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	The Home Depot, Inc.  (HD)

Share Price:
$33.36

Industry:
Retail (Home Improvement)

Periods Compared:
FY2007 (01/2007) to FY2006 (01/2006)



VALUE

65 out of 100 



Is the company priced reasonably?

This company may merit some attention from value investors, although the results are somewhat conflicting.  The company's valuation comes up short of justifying its market price, but it compares well with similar firms.  Basically, the company's projected cash flows make this company look like a solid value compared to competing firms.

In terms of earnings, however, the company has average results.  This is not a bad result; it's just not particularly strong.  It is not a poor result because the company was highly profitable this period, as will be discussed later in the report.  In short, the company's average P/E ratio just means investors will have to pay a fair price for the earnings the company is producing, which have the potential to be strong.

LIQUIDITY

40 out of 100 



Generally, is the company liquid enough?

Operating Cash Flow Results
Cash flow from operations and operating profits are both positive for the period, which is good, especially considering that overall liquidity results in this area of the report are less than ideal (as will be discussed).  It would be positive if the company could continue to generate positive cash flows to boost the overall short term liquidity position of the company, which seems to require some improvement.  

General Liquidity Conditions
The company's liquidity position is weak right now specifically because there is not an adequate investment in cash and near-cash accounts relative to current obligations.  It could be difficult to pay the bills over the long run in this condition.  Notice, for example, that the company's quick ratio is below average in the graph area of the report.  We need to remember that the firm's liquidity position is even poor relative to the industry in which it competes.  This is something to keep in mind.  Management does not want competitors to have a better position in this key area over the long run.  Having superior liquidity in the company helps managers to invest in the things that are important to the long run growth and profitability of the company.  In this way, you can say that present liquidity drives future sales and profits.

With regard to liquidity turnover performance, the company is operating in the "norm".  This company's results in terms of inventory days, accounts receivable days, and accounts payable days are all about average right now.  Nothing drastic needs to take place in this area, but in order for the company to become one of the leading performers in its industry, it may seek to reduce the values in these three benchmarks over time.  

PROFITS & PROFIT MARGIN

82 out of 100 



Is the company generating healthy profit levels?

Most finance professionals would agree that the profit area is the most important one to review over time.  However, readers cannot assume that positive profits will always yield positive cash flow from operations, although they usually do OVER TIME.

This company performed well last period and it has also performed well this period.  The net profit margin is good as compared to similar companies, which is a key measure of success in this area.  Furthermore, the net profit margin has been solid for both periods analyzed, which is quite positive.  Keep in mind that the net profit margin equals the cents of net profit that the company is extracting from each sales dollar.  No other single statistic is more important than the net profit margin.  

Also, it is good to see that the company is earning about the same level of net profit (in dollars) as last period.  If the company can sustain this level of profitability and maintain its net margins, it should see performance improve in most areas of the business.  Profitability is ultimately the measure of a business's ability to thrive in the long term.  

Even though performance is strong, it should be mentioned that when sales are growing as significantly as they have here, companies generally prefer to see net profit dollars growing at least at similar rates, if not higher.  The is because there are fixed costs that tend not to increase as sales grow.  Therefore, net profit dollars should become a larger percentage of sales as sales grow.  This is just something to note for the time being since overall results are solid.

BORROWING

33 out of 100 



How effective is the company in using debt?

The issue to consider in this case is that debt was significantly increased, but profitability stayed relatively flat.  It is possible that in the long term, profitability will catch up with these debt increases.  However, even in the short run, debt increases without solid improvements in profitability could be troubling.  One possible exception to this analysis is if the large debt increases are caused by use of short-term credit which will be paid back quickly.  For example, as was discussed in the Liquidity section, notice that overall liquidity improved from last period.

Although the company has not received the best overall score in this area of the report, it is producing solid cash flow from its operations at least relative to its interest or cost of money expenses, which is a somewhat positive note.  Perhaps the trend noted between debt and profitability is a one-time event? Or, it could be that this system is detecting early unfavorable trends that must be evaluated.  Otherwise, please place less emphasis on the overall score in this area.

ASSETS

47 out of 100 



How effective is the company in using fixed assets?

Ideally, fixed asset investments should improve profitability.  However, this company did not achieve this result.  Basically, assets were added this period and profitability has stayed relatively flat.  It is possible that the assets added need some time before they will generate their expected returns.  

Despite the company's overall poor score in this area, it is also important to highlight critical components that are positive.  For example, the company has generated above average returns on equity and assets.  While it is true that the changing relationship between operating profits and assets will guide long-term returns, in this case, real economic returns in assets and equity are excellent, a fact that needs to be balanced against the overall low score.  

A NOTE ON SCORING: Each section of this report (Liquidity, Profits & Profit Margin, Borrowing, and Assets) contains a numerical score/grade, which is a rough measure of overall performance in the area.  Each grade represents a score from 1 to 100, with 1 being the lowest score and 100 being the highest.  Generally, a score above 50 would be a "good" score and a score below 50 would be a "poor" score.  The scores are derived by evaluating the company's trends, either positive or negative, over time and by comparing the company to industry averages for different metrics.  Please contact us at 1-866-603-7029 option 1 if you are interested in learning more about the specific financial metrics we use to calibrate each area and how we weight those metrics. 

RAW DATA



Market Statistics
Share Price

$33.36
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52 Week High

$42.01
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52 Week Low

$33.08
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Beta

1.41
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Average Volume

19,844,450.00
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Market Capitalization

$65,857,370,000.00
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Shares Outstanding

1,974,142,000.00
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Earnings Per Share

$2.53
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Dividend

$0.90
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Dividend Yield

2.70%
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Payout Ratio

33.54
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5 Year Sales Growth Rate

11.15%
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5 Year EPS Growth Rate

16.65%
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5 Year Dividend Growth Rate

31.76%
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Price to Sales

0.78
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Price to Earnings Ratio

13.21
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Price to Book Value

2.42
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Price to Free Cash Flow

N/A
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Percent Owned by Institutions

66.97%
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FY2006 (01/2006)
FY2007 (01/2007)
Income Statement Data
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Sales

$81,511,000,000

$90,837,000,000
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Cost of Sales (COGS)

$54,191,000,000

$61,054,000,000
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Gross Profit

$27,320,000,000

$29,783,000,000
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Gross Profit Margin

33.52%

32.79%
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Depreciation and Amortization

$1,472,000,000

$1,762,000,000
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Operating Interest

$143,000,000

$392,000,000
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Net Operating Income1
$9,363,000,000

$9,673,000,000
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Net Operating Income Margin1
11.49%

10.65%
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Income Available to Common

$5,838,000,000

$5,761,000,000
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Balance Sheet Data
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Cash (Bank Funds)

$807,000,000

$614,000,000
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Accounts Receivable

$2,396,000,000

$3,223,000,000
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Inventory

$11,401,000,000

$12,822,000,000
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Total Current Assets

$15,269,000,000

$18,000,000,000
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Fixed Assets

$31,530,000,000

$34,358,000,000
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Total Assets

$44,405,000,000

$52,263,000,000
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Accounts Payable

$6,032,000,000

$7,356,000,000
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Total Current Liabilities

$12,706,000,000

$12,931,000,000
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Total Liabilities

$17,496,000,000

$27,233,000,000
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1 Profitability analysis in this report is based upon the net operating income of the company, not the net income.  When we refer to "net profits" and the "net profit margin" in the report text, we are specifically referring to net operating income and net operating income margin.

FINANCIAL INDICATORS



Relative Market Cap to Value
   = Market Capitalization / Company Value
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Explanation: This formula compares the market value of the company (Market Capitalization) to the calculated / actual value of the company.  This value is calculated using a Discounted Cash Flow valuation approach.  A lower ratio is generally better, as a low value indicates the market price is below the intrinsic value of the firm.  The results of this calculation are analyzed relative to the performance of similarly sized companies in the same industry.



Price to Earnings Ratio
   = Share Price / Prior Twelve Month Earnings per Share
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Explanation: The Price to Earnings Ratio indicates the how many times greater the stock price is than its earnings over the most recent four quarters.  A “good” multiple varies from industry, because certain types of firms (such as technology stocks) are expected to grow at faster rates than others (such as utilities).



Dividend Yield
   = Annual Dividend / Share Price
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Explanation: This metric indicates the size of the payment investors receive through dividends compared to the price of the stock.  It is of particular interest to investors seeking cash inflows from their stock holdings.  Generally, a stock with a higher dividend yield would be more appealing to such an investor.



Current Ratio
   = Total Current Assets / Total Current Liabilities
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Explanation: Generally, this metric measures the overall liquidity position of a company.  It is certainly not a perfect barometer, but it is a good one.  Watch for big decreases in this number over time.  Make sure the accounts listed in "current assets" (numerator) are collectible.



Quick Ratio
   = (Cash + Accounts Receivable) / Total Current Liabilities
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Explanation: This is another good indicator of liquidity, although by itself, it is not a perfect one.  If there are receivable accounts included in the numerator, they should be collectible.  Many analysts like to review both the current ratio and the quick ratio to assess overall liquidity.



Inventory Days
   = (Inventory / COGS) * 365
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Explanation: This metric shows how much inventory (in days) is on hand.  It indicates how quickly a company can respond to market and/or product changes.  Not all companies have inventory for this metric.



Accounts Receivable Days
   = (Accounts Receivable / Sales) * 365
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Explanation: This number reflects the average length of time between credit sales and payment receipts.  It is crucial to maintaining positive liquidity.



Accounts Payable Days
   = (Accounts Payable / COGS) * 365
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Explanation: This ratio shows the average number of days that lapse between the purchase of material and labor, and payment for them.  It is a rough measure of how timely a company is in meeting payment obligations.



Gross Profit Margin
   = Gross Profit / Sales

[image: image52.png]



Explanation: This number indicates the percentage of sales revenue that is paid out in direct costs (costs of sales).  It is an important statistic that can be used in business planning because it indicates how many cents of gross profit can be generated by future sales.



Net Operating Income Margin
   = Net Operating Income / Sales
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Explanation: This is an important metric.  In fact, over time, it is one of the more important barometers that we look at.  It measures how many cents of operating profit the company is generating for every dollar it sells.  This metric should be tracked carefully against industry competitors.



Interest Coverage Ratio
   = (Net Operating Income + Operating Interest + Depreciation & Amortization) / Operating Interest
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Explanation: This ratio measures a company's ability to service debt payments from operating cash flow.  An increasing ratio is a good indicator of improving credit quality.



Debt-to-Equity Ratio
   = Total Liabilities / Total Equity

[image: image55.png]



Explanation: This Balance Sheet leverage ratio indicates the composition of a company's total capitalization -- the balance between money or assets owed versus the money or assets owned.  Generally, creditors prefer a lower ratio to decrease financial risk while investors prefer a higher ratio to realize the return benefits of financial leverage.  Notice that we use total liabilities in this calculation.  There are different opinions on what to include when calculating debt-to-equity.  We believe that "borrowed" money is borrowed money and that we should assess a firm's total liability picture since both short-term and long-term creditors must be satisfied.



Return on Equity
   = Income Available to Common / Total Equity
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Explanation: This measure shows how much profit is being returned on the shareholders' equity each year.  It is a vital statistic from the perspective of equity holders in a company.



Return on Assets
   = Income Available to Common / Total Assets
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Explanation: This calculation measures the company's ability to use its assets to create profits.  Basically, ROA indicates how many cents of profit each dollar of asset is producing per year.  It is quite important since managers can only be evaluated by looking at how they use the assets available to them.



Fixed Asset Turnover
   = Sales / Fixed Assets
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Explanation: This asset management ratio shows the multiple of annualized sales that each dollar of fixed assets is producing.  This indicator measures how well fixed assets are "throwing off" sales and is very important to businesses that require significant investments in such assets.  Readers should not emphasize this metric when looking at companies that do not possess or require significant fixed assets.
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	PROOFING DATA
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	The analysis and recommendations in this report are based on the following:


	
Section Keystrings


	Keystring

	V-25p-26g-27a-28g-29g

	C-01a-03p-49g-05g

	L-01a-02r-03p-04r-06m-07m-10f

	LEC-01a-17m-18m-19m

	I-05g-06m-07m-08m-09r-10f

	B-11p-12f-02r-06m-07m

	BEC-11p-20g-21m

	A-13p-14r-02r-06m-07m

	AEC-13p-22g-23g-24a


	
Formulas and Benchmarks


	Formula
	Value
	Score
	Low
	Medium
	High
	LBound
	MBound
	HBound

	01: CurrentRatio
	1.39
	a
	1.20
	2.30
	3.50
	
	
	

	02: CurrentRatioPctChange
	15.83%
	r
	-10.00%
	10.00%
	10.00%
	
	
	

	03: QuickRatio
	0.30
	p
	0.60
	1.10
	1.10
	
	
	

	04: QuickRatioPctChange
	17.71%
	r
	-10.00%
	10.00%
	10.00%
	
	
	

	05: NetProfitMargin
	10.65%
	g
	0.50%
	5.00%
	5.00%
	
	
	

	06: NetProfitMarginPctChange
	-7.30%
	m
	-11.00%
	11.00%
	11.00%
	
	
	

	07: AdjNPBTPctChange
	3.31%
	m
	-5.00%
	5.00%
	12.00%
	
	
	

	08: GrossProfitMarginPctChange
	-2.18%
	m
	-6.00%
	6.00%
	6.00%
	
	
	

	09: GrossProfitPctChange
	9.02%
	r
	-4.00%
	4.00%
	4.00%
	
	
	

	10: SalesPctChange
	11.44%
	f
	-2.00%
	2.00%
	8.00%
	
	
	

	11: BorrowingUse
	0.06
	p
	0.80
	1.00
	1.00
	
	
	

	12: TotalLiabilitiesPctChange
	55.65%
	f
	-6.00%
	6.00%
	15.00%
	
	
	

	13: AssetUse
	0.37
	p
	0.80
	1.00
	1.20
	
	
	

	14: GrossFixedAssetsPctChange
	8.97%
	r
	-4.00%
	4.00%
	15.00%
	
	
	

	17: InventoryDays
	76.65 
	m
	45.00 
	90.00 
	90.00 
	
	
	

	18: AccountsReceivableDays
	12.95 
	m
	10.00 
	40.00 
	40.00 
	
	
	

	19: AccountsPayableDays
	43.98 
	m
	40.00 
	75.00 
	75.00 
	
	
	

	20: InterestCoverage
	30.17
	g
	2.00
	6.00
	6.00
	
	
	

	21: DebtToEquity
	1.09
	m
	1.00
	2.50
	2.50
	
	
	

	22: ReturnOnEquity
	23.02%
	g
	12.00%
	20.00%
	20.00%
	
	
	

	23: ReturnOnAssets
	11.02%
	g
	6.00%
	10.00%
	10.00%
	
	
	

	24: FixedAssetTurnover
	2.64
	a
	2.55
	9.00
	9.00
	
	
	

	25: MarketCapToValue
	1.89
	p
	0.80
	1.20
	
	0.80
	1.20
	

	26: RelativeMarketCapToValue
	1.89
	g
	2.02
	3.37
	
	2.02
	3.37
	

	27: PriceToEarningsRatio
	13
	a
	10
	17
	
	10
	17
	

	28: DividendYield
	2.70%
	g
	1.27%
	2.12%
	
	1.27%
	2.12%
	

	29: ValuationNetProfitMargin
	10.65%
	g
	0.50%
	5.00%
	5.00%
	
	
	

	49: CashFlowMargin
	5.31%
	g
	0.00%
	3.00%
	
	0.00%
	1.50%
	

	50: GrossProfitMargin
	32.79%
	n/a :: 0 :: 1
	
	
	
	
	
	


