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The Home Depot, Inc (NYSE: HD) is the world’s largest home improvement 
retailer based on net sales for fiscal 2017.  It offers its customers a wide 
assortment of building materials, home improvement products, lawn and garden 
products, and décor products and provides a number of services, including home 
improvement installation services and tool and equipment rental. As of 
2017, Home Depot has more than 2,200 stores located throughout the U.S., 
Canada, and Mexico. The typical store today averages 105,000 square feet of 
indoor retail space. 
 
Home Depot’s mission statement is “to provide the highest level of service, the 
broadest selection of products and the most competitive prices.” It serves two 
primary customer groups, DIY Customers and Professional Customers (or “Pros”) 
and have different approaches to meet their needs. During 2017, Home Depot 
implemented a new e-commerce platform that enhances search and mobile 
functionality, increased checkout speed, and expanded chat functionality with its 
online contact centers. The Home Depot store stocks approximately 30,000 to 
40,000 products during the year, including both national brand name and 
proprietary items. Home Depot drives productivity and efficiency by through its 
advanced information technology and supply chain. It centrally forecast and 
replenish over 97% of its products through sophisticated inventory management 
systems and a network of over 200 distribution centers. 
 
The Home Depot, Inc. is a Delaware corporation that was founded in 1978 by 
Bernie Marcus and Arthur Blank and its first IPO was on September 22, 1981 at 
$12 per share. The company is currently headquartered at the Atlanta Store 
Support Center. Craig Menear has served as CEO and president of The Home 
Depot since November 2014 and chairman since February 2015. Home Depot 
currently holds 27% of the market share for the US home improvement industry. 

 

Company Overview 

Customer Experience 

Despite the threat of e-commerce in the traditional retail industry, Home Depot managed survival and prosper through 
its digital strategy known as interconnected retail. In 2016, Home Depot rolled out a key component of the strategy 
known as Customer Order Management ("COM"), a platform that provides a common management system for 
customer orders, providing greater visibility and a more seamless and frictionless experience for its customers and 
associates. During the year, Home Depot also enabled a dynamic ETA (estimated time of arrival) feature for online 
orders, which provided its customers with a faster and more accurate delivery date based on their location. All of 
which works to deliver a better experience for its customers, thus offering Home Depot a comparative advantage over 
its competitors. 
Products 

Home Depot continues to introduced a number of innovative and distinctive products to its customers at attractive 
values. In addition, Home Depot also offers proprietary and exclusive brands across a wide range of departments. As 
more customers become more environmentally focused, Home Depot offer a growing selection of environmentally-
preferred products, which supports sustainability and helps its customers save energy, water and money. 
Supply Chain 

Home Depot has a distinctive competitive advantage in its information technology and supply chain. This ensures 
product availability for its customers while managing costs, which results in higher returns for its shareholders. In fiscal 
2016, Home Depot rolled out the first stage of Supply Chain Synchronization, or "Project Sync," a recent initiative to 
improve its in-stock rates, inventory productivity and logistics costs. Through Project Sync, Home Depot can 
significantly reduce its average lead time from supplier to shelf.  
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Company Name 

 
Company 
Description 

 
Implications for HD 

Lowe’s (LOW) Second largest hardware 
chain company behind 
HD with market share of 
17%, operates about 
2,370 stores in the 
United States, Canada, 
and Mexico. Market cap: 
76B 

HD’s strongest competitor. Given the Pro business 
disproportionally drives the HD-LOW performance gap, LOW, 
which has typically favored the homeowner and female 
consumers, has been trying to narrow the gap by making several 
acquisitions, including Central Wholesalers and Maintenance 
Supply Headquarters. If successfully implemented, this could 
threaten HD’s Pro customer base that contributes to 40% of its 
revenue. 

Target (TGT) Second largest 
department store retailer 
in the US, operates 
1,834 stores throughout 
the States. Market cap: 
42B 

TGT provides more comprehensive categories of goods. Besides 
tools for home improvement, TGT also sells foods, daily 
necessities, electronics and etc. A broader range of merchandise 
may attract homeowners who are not exclusively shopping for 
home improvement tools.  
However, HD offers a far broader selection of home improvement 
products that is unmatched by TGT. 

Amazon (AMZN) Largest e-commerce 
retailer in the world 
measured by revenue 
and market 
capitalization. Sells an 
extensive range of 
products, including 
electronics, grocery, 
clothing, and many more 
under one roof. Market 
cap: 801.27B 

Home and Business services Sales of tools and other home 
improvement items grew 25% last year to $6.1 billion. AMZN 
entered a recent partnership with Lennar, giving it edge in the 
booming smart home market by selling unique connected-home 
and Alexa-enabled devices, especially in security. All of which 
poses a threat to HD. However, AMZN is still not at par with HD in 
terms of customer experience. 

Competitive Analysis 
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  Financial Analysis 
Below are the financial statements and key forecasts for The Home Depot, Inc.   

Balance Sheet 

 
We see an increase in liabilities over the past few fiscal years as the low interest rates had made borrowing 
cheaper. This increase is correlated with the decrease in shareholder’s equity demonstrating that HD has used most 
of the cash generated from debt into stock repurchases. Overall, by increasing leverage and taking on more risk, HD 
showed that it has optimisitic long-term forecast for the housing market. 
 

Income Statement 
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Valuation 

Source: Morningstar.com 

My 2017 target price is $50 per share for Home Depot, which 

represents 70% downside from the current share price. I arrive at my 

target price using a Discounted Cash Flow model. 

I made the following assumptions 

• Discount rate (WACC) 

o I used the 5-year monthly return of the S&P500 and the 

Effective Federal Funds rate for calculating the risk-free rate 

and the equity risk premium. 

o I estimated beta for HD using the 5-year monthly return of 

the S&P500 and HD, by multiplying the correlation between 

the two returns with the standard deviation of HD and 

dividing by the standard deviation of the S&P500. 

o I used the HD’s credit rating from Moody and S&P to find the 

estimated default spread of its debt. 

Total sales have increased very consistent over the past few fiscal years. However, expenses have remained at 
nearly the same level for the past few fiscal years; there is actually a decrease from 2017 compared to 2013. 
This indicates high operating leverage meaning that HD’s recent focus on improving supply chain management 
has borne fruit. The increase in sales per square foot also demonstrates HD’s improved efficiency. Another thing 
worthy of note is the double digits growth in EPS over the past few fiscal years. This could be partially attributed 
to the stock buyback but there is no question that HD has become more profitable for its shareholders over the 
recent years.   
 
Cash Flow Statement 

 
Cash flow has been consistently positive and grew from fiscal year 2015. Most of the cash is generated from 
operating activities which also have been consistently positive and grew every year since 2013. This growth 
matches the growth in net income from above, indicating that the true profitability of HD is also growing.  The 
increase in cash used for investing activities in 2015 is due to the acquisition of Interline Brands, expanding HD’s 
reach in maintenance, repair, and operations sector. Due to HD’s stock repurchasing plan, the outflow of cash 
for financing activities as increased beginning in 2016.  

Financial Analysis (continued) 



5 

 

 
 
 
 
 
 
 
 
 
Based on these assumptions the value of HD is around $94B. 
 

Compared with the current metrics, we can see that the Home Depot is currently overvalued. Its target price should be less than $50 
per share.  
 

  

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Investment Risks 

I rate The Home Depot, Inc as a Sell with a Target Price of $50.  My recommendation is driven by these following  

 main investment risks for Home Depot:  

• Slowing Housing Market– U.S. new-home groundbreaking and permits fell in June 2018 to the slowest pace in nine months. 

Adverse conditions in or uncertainty about these markets could adversely impact Home Depot’s customers’ confidence or 

financial condition, causing them to determine not to purchase home improvement products and services, causing them to delay 

purchasing decisions, or impacting their ability to pay for products and services. 

• Rising Cost of Building Materials - Tariffs averaging more than 20% on Canadian softwood lumber shipments into the U.S. are 

contributing to unprecedented price hikes. Trump also announced that he would enforce a 25% tariff on steel imports and a 10% 

tariff on aluminum imports. Similar to what has happened with lumber, the tariffs will translate into higher costs for Home Depot as 

they buy products from suppliers located throughout the world. 

• Competition – Home Depot also face competition for its products and services from a variety of retailers, suppliers, and service 

providers, ranging from traditional brick-and-mortar, to multichannel, to exclusively online. The growing competition and especially 

the threat of Amazon could adversely affect Home Depot in the future. 

• Free Cash Flow 

o I used the averaged sales growth rate for the past 5 

years.  

o I based my assumptions for other metrics on its 

percentage to sales 

o I assumed 3.00% growth rate after 10 years 
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 The current information on Home Depot suggests that the stock is overvalued. Although, Home Depot trades at 

slightly lower price to earning compared to the Home Improvement Industry (16.57x vs18.56x), its price to earning is 

higher than its direct competitors, Lowe’s and Target (15.17x and 11x, respectively). In terms of rate of return and 

profitability, Home Depot has an astonishing 546% Return on Equity. However, this number attributed to Home 

Depot’s aggressive $15 billion stock buyback plan and the company’s high debt-to-equity ratio. Home Depot has a 

leverage ratio of 17.68x, which is significantly higher than all of its competitors by a large margin. Large debt loads 

can make Home Depot particularly vulnerable during an economic downturn. If it struggles to make regular interest 

payments, investors are likely to lose confidence. Thus, investing in Home Depot is riskier compared to its 

competitors considering the current feelings of uncertainty surrounding the markets. 

 Home Depot and the Home Improvement Industry in general face the threat of the slowing housing market. As 

the demand for its products decreases due to the market slow down, Home Depot may struggle to maintain 

consistent sales growth rate and meet or exceed investors’ expectations. In addition, Home Depot currently have 

significant exposure to Trump’s new tariffs on Canada and China. The result of tariff-driven costs could cause margin 

pressure or sales pressure for Home Depot. Both of these situations would most likely translate to drop in share 

price.  

 Another factor that does not bode well for Home Depot is the rising interest rates. While my valuations averaged 

the risk-free rate at 0.64% for monthly returns using data from the last 5 years, the current Effective Federal Funds 

return is at 2% per month, with the Fed planning to hike up the rates even more. The rising interest rate indicates a 

much higher cost of capital rate for Home Depot that further devalues its future cash flows. Thus, my discounted 

cash flow model generated a much lower firm value for Home Depot than its current market value. Based on these 

considerations and Home Depot’s past performance, its stock should be valued at around $50 per share. Since its 

current price is $167.56, I rate Home Depot a SELL and do not recommend that Smart Woman Securities invest in 

HD. 

  

https://finance.yahoo.com 

https://fred.stlouisfed.org 

https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0000354950&type=10-

K&dateb=&owner=exclude&count=40 

https://wrds-web.wharton.upenn.edu/wrds/query_forms/navigation.cfm?navId=118 

https://csimarket.com/Industry/Industry_Valuation.php?ind=1306  
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