family
in excess of $21 billion. In 1999, despite a division of wealth, five family members were stll
ranked among the richest individuals in the United States.

In late 1989 Sam Walton was diagnosed as having multiple myeloma, or cancer of the
bone marrow. He remained active in the firm as Chairman of the Board of Directors until his
death in 1992. A son, S. Robson Walton, held the position of Chairman of the Board of
Directors in 2002.

Corporate Governance

Exhibit 4 lists the 16 members of Wal-Mart’s board of directors. Four are internal members
(1) S. Robson Walton, Chairman, (2) David D. Glass, Chaitman, Executive Committee of the
Board, (3) Thomas M. Coughlin, Executive Vice President and President & CEO of Wal-Mart
Store Division, and (4) H. Lee Scott, President and CEO.

The Marketing Concept
GENESIS OF AN IDEA

Sam Walton started his retail career in 1940 as a management trainee with the .C. Penney Co.
in Des Moines, lowa. He was impressed with the Penney method of doing business and later
modeled the Wal-Mart chain on “The Penney Idea” as reviewed in Exhibit 5. The Penney
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Exhibit 4
Board of Directors and Executive Officers: Wal-Mart Stores, Inc. January 31,2002
Directors
James W. Breyer, Managing Partner J. Paul Reason, CEO
Accel Partners Metro Machine Gorporation
Director since 2001 Director since 2001
John T, Chambers, CEO Elizabeth A, Sanders, Past VP
Cisco Systems Nordstrom, inc.
Director since 2000 Director since 1992
‘Thomas M. Coughlin, CEO H. Lee Scot, President and COO
Wal-Mart Stores, Inc. Wal-Mart Stores, Inc.
Director since 2001 Director since 1999
Stephen Friedman, Past Chair Jack C. Shewmaker, Past Executive
Goldman Sachs & Company Wak-Mart Stores, Inc.
Director since 1996 Director since 1977
Stanley C. Gault, Past CEO Donald G. Soderquist, Past COO
Goodyear Tre & Rubber Co. Wal-Mart Stores, Inc.
Director since 1996 Director since 1980
David D, Glass, Past CEO Jose Villarreal, Law Partner
WakMart Stores, Inc. Akin, Gump, Stivass, Hauer and Fled
Director since 1977 Director since 1998
Roland Hernandez, Past CEO John T. Walton, Chairman'
Telomundo Group. Inc. “True North Pariners
Director since 1998 Director since 1992
Dawn G. Lepore, Vice Chair S. Robson Walton, Chairman'
Charles Schwab Corporation Wal-Mart Stores, inc.
Director since 2001 Director since 1978
Officers

S. Robson Walton ‘Thomas Grimm
Chairman of the Board Executive Vice President;

President and CEO,
SAM'S Club Division

H. Lee Scott Thomas Hyde
President and CEO Executive Vice President,
Legal and Corporate Affairs.
David D. Glass John B. Menzer
Chairman, Executive Execuiive Vice President;
Committee of the Board President and CEO,

Intornational Division
‘Thomas M. Coughlin

Execuive Vice President; Coleman Peterson

President and CEO, Executive Vice President,
Wal-Mart Stores Division Poople Division

Michael Duke ‘Thomas M. Schoewe

Executive Vice President, Administration  Executive Vice President and CFO

1 Sams of founder, S Walton

‘Source: Wal-Mart Stores, nc., 2002 Annual Report anuary 31, 2002
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Exhibit 5
The Penney Idea (1913)

1. To serve the public, as nearly as we can, to s complete saisfaction.

2. To expect for the sérvice we fender a feir remuneration and not allthe profit he traffic
wil bear.

3. Todo allin our power to pack the customer's doliar full of value, quality, and satisfaction.

4. To continue to train ourselves and our associates 5o that the sevice we give will be more
and more intelligently performed.

5. Toimprove constantly the human factor in our business.

6. To reward men and women in our organization through partcipation in what the business
produces.

7. To'test our every policy, method, and act in this way: “Does it square with whatis right
and just?”

Source Trimble, Vance H, Sam Walt

e Inside Story of America's Richest Man, (New York: Dutton), 1990,

Company found strength in calling employees “associates” rather than clerks. Penney’s,
founded in Kemerer, Wyoming, in 1902, located stores on the main streets of small towns and
cities throughout the United States.

Following service in the U.S. Army during World War II, Sam Walton acquired a Ben
Franklin variety store franchise in Newport, Arkansas. He aperated this store successfully with
his brother, James L. “Bud” Walton (1921-1995), until losing the lease in 1950.

‘The early retail stores owned by Sam Walton in Newport and Bentonville, Arkansas, and
later in other small towns in adjoining southern states, were variety store operations. They were
relatively small operations of 6,000 square feet, were located on “main streets” and displayed
‘merchandise on plain wooden tables and counters. Operated under the Ben Franklin name and
supplied by Butler Brothers of Chicago and St. Louis, they were characterized by a limited price
line, low gross margins, high merchandise turnover, and concentration on return on invest-
‘ment. The firm, operating under the Walton 5 & 10 name with 15 stores, was the largest Ben
Franklin franchisee in the country in 1962. The variety stores were phased out by 1976 to allow
the company to concentrate on the growth of Wal-Mart discount department stores.

FOUNDATIONS OF GROWTH

‘The original Wal-Mart discount concept was not 2 unique idea. Sam Walton became con-
vinced in the late 1950s that discounting would transform retailing. He traveled extensively in
New England, the cradle of “off-pricing” After he had visited just about every discounter in
the United States, he tried to interest Butler Brothers executives in the discount store concept
The first Kmart, as a “conveniently located one-stop shopping unit where customers could buy
a wide variety of quality merchandise at discount prices” had just opened in Garden City,
Michigan. Walton's theory was to operate a similar discount store in a small community and in
that setting, he would offer name brand merchandise at low prices and would add friendly
service. Butler Brothers executives rejected the idea. Undeterred, Walton opened the first “Wal-
Mart Discount City” in late 1962 in Rogers, Arkansas.

‘Wal-Mart stores sold nationally advertised, well-known-brand merchandise at low prices
in austere surroundings. As corporate policy, Wal-Mart cheerfully gave refunds, credits, and
rain checks. Management conceived the firm as a “discount department store chain offering a
wide variety of general merchandise to the customer.” Early emphasis was placed upon oppor-
tunistic purchases of merchandise from whatever sources were available. Heavy emphasis was
placed upon health and beauty aids (H&BA) in the product line and “stacking it high” in a
manner of merchandise presentation. By the end of 1979, there were 276 Wal-Mart stores
located in 11 states.
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‘The firm developed an aggressive expansion strategy. New stores were located primarily
in communities of 5,000 to 25,000 in population. The stores’ sizes ranged from 30,000 to
60,000 square feet, with 45,000 being the average. The firm also expanded by locating stores in
contiguous geographic areas. When its discount operations came to dominate a market area, it
moved to an adjoining area. While other retailers built warchouses to serve existing outlets,
Wel-Mart built the distribution center first and then spotted stores all around it, pooling
advertising and distribution overhead. Most stores were less than a six-hour drive from one of
the company's warehouses. The first major distribution center, a 390,000-square-foot facility,
opened in Searcy, Arkansas, outside Bentonville in 1978

BECOMING NATIONAL

At the beginning of 1991, the firm had 1,573 Wal Mart stores in 35 states, with expansion
planned for adjacent states. Wal-Mart had become the largest retailer and the largest discount
department store in the United States.

As a national discount department store chain, Wal-Mart Stores, Inc., offered a wide vari
ety of general merchandise to the customer. The stores were designed to offer one-stop shop-
ping with 40 departments that included family apparel, health and beauty aids, household
needs, electronics, toys, fabric and crafts, automotive supplics, lawn and patio, jewelry, and
shoes. A pharmacy, automotive supply and service center, garden center, or snack bar were also
operated at certain locations. The firm operated its stores with “everyday low prices” as
opposed to putting heavy emphasis on special promotions, that called for multiple newspaper
advertising circulars. Stores were expected to “provide the customer with a clean, pleasant, and
riendly shopping experience.”

Although Wal-Mart carried much the same merchandise, offered similar prices, and
operated stores that looked much like the competition, there were many differences. In the
typical Wal-Mart store, employees wore blue vests to identify themselves, aisles were wide,
apparel departments were carpeted in warm colors, store employees followed customers to
their cars to pick up their shopping carts, and the customer was welcomed at the door by a
“people greeter” who gave directions and struck up conversation. In some cases, merchandise
was bagged in brown paper sacks rather than plastic bags because customers seemed to prefer
them. The “Wal-Mart” and the slogan “Always Low Prices” on the front of the store served to
identify the firm. Yellow smiley faces were used on in-store displays along with the slogan
“Watch for Falling Prices.” In consumer studies it was determined that the chain was par
larly adept at striking the delicate balance needed to convince customers s prices were low
without making people feel that its stores were too cheap. In many ways, competitors like
Kmart sought to emulate Wal-Mart by introducing people greeters, by upgrading interiors, by
developing new logos and signage, and by introducing new inventory response systems.

A “satisfaction guaranteed” refund and exchange policy was intraduced to allow cus-
tomers to be confident of Wal-Mart’s merchandise and quality. Technological advancements
like scanner cash registers, handheld computers for the ordering of merchandise, and com-
puter linkages of stores with the general office and distribution centers improved communica-
tions and merchandise replenishment. Each store was encouraged to initiate programs that
would make it an integral part of the community in which it operated. Associates were
encouraged to “maintain the highest standards of honesty, morality, and business ethics” in
dealing with the public.

-

The External Environment

In 2002, Wal-Mart management was aware that its business operations on a national and
international level were subject to a number of factors outside of its control. Any one, or a
combination, of these factors could materially affect the financial performance of the firm.
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These factors included the costs of goods, the cost of electricity and other energy require-
ments, competitive pressures, inflation, consumer debt levels, interest rate levels, and unem-
ployment levels. They also included currency exchange fluctuations, trade restrictions,
changes in tariff and freight rates, and other capital market and economic conditions.

Industry analysts labeled the 1980s and the 1990s as eras of economic uncertainty for
tetailers. Although the United States had experienced one of the longest periods of economic
expansion in its history during this period, increased competitive pressures, sluggish con-
sumer spending, the energy crisis, lack of worldwide economic growth, and the ferrorist
events of September 11, 2001, all converged to create a very challenging environment for all
retailers at the beginning of the new century.

Many retail enterprises confronted heavy competitive pressure by restructuring. Sears
was one example. Sears, Roebuck and Company, based in Chicago, became a more focused
retailer by divesting itself of Allstate Insurance Company and s real estate subsidiaries. In
1993, the company announced it would close 118 unprofitable stores and discontinue the
unprofitable Sears general merchandise catalog. It eliminated 50,000 jobs and began a $4 bil-
lion, five-year remodeling plan for its remaining multiline department stores. After unsuc-
cessfully experimenting with an “everyday low-price” strategy, management chose to realign
its merchandise strategy to meet the needs of middle-market customers, who were primarily
women, by focusing on product lines in apparel, home, and automotive. The new focus on
apparel was supported with the advertising campaign “The Softer Side of Sears.” A later com
panywide campaign broadened the appeal: “The many sides of Sears fit the many sides of
your life.” Sears completed its return to its retailing roots by selling off its ownership in Dean
‘Witter Financial Services, Discover Card, Coldwell Banker Real Estate, and Sears mortgage
banking operations. In 1999, Sears refocused its marketing strategy with a new program that
was designed to communicate a stronger whole-house and event message. A new advertising
campaign introduced the slogan “The good life at a great price. Guaranteed.” In 2000, a new
store format was introduced that concentrated on five focal areas: appliances, home fashions,
t00ls, kids) and electronics. Other departments, including men’s and women's apparel,
assumed a support role in these stores. In 2001, Sears developed another plan to reposition
and restructure its core business: The full-line stores. Alan J. Lacy, Chairman and CEO,
announced that this strategy would position Sears in the retail marketplace as “not a depart-
ment store, not a discount store, but a broad-line retailer with outstanding credit and service
capabilities.”

‘The discount department store indusiry by the late 1990s had changed in a number of
ways and was thought by many analysts to have reached maturity. Several formerly successful
firms like E.J. Korvette, W.T. Grant, Atlantic Mills, Arlans, Federals, Zayre, Heck's, and Ames
had declared bankruptcy and as a result either liquidated or reorganized. Venture announced
liquidation in early 1998. Firms like Target and Shopko began carrying more fashionable mer-
chandise in more attractive facilities and shifted their emphasis to more national markets.
Specialty retailers, such as Toys “R” Us, Pier 1 Imports, and Oshman’s had matured and were
1o longer making big inroads in toys, home furnishing, and sporting goods. The “superstores™
of drug and food chains were rapidly discounting increasing amounts of general merchandise.
Some firms like May Department Stores Company with Caldor and Venture and Woolworth
Corporation with Woolco had withdrawn from the field by either selling their discount divi-
sions or closing them down entirely. Woolworth's remaining 122 Woolco stores in Canada
were sold to Wal-Mart in 1994 All remaining Woolworth variety stores in the United States
were closed in 1997.

Several new retail formats had emerged in the marketplace to challenge the traditional
discount department store format. The superstore, a 100,000 to 300,000-square-foot opera-
tion, combined a large supermarket with a discount general-merchandise store. Originally a
European retailing concept, these outlets where known as “malls without walls.” Kmart's Super
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Kmart, Targets SuperTarget, and Wal-Mart's Supercenter stores were examples of this trend
toward large operations. Warehouse retailing, which involved some combination of ware-
house and showraom facilities, used warehouse principles to reduce operating expenses and
thereby offer discount prices as a primary customer appeal. Home Depot combined the tradi-
tional hardware store and lumberyard with a self-service home improvement center to
become the largest home center operator in the nation.

Some retailers responded to changes in the marketplace by selling goods at price levels
20%-60% below regular retail prices. These off-price operations appeared as two general
types: (1) factory outlet stores, like Burlington Coat Factory Warehouse, Bass Shoes, and
Manhattan's Brand Name Fashion Outlet, and (2) independents, like Loehmann’s, T.J. Maxx,
Marshall’s, and Clothestime, which bought seconds, overages, closeouts, or leftover goods
from manufacturers and other retailers. Other retailers chose to dominate a product classifica-
tion. Some super specialists, ke Sock Appeal, Little Piggie, Ltd., and Sock Market, offered a
single narrowly defined classification of merchandise with an extensive assortment of brands,
colors, and sizes. Others, as niche specialists, like Kids Foot Locker and Champs Sports, a di
sion of Foot Locker, Inc. (formerly Woolworth Corporation), targeted an identified market
with carefully selected merchandise and appropriately designed stores.

Some retailers, ke Silk Greenhouse (silk plants and flowers), Office Club (office supplies
and equipment), and Toys “R” Us (toys), were called “category killers” because they had
achieved merchandise dominance in their respective product categories. Stores like The
Limited, Limited Express, Victoria's Secret, and Banana Republic became mini-department
specialists by showcasing new lines and accessories alongside traditional merchandise lines.

Kohl's Corporation, a relatively new firm based in Menominee Falls, Wisconsin, oper-
ated 420 family-focused, value-orientea department stores in 32 states as of April 2002.
The company’s stores offered moderately priced national brand-name apparel, shoes,
accessories, and home products targeted to middle-income consumers in convenient
neighborhood locations. During the period 1992-2001, Kohl's operation grew from 76
stores to 382 stores; its net sales increased nearly seven-fold, from $1.1 billion in 1992 to
$7.5 billion in 2001.

Kmart Corporation, headquartered in Troy, Michigan, had been in 1990 the industry’s
third largest retailer and second largest discount department store chain in the United States.
By 2001, Kmart operated 2,114 stores and had sales of $36,151 million in sales but had fallen
to fourth largest retailer and third largest discounter. (See Exhibit 6.) The firm was perceived
by many industry analysts and consumers in several independent studies as a laggard. In the
same studies, Wal-Mart was perceived as the industry leader, even though according to the
Wall Street Journal: “They carry much the same merchandise, offer prices that are pennies
apart and operate stores that look almost exactly alike” “Even their names are similar, noted
“he newspaper. The original Kmart concept of a “conveniently located, one-stop shopping unit
where customers could buy a wide variery of quality merchandise at discount prices,” had lost
its competitive edge in a changing market. As one analyst noted in an industry newsletter:
“They had done so well for the past 20 years without paying attention to market changes, now
they have to” Kmart acquired a new President and CEQ in 2000. The firm filed for bankruptcy
under Chapter 11 of the federal bankruptey laws on January 22, 2002, but continued to oper-
ate as an ongoing business while reorganizing.

Wal-Mart and Kmart sales aver the period 1990-2001 are reviewed in Exhibit 7.

Some retailers, like Kmart, had initially focused on appealing to professional, middle-
lass consumers who lived in suburban areas and who were likely o be price sensitive. Other
firms, like Target, which had adopted the discount concept early, attempted to go generally
after an upscale consumer. Some firms, such as Fleet Farm and Pamida, served the rural con-
sumer, while firms like Value City and Ames Department Stores chose to serve the urban
consumer.





