Home Depot, Inc.

2002 Strategic Audit

Strategic Situation

In consideration of Home Depot’s historical upcoming, as the Do-It-Yourself chain, this very large category-killer of store concentrates on a single product line and competes on the basis of low prices and product availability.  Originating under the direction of Bernard Marcus, Arthur Blank, and Kenneth G. Langone, Home Depot’s orange-blooded culture underlining growth, pride, informality, individuality, and nonconformity has made the company a benchmark in technological advancements and customer quality.  Avoiding high promotional prices for bottom-line gains, Home Depot has strategically focused more on relationships with customers, everyday low pricing, and domestic and global expansions.  

Currently in 2002, under the leadership of Bob Nardelli, Chairman, President and Chief Executive Officer, Home Depot has maintained values and a mission constituting the foundation in which Home Depot was built.  Strategies are in full support of Home Depot’s entrepreneurial spirit and principles.  Taking care of its associates through employee empowerment and recognition, Home Depot employees are committed with “orange-blooded” enthusiasm.  Customers are not only provided quality products, service, and everyday low prices, but they are also given knowledgeable advice by the well-informed staff regarding merchandise and Do-It-Yourself know-how.  Building strong relationships has always been a vital to Home Depot’s successes, and with a leadership team dedicated to “doing the right things” as opposed to “doing things right,” the management of Home Depot assumes a continuous improvement initiative to serve customers and spread unremittingly the best practices throughout the company.  Over-communication makes associates and management believe and live in Home Depot’s mission.       

With the announcements of executive appointments in the 2002, Home Depot experienced considerable changes in 2002, as three new leaders joined the management team.  In positive correlation to Home Depot’s corporate strategies, 13-year veteran, Joe Izganics, was named President, Services based in Atlanta.  Former Midwest Division President, Bill Patterson, was appointed as Central Division President, as well as oversight of the Mexico Division.  John Costello, named Executive Vice President and Chief Marketing Officer, is described as the perfect player with his passion and customer-focused business perspective.  In light of the possible disruptive nature with changes in management, Home Depot’s core leadership over 2002 and in years preceding has reinforced and built further still the Home Depot’s brand for the future to achieve aggressive growth goals.   

Financial Situation

Although 2002 was a challenging year both internally and externally, Home Depot’s market share continued to grow from previous years.  In the like, the company achieved revenue growth of 9%, earnings per share growth of 21%, and return on investment capital of 18.8%, regardless of the turbulent economy and global conflicts.  Staying on domestic and global expansionary strategies, Home Depot opened 203 new stores, added 40,000 new jobs, and invested in information technology.  To follow is an evaluation of Home Depot’s financial situation at the close of 2002.
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	Liquidity Ratios
	 
	 
	Comments
	 

	
	Current ratio
	1.48
	Consistent Short-term Liquidity Strength

	
	Quick (Acid-Test) Ratio
	0.45
	Inventory Dependencies
	

	
	Inventory to Net Working capital
	2.15
	Increasing Trend Over 5-year Period

	
	Cash Ratio
	
	0.27
	Decreasing Trend Over 5-year Period

	
	
	
	
	
	
	

	Profitability Ratios
	 
	 
	 
	 
	 

	
	Net Profit margin
	6.29%
	Highest In Industry
	

	
	Gross Profit margin
	31%
	Stable-30-31% Over 5-year Period

	
	Return on Investment
	12.20%
	Increasing Trend
	
	

	
	Return on Equity
	18.5%
	Shareholder Investment Increases

	
	Earnings Per Share
	1.57
	Common Stock Earnings Strong
	

	
	Diluted Earnings Per Share
	1.56
	24.6% Increase Over 5-year Period

	
	
	
	
	
	
	

	Activity Ratios
	 
	 
	 
	 
	 

	
	Inventory Turnover
	7.00
	Decreasing Trend Over 5-year Period

	
	Days in Inventory
	75.80
	Considerable Increase Since 2000

	
	Net Working Capital Turnover
	15.00
	Increasing Trend Over 5-year Period

	
	Asset Turnover
	1.94
	Decreased Slightly From 2.05%
	

	
	Fixed Asset Turnover
	3.39
	Consistent Fixed Asset Utilization

	
	Average Collection Period
	6.72
	Steady Credit Collections
	

	
	Accounts Receivable Turnover
	54.19
	Stable Receivable Cycle Over 5-year Period

	
	Days of Cash
	13.71
	Decreasing Trend Over 5-year Period

	
	
	
	
	
	
	

	Leverage Ratios
	 
	 
	 
	 
	 

	
	Debt to Asset Ratio
	34%
	At Same Level from 2001
	

	
	Debt to Equity
	52%
	Consistent and Reliable Financing

	
	Long-term Debt to Capital Structure
	11%
	Slight Long-Term Capital
	

	
	Times Interest Earned
	138.80
	Superior Interest Coverage
	

	
	Current Liabilities to Equity
	41%
	Leveraged Short-Term Finacing
	


General External Scan
Opportunities

Home Depot has been known for creating opportunity through community awareness and charitable contributions.  They have made strenuous efforts to make an impact in the community.  By being involved in the community they are able to give themselves a good image.  They might claim they are doing this out of the goodness of the “company’s heart”, but everyone knows it is only dollars signs they see.  Home Depot claims they have a social obligation to help out.

Opportunities can arise during even the darkest of days.  During a recession it is said that home Depot maintains constant business because customers are more likely to pay cheap prices for materials and fix problems themselves.  This is a definite opportunity because this puts them at an advantage over other competitors and industries.  During the years of 2000-2002 Home Depot constantly increased earnings.  This is quite amazing during a recession.  They also benefited from 2002’s building and real estate expansion.  This was caused from the steep decrease in interest rates.  Homeowners were able to refinance their homes, save money on a monthly basis, and put money back into their homes.  Some of this money was spent at Home Depot stores across the country.  

As many Americans know Home Depot bases their store locations on demographic studies.  They use demographic research as an ongoing opportunity.  In 2002 Home Depot increased their number of stores to over 1000.  Their stores are located in populated areas and are close together to smother competitors.  They also put stores in areas that are populated with “Do It Yourselfers,” such as many southern areas.  These southern customers have a strong sense of cultural appreciation for quality.  They have also recently (2000-2002) explored the global Market.  They have started opening stores in Mexico and Canada, and opened resource stores in China.  

Threats

Some major threats came about from the years 2000-2002.  September 11, 2001 and Enron crashing created a downward spiral for the United States economy.  This affected almost every industry.  Even though Home Depot maintained constant numbers during this time, they always had to worry about how fast to expand.  At this time there were many Americans leaving the country going off to war, and most Americans wanted to protect every penny not knowing what was to come.  During a time of recession, companies have to be wary of customer spending.  

Another major threat to Home Depot is its competition, and when I mean competition we are zoning in on Lowes.  Lowes is Home Depot’s only competitor that competes on a consistent basis on the national level.  During 2000-2002 they have expanded almost equally with Home Depot.  This is a threat because Home Depot does not want a company with almost the same resources selling goods at almost the same prices. Lowes should continue to grow at the same pace as them, so this will be something to watch out for in the future.
Competition
Home Depot has about 10 true competitors, and of those Lowes Cos Inc is the only Competitor that really competes on the national level.  Other Competitors include:  Ace Hardware, Homebase Inc., Hughes Supply, Woloham Lumber, and True Value Company.  This just shows that Home Depot’s competition is far off the pace they are setting for the industry.  They have no equal competition.

This industry has not shown signs of growth with regards to up and coming competitors.  No other competitor has the sheer size of Home Depot and this allows them to sell their goods at lower prices than companies of smaller sizes.  Home Depot is also able to sell a more diversified line of products because of their corporate size and resources.  Customers usually know exactly where the nearest Home Depot is and will search for their wanted products there instead of going to an “Ace Hardware” which has a smaller selection.  This is almost always the case except for instances where customers have store loyalty and refuse to shop anywhere else.

There really are not that many fixed costs associated with this industry.  Home Depot and its competitors do not have set schedules in which they are restricted to.  Home Depot has the option to buy goods and resources when they need them.  Through logistics they are able to decide the when, where and how much questions linked to the supply and demand of their products.

Home Depot has been able to increase their market share by opening up more stores across the country.  By 2002 they had 1,050 stores open across the United States, Canada, and Mexico.  This is 430 more than Lowes, which is its closest competitor.  This increase allows them to lower prices.  There really are only a few exit barriers in this industry.  There are few companies selling in this market and most of these companies have their set market share.  Especially with the expanding real estate market, these companies are going to grow over the coming years.  The only thing these smaller companies have to worry about is Home Depot taking more of the market share by opening up a store near them, or deciding to wholesale.  It is also unlikely that any new rivals will appear in the near future.  

Home Depot can really attribute their success to its diversified selection of products and sheer size.  The only real strength some of its competitors have on them is that they only specialize and sell wood, where Home Depot sells an array of products.  This specialization allows these competitors to focus only on wood, and this will lead to their employees having a better understanding of what they’re selling. 

PRELIMINARY STATEMENT OF STRATEGIC ISSUES PRIORITY MATRIX
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Companies often try to predict future environmental trends that could possibly have an impact on their market.  Home Depot and its competitors share these trends and it is up to each company’s management to monitor its external environment.  It is very hard to monitor all of the external factors but if you can conquer this you will have a step up on your competition.  Home Depot does have an advantage over its competitors because of their size.  They are able to dedicate more employees and money to this concept.

There are many trends in this industry that can effect what the different companies look like.  One trend in this industry is getting resources from overseas companies.  Some of the companies in this industry stay loyal to American companies and buy all of their resources from them.  Companies like Home Depot buy over 96 percent of its wood overseas because they get the wood cheaper.  This allows them to sell their products at lower prices.

Another trend that is happening around the United States is other companies and builders bypassing the retailers and buying supplies from the manufacturer or wholesaler.  This could have an impact on Home Depot and the market if customers started buying supplies from wholesalers.  This is unlikely, but it is something to definitely worry about.  

A trend that will have low occurrence and probability is competition from a Non-Domestic Competitor.  Americans appreciate domestic companies and Home Depot is a proud American symbol that dominates the industry.  It is very unlikely they will fall victim to a foreign competitor in the near to distant future.  Home Depot has to worry about Domestic threats but with little worry.  Home Depot has captured a majority of the market share and it is also unlikely that any domestic company will catch them.

Home Depot has made many joint ventures with companies to sell only their products in their stores.  This is very common with retailers because this secures big time contracts and large amounts of income.  For example, in 2002 Home Depot and John Deere made an agreement that Home Depot will only sell John Deere’s in their stores.  Expect more of these joint ventures to come in the future.
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Internal Resources

Organizational Structure

Home Depot, Inc. is looking to organize and establish dominance globally.  To achieve this goal, the corporation began to locate several stores in one market.  Their reasoning behind this is to establish multiple units in a single marketplace to create dominance.  This move can be seen as a threat to the company.  Third quarter sales dropped due to this move therefore Home Depot, Inc. may want to consider locating stores farther apart and may want to diversify store locations.

Corporate Culture

The Home Depot. Inc., founded in 1978, is the world’s largest DIY retailer.  To achieve this global status, the corporation has diversified the types of stores in operation.  Included in this strategy are Home Depot Stores, EXPO Design Centers, Home Depot Supply Stores, Home Depot Landscape Supply Stores, Home Depot Floor Stores, etc.  The company is widely known and is traded on the New York Stock Exchange under the symbol “HD”.

Marketing Issues

Home Depot, Inc. is big on customer service and providing expertise to the DIY consumer.  To achieve this, only the most qualified and knowledgeable associates are hired to provide the best customer service possible.  Also, in order to attract the largest consumer outreach possible, the company only provides the best quality products with everyday lowest prices.

Financial Issues

Since the company was founded, revenues have significantly increased from year to year. Some major financials for 2002 are as follows:


Revenue: $58.2B


Gross Margin: 31%


Net Earnings: $3.7B


EPS: $1.56

While these numbers look good, some adjustments need to be made internally.  Adjustments need to made to increase the stock price.  The chairman of Home Depot, Inc. said that he was disappointed in the way the stock price performed which in return had a negative impact on employees and shareholders.

R & D Issues

The company is big on having only the most up to date technology implemented within each store.  This year the company tripled the amount spent on R&D to construct better systems, condense operations, and to implement a digital business system.

Operation Issues

 In the past, the company would stock shelves during store hours.  To make the shopping experience more enjoyable, they created a SPI (Service Performance Improvement).  This means that stocking shelves will be done after hours to reduce clutter in the aisles.  Home Depot, Inc. also opened four new Transit Facilities and built two new Import Distribution Centers.  Another improvement to some stores includes the self-checkout system.  This reduces the time the customer has to spend waiting in line and allows a constant flow of people to be checked out of the store.

HR Issues

Home Depot, Inc. strives to achieve the highest company morale.  During 2002, management surveyed associates and employees and found that 70% planned to further their careers at Home Depot, Inc.  While this percentage is higher than some leading competitors, adjustments need to be made to raise the retention rate.  During the year management also provided better pay and benefits to ensure satisfaction among employees.  Aside from pleasing just workers, the company “gives back” to local communities.  They participate in projects such as habitat for humanity and they have provided athletes jobs with full-time pay and benefits during their training for the Olympics.  Home Depot also provides employees classes for aerobics, dieting, and to help them quit smoking.
IS/IT Issues

There have been several advancements in technology this past year. One advancement was the introduction of self-checkout registers, which is also a key part of operations.  This empowers the customer and gives them a sense of control.  Another improvement was the connectivity for new stores.  The network development established better customer service by making sure each product was always in stock. 
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The Home Depot, Inc. – Corporate Value Chain Analysis





Fiber glass yarns manufactured by Owens Corporation.





Yarns are then sent to New York for further construction.





Plumbing








Raw materials manufactured in Baton Rouge, La.





Plumbing products shipped to “YoW” (Your “other” Warehouse).





“YoW” acts as a master distributor of the specialty plumbing items.





Products are shipped and distributed to Home Depot Retail Stores.





House Wares








Raw materials manufactured in Europe and the Far East.





Shipments arrive via Muir’s Cartage Carrier to Port of Charleston or Savannah Harbor.  Shipments also arrive by air freight.





Glassware





Raw materials gathered from Texas and Ohio.





Shipments arrive at Home Depot Imports Distribution Center in Savannah, Georgia.





Material, receiving, incoming product storage and order picking activities are conducted using conventional distribution techniques.





Rolls of fiber glass are shipped to Saintgeobain in Dover, Ohio, where they are slit to retail size.





Home Depot then buys direct from Saintgeobain.





Products are shipped to Home Depot Retail Stores.





AGV’s (Automatic Guided Vehicles) are used to relieve materials handling congestion.








