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Investment Theme 
Investing in companies with very strong fundamentals and solid 
business model that has excelled in this highly competitive industry. 
Rigorous practicing of value investing method to identify the 
outstanding companies that are currently undepriced. 
  
Overview 
Wal-Mart is the largest retailer in the world with more than $400 billion 
in annual revenue and fast approaching 10,000 stores across the globe. 
In U.S., the company mainly operates supercenters, discount retail 
stores, wholesale warehouse clubs (Sam’s Club) and is testing a smaller 
store format for urban areas (Wal-Mart Express and Neighborhood 
Market), which the company has yet to penetrate. Its international 
businesses are operated in South Africa, Argentina, Brazil, Canada, 
Central America, Chile, China, Japan, Mexico, U.K., and India (via 
joint venture). The largest component of sales come from supermarket-
related  grocery sales, followed by entertainment, hardline, health and 
wellness, apparel, and home products.  
 
The major growth drivers include both store footage expansion as well 
as comparable-store sales. Currently Wal-Mart is running at over 1 
million square feet retail area globally and over the past few years the 
number has been growing at an impressive rate of 8%. In U.S., the 
company has also recently launched a campaign to refocus on everyday-
low-price (EDLP) in order to improve performance at existing locations 
and maximizing the store volumes. In its international operations, rapid  square footage growth (low double digit to 
high single digit) is still No.1 priority and Wal-Mart is using both acquisition and joint venture to drive the business 
expansion. Some recent high-profile events included purchase of 51% equity of Massmart, a whole sale operator in 
South Africa completed in June 2012 and purchase of 51% equity of Yihaodian, a leading online retail operator in 
China announced in October 2012. 
  
Wal-Mart, trading at $71.90, results in a P/E ratio of approximately 14.8x based on current-year EPS estimates of 
approximately $4.86. The provided discounted cash flow valuation that assumes a 3% five year compounded 
annual growth rate and a WACC of 5.4%, resulting in an intrinsic value of $110.07.  
 
The major risks for the business of Wal-Mart include general economic situation, consumer confidence, foreign 
currency rate change, and recent litigation risk concerning potential bribery behaviors of its Mexican officials.  
 
2013 Q3 Results 
Wal-Mart registered a net sale of $113.2 billion and EPS of $1.08 for fiscal year 2013 quarter 3 ending in Oct 31st, 
2012, which were both in line with Wall Street expectations. Except for the Sam’s Club, all major business lines’ 
performance met with management guidance. Wal-Mart was also well poised for the holiday seasons with 
increased inventory on hot items such as iPads and expected a strong Q4 results.  

 

Recommendation:  BUY 

Total Annual Return Est.: 

3 year FV  24.0% 
5 year FV 14.7% 
Financial Snapshot: 

Price $72.25 
DCF Value $131.32 
Buy Target $111.62 
Sell Target $151.02 
P/E 14.9x 
Forward P/E 13.8x 
Div Yield 2.2% 
Market Cap $242.8 Billion 
52 Wk Range $57 - $77 
EPS Growth 9.5% 
PEG 1.58 
Credit AA 
Current Ratio 0.9 
 
 



Wal-Mart Stores, Inc (WMT)    
Sector: Consumer Staples (Industry: Hypermarkets) 

 Nanxin (Nick) Li 
November 30, 2012 

2 

 
Investment Thesis 
With over 100 million people walking into Wal-Mart stores every week, the company is a dominant player in many 
of the markets in which it competes. Historically acquisitions and joint ventures have fueled international growth 
and the company grew square footage at least 8% annually. However, faced with increasing competition, Wal-Mart 
recently reinforced its everyday-low-price strategy and is now shifting capital to higher-return domestic stores at 
the expense of lower-return international new store openings. Such moves will benefit the bottom line and drive 
substantial free cash flow growth, enabling continued use for dividends and share buybacks. 
 
Pros 
• Recent U.S. economic challenges position the hypermarkets and super centers to gain market share given 
their price advantage compared to more traditional retail formats. 
• Wal-Mart ended a streak of nine consecutive quarters of negative comparable store sales growth in its U.S. 
operations in Q3 2011, and results further improved since then. Through major cost cuts (increasing warehouse 
productivity and streamlining transportation), Wal-Mart is re-focusing on everyday-low-price strategy and has 
brought traffic up and drove sales of general merchandise. 
• The new e-commerce strategy is encouraging. Wal-Mart is leveraging its 4,000 stores as points of 
distribution to test same-day delivery (Wal-Mart To Go) against Amazon. A new mobile app will allow Wal-Mart 
customers to locate any product in a store. Wal-Mart has also built a new search engine for its website called 
"Polaris" to increase sales conversion. 
• Wal-Mart Express is in test phase. The small-format stores combine food, pharmacy, and convenience 
items and is slated to become profitable in a year. Such move, together with fast expansion of Neighborhood 
Market stores, will assist Wal-Mart penetrate into the top 15 metropolitan markets where real estate constraints 
make it difficult to open large supercenters. 
 
Industry Trends 
The fundamental outlook of the hypermarkets & super centers industry for the next 12 months is positive. YTD 
S&P hypermarkets & super centers Index rose 24.1%, versus a 15.8% increase in S&P 500. Earnings growth will 
be achieved by modest sales growth and improved operating efficiencies leading to margin expansion. Utilization 
of free cash flow through share repurchases will further drive EPS growth in 2012. 
 
Business Summary 
Wal-Mart is the largest retailer in the world with more than $400 billion in annual revenue and fast approaching 
10,000 stores across the globe. The company mainly operates supercenters (Wal-Mart US with $264 billion sales 
and Wal-Mart International with $125 billion sales), followed by wholesale warehouse clubs (Sam's club with $53 
billion sales). It also is testing a smaller store format (Wal-Mart Express) for urban areas. 
  
Management Review 
The current President and CEO Mike Duke took office in 2009 after running the Wal-Mart international for four 
years and has led a very strong management team to keep the core focus on “saving people money so they can live 
better” for every customer. Under his leadership, Wal-Mart has experienced a rapid expansion of its international 
footprints into both mature and emerging markets and solidified its dominant position in global retailer industry. 
Duke is accompanied by a team of highly dedicated executives, including our UConn MBA alumni Bill Simon, 
who heads the Wal-Mart U.S. Some newly appointed officers such as head of Global eCommerce Neil Ashe are 
also veteran business professionals in their respective areas. 
 
Financial Trend  
Financial trends over the past few years for Wal-Mart has been very healthy. The compounded annual growth rate 
(CAGR) for sales and net income of last 3 years are 4.59% and 5.58%, respectively. The growth of net income has 
consistently outperformed the growth of revenue, indicating strong management control and cost cutting initiatives. 
The CAGR in EPS for the last 3 years (through fiscal year 2012) is 10%, indicating moderate sales growth, lower 
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share number, and improving operating margins. We are quite confident with current management team, Wal-Mart 
can continue to grow at such a pace or even trend higher for the next 3 to 5 years. 
 
Financial Health 
Wal-Mart has maintained a very strong balance sheet with decent amount of cash in hand for inorganic growth need 
as well as stock repurchase and dividend to enhance the return for shareholders. The current ratio has kept at 0.9 
consistently for past decade indicating reasonable liquidity and well managed cash flow. With a credit rating of AA 
the company can secure debt financing at very low cost and the long-term debt has steadily increased over the past 
few years.  
 
Competitive Analysis 
Wal-Mart is operating in one of the most competitive industries and succeeds in establishing its market leadership 
positions. By rigorously practicing the “Everyday Low Price” strategy, Wal-Mart is able to fend off the competition 
from the thrifty chain stores such as Dollar Tree. Wal-Mart is also improving its online business with newly created 
division of global eCommerce and testing same-city same-day delivery service to take up the competition with 
online retailer giant Amazon. Finally, the smaller storefront formats Neighborhood Market and Wal-Mart Express 
will lead Wal-Mart’s entry into the urban market and challenge grocery stores such as Safeway.  
 
Risk Factors 
• Overall U.S. and world economy is recovering from the worst economic downturn of more than a decade; 
however the pace is slow and economic health remains fragile. The general instability of economic situation 
directly impacts the buying power and confidence of customers. 
• Most of Wal-Mart products are imports from the developing countries such as India and China. With rising 
costs in terms of both raw material cost and more evidently labor cost, Wal-Mart could have difficulty in 
maintaining their razor-thin profit margin. 
• Foreign currency exchange rates changes, particularly rising dollars, will be unfavorable to sales and 
earnings over the next several quarters for Wal-Mart with 30% business in foreign operations. 
 • An investigation into alleged violations of anti-bribery laws by Wal-Mart de Mexico is ongoing. It will take 
a while for an independent audit committee to determine whether local managers bribed officials for permits, and if 
U.S. executives knew about it. Its effects on management and investor confidence remain to be determined. 
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DCF Valuation Model 
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 Comparative Valuation Analysis 

 
 
 WACC Calculation     

         
 

 
 
  

 

Total Return Calculation 

 

Valuation Assumptions 
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Income Statement Projection  
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Historical Financial Data 
Income Statement 
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Historical Financial Data 
Balance Sheet 
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Historical Financial Data 
Cash Flow Statement 
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Historical Financial Data 
Key Ratios 
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Historical Financial Data 
Key Ratios (continued) 

 
 


