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Company Profile
Lowe ialty

s Companies, Inc. Is a 5
retailer  of buildin% mate! and
related products for the home construc-
tion and remodeling markets., Lowe's
has been a publicly owned company
since October 10, 1961, Its stock has
been listed on the New York Stock Ex-
change since December 19, 1979 under
the ticker symbol of LOW,

Lowe's operates a total of 209 retail
stores in 19 states, located principally in
the South Atlantic and South Central
regions of the United States. Each store
combines the merchandise, service,
and functions of a lumber yard, a
building materials supplier, an air con-
ditioning, heating, plumbing and elec-
trical supply center, a hardware store,
an appliance and home electronics
dealer, a hard goods discounter, and a
professional marketing company. Mer-
chandise items, many of which are na-
tionally advertised brand names, are
counted in stock-keeping units which
currently number 12,000, The typical
store stocks approximately 8, of
these. These items are provided to two
major customer ups—Professional
Buyers and Retail Customers—within
the same store facility. Lowe's general
office is located in North Wilkesboro,
N.C. Regional offices are located there
and in Lynchburg, Va., Charlotte, N.C,
Louisville, Ky., and Montgomery, Ala.
The company employed approximately
5800 persons or an average of 27.8 per
store at the end of the fiscal year.
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May 9, 1980
Dear Shareholder:

One year ago in this letter we discussed the probabilities for Fiscal
1979 as follows:

"We saw a slowing of building permits in our area during the
last three quarters of Fiscal 1978. We will not be surprised
to see that slowdown continue during 1979. On the retail side,
our momentum increased as 1978 progressed, and we believe we
can maintain momentum at retail in 1979. Our net outlook is
for another 1970, with a relatively soft landing, rather than
the severity of 1974 and 1975."

That outlook proved basically correct in many respects. In Fiscal 1970,

we had a declining housing market but a surge of sales to retail customers
enabled us to achieve a sales increase of 8% and a net earnings increase of
6%. In Fiscal 1979 we had a declining housing market, a surge of sales to
retail customers, and as shown below, a sales increase of 14% and a net
earnings increase of 5%.

Although our year-ago outlook was, for people who basically prefer not
to forecast, very close to our actual results, and while the year contained
its share of positive results and good news, which will be discussed; we
choose to call the results mixed, primarily because of the disparity in the
growth rates of sales and earnings. We prefer better balance, and higher
percentage returns on sales and equity. Efforts to improve balance and
returns have begun, although 1980 looks to be a far more foreboding business
climate than did 1979 at this time last year.

Highlights of some of the year's key results follow:

Change 1979 1978
Sales +14% $904,651,193  $793,125,313
Pre-tax earnings + 3% 47,331,130 45,864,603
Taxes on earnings + 1% 22,375,694 22,140,770
Net earnings + 5% 24,955,436 23,723,833
Depreciation +15% 10,063,838 8,713,648
Cash flow +10% 35,019,273 32,437,481
Cash dividends +25% $ 6,511,063 3% 5,208,850
Number of stores + 5% 209 199

While sales were up by more than $111 million, or 14%, again this
year the vast majority of the increase--62% of it--came from higher sales
to retail customers. In fact, our retail sales volume of $393,000,000
in 1979 exceeded our total sales volume in Fiscal 1975. We intend to
keep on getting this act together. A complete discussion of this phase
of our business as well as what we have been doing to improve market
penetration to our professional customers is presented on Pages 13-15,
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24-25, and 27-28 of this annual report.

As shown, earnings grew by 5%, with economic trends adversely impact-
ing our fourth quarter. While this growth is neither the equal of some of
our great years, nor our 1979 expectations, we can't characterize the year
as unsatisfactory, because of developments in cash flow and dividends.
Some interesting comparisons between Lowe's and other companies in the
building materials business and in the general retail business are on

Pages 6 and 7.

The earnings in the table above reflect LIFO inventory accounting.
While this method helps offset the ravages of inflation by removing
phantom inventory profits, its effect is to diminish, among other things,
reported earnings, cash flow, and book value per share. Most major retailers
who are concerned with the quality of their earnings have adopted LIFO.
Again, the statistics on Pages 6 and 7 will be helpful in judging Lowe's
and others to whom we are frequently compared.

At this point, we invite your attention to our traditional back cover
fold-out review of performance, specifically Note 2 and the Fiscal 1978
and 1979 figures. There is significant supplemental information presented,
affecting, among other things, earnings, cash flow, and equity.

Cash flow, considered one of the most important measures of profitability,
increased more than $2.5 million, or 10%, to another all-time high. We
invite your attention to the notable achievement shown in line 9, on Pages
57 through 59. Throughout the business cycles of the past 21 years, Lowe's
cash flow per share has never declined. For an even more accurate supple-
mental information calculation on cash flow, one can subtract the actual
tax 1iability on the Audited Income Statement for Fiscal 1978 and 1979.
from the pre-tax earnings listed on line 6, Page 57, and add back the
depreciation charge from the Audited Income Statement.

During the past year, Lowe's paid cash dividends of $6,511,063, an
increase of 25% over the amount paid in 1978. This is 27% of prior-year
(1978) earnings, just over our previously stated belief that a "20% to
25% payout of prior-year earnings is an appropriate range under the present
circumstances.” Since then, we have increasingly realized that dividend
payout may better be thought of as a proportion of cash flow instead of as
a proportion of reported earnings.

At the beginning of the present fiscal year, the dividend rate for the
first quarter was increased to 15¢ per share. This is in line with the
aforementioned new consideration, and also our feeling that the growth rate
of dividends is of greater importance to Lowe's shareholders and the company
itself than the payout rate. Your attention is called to the dividend
performance of Lowe's and the selected group of other somewhat similar
companies on Pages 6 and 7.

We opened 13 new stores in Fiscal 1979 in six states and closed
three for a net addition of 10, to bring our total number of stores operated
at year-end to 209, an increase of 5%. This, however, does not tell the
full story of store progress for the year. There are 119,472 square feet
of selling space in the new stores and 31,283 in the three closed, for a
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net addition of 88,189. We rebuilt and relocated five stores in existing
markets. With these we added a net total of 32,434 square feet of new
space. Thus we built five new stores in existing markets, six more in
new markets, and added seven takeover stores in new markets for a total
of 18. The total of square footage added during the year--new stores in
new markets, new stores in existina markets and takeover stores in new
markets--was 120,623.

The new stores are located as follows: three each in North Carolina,
Indiana, and Kentucky, two in West Virginia, and one each in Texas and
Alabama. The rebuilt stores are in Maryland, Ohio, Virginia, and two
in North Carolina. Lowe's policy is to charge all pre-opening and Grand
Opening expenses against the income statement of the year in which the
stores were opened. Six of the 13 new market stores were opened in the
fourth quarter and four of the five new stores in existing markets were
opened in the same time period, placing the greatest fiscal burden of this
policy in the final quarter of the year.

In Fiscal 1980 we plan to acquire four new stores in the growing east
Texas market, two of which will have sales floor additions this year.
Plans are underway for additional stores in Louisiana, Pennsylvania, and
Kentucky, in keeping with our policy of filling in at the perimeter of our
area and back-filling in areas with significant growth potential. We have
identified 25 desired new markets for Lowe's next stores, but in the
present economic climate, we are considering them in decision-stages of
13 and 12, depending on business conditions. We prefer flexibility and
profitability over a pre-determined store numbers game.

Lowe's is in a comfortable conservative financial position. In the
past five years Lowe's sales have increased 233% and while we have increased
cash dividend payments by 536% in that period, shareholders' equity has
grown by 190%. Lowe's current ratio is 2.49 to 1, an improvement over
the 2.38 to 1 ratio in 1975, and considerably better than the 2.00 to 1
ratio considered appropriate by financial analysts. Our turnover rates of
both inventory and accounts receivables have improved this year, tribute to
positive management control by two outstanding departments. We do not plan
any equity financing since Lowe's continues to generate necessary cash flow
internally.

Much effort in recent months has been directed to the goal of
positioning the company to move through the difficult time at hand
and to be ready to aggressively participate in the growth which is
certainly ahead of us. This annual report details many of these
positioning improvements. For example, we listed Lowe's stock on the
New York Stock Exchange, the major international market for securities;
we developed a new store sales floor flair and dynamic; we made rapid
strides to obtain more retail business, including the inauguration of a
retail credit card and a substantial enhancement of our advertising
strategies; loyalties of our professional builders were strengthened;
we placed into operation a new General Ledger system which improves the
flow of management information; we improved the merchandising of products
in our stores to provide better selection for all types of shoppers; and
we developed better methods of inventory management. We call these activities
the "Upscaling of Lowe's."
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This "Upscaling of Lowe's" theme was chosen to provide a convenient
framework to present to you a large body of information about your
company--to report to you on what we have done, to provide you with a
quantity of forward-looking research, and--we hope--to satisfy you
that we merit your continuing support.

With inflation a household word and national menace, we invite
your attention to Note 11 of the Audited Financial Statements (Pages 50-52).
In compliance with a ruling of the Financial Accounting Standards Board,
Note 11 restates our 1979 earnings to reflect the impact of inflation. We
believe the current cost technique provides the better comparison between
companies, but the constant dollar technique is also useful in comparing
a company's own progress in sales, earnings, and dividends against general
inflation trends in the nation. We also believe that Lowe's restated
results will look very good indeed, compared to more capital-intensive
companies and those who have stubbornly stuck with FIFO inventory accounting.

As we look at probable 1980 results, it is clear that the other shoe has
dropped resoundingly. The highest interest rates since the Civil War, and
the extreme tightening of the money supply will bring a deep recession to
the housing industry, which has to adversely affect housing-related retailers
like Lowe's. While we are pleased with the continuing improvements of our
retail sales, and are fortunately situated geographically, we know that our
present balance between professional sales and retail sales will not help
us to sidestep a downturn.

So 1980 will not be a business-as-usual year. Inventories, receivables,
expenses, personnel, and expansion will receive more diligent care and
prudent management than ever before. When the economic cycle begins its
upswing, we will be strategically positioned to resume settina new hiahs
for Lowe's.

We close this letter, as always, with a sincere expression of appreciation
to all the Lowe's team--our fellow directors, our shareholders, our employees,
our customers, our suppliers, our associates, and our friends, for your
confidence, your achievements, and your dedication to Lowe's progress.

Cordial good wishes,

ottt L., STLhbot é«;—
Lennard G. Herring

Robert L. Strickland
Chairman of the Board of Directors President and Chief Executive Officer



Performance Review-Financial Highlights

Fiscal Fiscal
Change 1979 1978
For the year Sales of products and services .. .. ....... +14%  $904,651,193 $793,125,313
Met earningsiv. . « o cvc v sviann cvan + 5% 8§ 24,955,436 $ 23,723,833
Cashflow. ... +10% § 35,019,273 $ 32,437 481
At year-end Total capitalinvested - . .cou i inusa +11%  $299,899,166  $269,695,102
Shareholders’equity. .. ............... +13%  $159,096,916  $140,652,575
Debt .. ..o e -11% § 60,204,771 $ 67,401,136
Numberof shares . ... .cov i vnswei o 13,022,126 13,022,126
Per Share Earningsm . ......covuireniinnninnn. + 5% § 1.92 $ 1.82
DIAdendS pald ..« o o s i wmmaias asis +25% § .50 $ .40
Shareholders’ equity—year-end. . . . ... ... +13% $§12.22 $10.80
Cashflow.........ociviiiin.. + 8% § 2.69 $ 2.49
Measurements Assel UIMOVED .oy v S8 a s i FaTain e wRie srRneEn sediue § 3.35 $ 3.28
(Sales/asset dollar)
BRI ORLSHIER. o vic im0 im0, 158 o e 0 2.76% 2.99%
(Earnings as % of sales)
RetlIm DN ASSRES . o\ v v v vv o bos win s s ds s es s b nss s asn s 9.22% 9.82%
T A . 1.92 1.98
(Asset dollars/equity dollars)
Retarn oneiily:  sies sisis « e e R E s e s 17.66% 19.42%
(MYFIFONetearmings. . .o cvvvvnvmvivaseessas + 3% § 28,772,680 § 27,861,944
FIFOEarningspershare .. ...........c.00.. + 3% 5 2.21 s 2.14

Note: OnJuly 17, 1979, the Internal Revenue Service released proposed amendments to the regulations relating to the financial stalements conformity requirements
incident to the LIFQ method of inventory accounting. These proposed amendments provide that “supplemental or explanatory financial disclosure” using another inventory
method can be disclosed. [n this regard, this condensed earnings statement is shown above using the FIFO method of inventory accounting.

—m——

Lowe’s Common Stock Dividend vs The Consumer Price Index

Dividends Consumer B Dividends — Cents Per Share ECPi
Year Per Share Price Index ) 500
|1, 12 e -, D 109.8 a5 450
; |- 7 | R e S e 4, R AR e 116.3 400
1 1) RN O ;4 TR 121.3 .
1972, .0, T (O 125.3 3 i
1973, .....vnt Bt .. ..o 1331 a0 300
L1 SRR RN 147.7 P 250
TN i [ 1 LY 161.2 poe
(L7 . A 170.5 2
1977 e 30¢. ... 181.5 15 150
AR e T 195.4 10 100
19T vl i B SR 217.4 5 50
Lowe's Dividend 10-Yr. Compound Growth Rate 21.7%
CPI 10-Year Compound Growth Rate 6.5% 1060 9970 1971 1972 1973 1974 1875 1976 1877 1878 1979
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Lowesis a Competltlvel

Ways to Measure—Stock
Performance

While the Dow-Jones 30 index is the most
popular index against which to measure
the price of a stock, such as Lowe’s, for a
year or more, two others are more reflec-
tive of the entire market—the Standard &
Poor's 500, which measures 500 securities’

performance, and the Wilshire 5000. The
Wilshire Equity Index is the most reflective
in that it measures the total market value
of all stocks listed on the New York and
American exchanges as well as the active-
ly traded OTC issues. The measurement is
in billions of dollars,

Ways to Measure—Lowe's vs.
Selected Others

Of course, Lowe's and ils various invest-
ment characteristics can be measured
against any other stock or index. However,
performance against companies in similar
businesses, i.e., Wickes, Payless, elc.; or
general-line giant retailers, i.e., Federated,
Sears, elc.; or against limited-scope com-
panies like Color Tile and Pay 'N Pak, is
more direct and appropriate. Here growth

rates in sales, earnings per share, and
dividends, as well as dividend vields and
payout rates, and P/E ratios can be
studied. More direct comparisons can be
made when differences such as whether
the company is on LIFO or FIFO inventory
accounting are known. Quality of earnings
is generally regarded as better in LIFO
companies, with cash flow enhanced by
not having to pay taxes on phantom
profits.

Sources of figures for other companies: Annual Reports, Quarterty Reports; PE Ratios, Wall Street Journal.

Lowe's Stock Price
=k — - - E
s S ESFE T T
FEBAUARY
MARCH
APRIL
MAY
JUNE
JULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER
JANUARY
g
Price LIFD
Per or Cument
Company Share* Fﬂ.’l Dividend*
Lowe's $17.00 L-17 5 60
Wickes 15.87 F 1.04
Payless 15.25 F A5
Evans 22.50 F 1.60
Scofty's 18.87 F A4
Wolohan 6.87 L-74 3z
Federated 27.00 L-48 1.70
Carter Hawley Hade 17.00 L-74 1.10
Sears 1712 L-75 1.28
K mart 21.37 L-75 a4
Pennay 25.50 L-T5 1.76
Calor Tile 22.50 F NIL
Pay’'NPak 14.25 F 60
Standard Brands Paint 24.62 F 64
Staniey 36.75 F 1.24
RAyan Homes 2212 F 1.20
Black & Decker §22.25 L-78 £ .78

*1/31/80
* *Year-End, or last four available quarters,

Ways to Measure—Lowe's
Profitability Compared

Return on equity, as derived in the
Strategic Profit Model, compares Lowe's
with several other companies with whom
we are often compared by investors and
analysts. For a full discussion of this for-
mula, its variables, and results, see our

review of historical financial performance
in the fold-out of the inside back cover,
Sales and profits per employee are one
more good way to measure the perform-
ance of any retail organization. Lowe's per-
formance is one of pride to management
and emplovees and one of profit to in-
vestors!

Profit Per Employee
(Dollars in Thousands)
g

LOW  WIX  PAYL EVY 5 KM JCP




Investment Opportunity

Standard & Poor's 500 Dow-Jones 30 Industrials Wilshire 5000
e 88858323 883:88E8E3EEE EBEEESEBEgEE 2
| | | | FEBAUARY
- 25
= APRIL
shen MAY
JUNE
1 JULY
AUGUST
SEPTEMBER
QCTOBER
NOVEMBER
DECEMBER
Current Current 1878 1974 S¥r.* 1979** 1974 SYr.**
1974 5 Yr.CGR Dividend Payout Currant SYr. Hi-Lo Earnings Earnings CGR Sales Sales CGR
Dividend IHHHEE_ Yield* Rate* P/E Ratio*  P/E Ratio Per Share Per Share EPS (000, 000) (000,000) Sales
§ .0825 48.71% 3.52% N% B.85 389 §1.92 §1.14 10.99% § 905 § 382 20.11%
2.21(C) 14.16(C)

1.0000 T8 .55 30 4,64 26-4 3.42(8) 1.37 20.08 2.031(A) 1,121 12.83
0375 31.95 98 12 1210 174 1.25(4) 33 n.52 JBA) Bg 2013
4500 28.88 1 34 4.83 10-3 465 {2.69)4D) HIL 1.515(4) 1,110 B6.42
A000 34.49 233 24 10.14 174 1.86(4) &7 22.66 136(A) 80 11.20
0400 51.57 4.65 48 10.25 14.3 &7 A7 31.56 137 72 13.73

1.1600 7.94 6.29 41 6.58 177 4.10(A) 2.61 9.45 5, T16(A) 3.269 11.82
8000 6.58 647 46 7.05 B-5 2.41(A) 1.60 8.54 2,396 1122 16.39
8250 6.71 T.A4T 46 6.20 287 2.TB(A) 1.63 11.11 17,341(A) 1310 517
2150 31.33 393 28 7.21 45-8 2.96(4) a7 27.75 12,582(A) 5612 17.52

3.26(C) 30.24(C)
1.1600 870 6.90 50 7.24 3T 3.52(A) 212 10.67 11,274(4) 6,936 10.20
4.22(C) 14.78{C)

NIL NIL NIL HIL 18.90 18-8(B) 11%A) 18 45.90 182(A) N 42.48
Az 3r.ro 4.1 43 1047 14-3 1.4004) .56 2011 136(4) 61 17.39
2650 19.29 2.589 26 10.04 307 2.45(A) 1.45 11.06 1T4{4) 96 12.63

6400 14.14 aar 29 B.62 14-5 4. 26(A) 1.50 2322 BT 2(A) 487 12.36
2000 4310 542 19 715 154 a.09 1.45 16.34 496 195 2053
§ 3900 14.27% 3.41% 33% 9.59 43.7 232 §1.09 16.31 § 1,295(4) § 642 15.07%
$2.38(C) 16.90%i(C)
{A) Last four available quarters. (C) FIFO Figures. CGA = Compound Growth Rale Dwvidend Yield = Yearly Dividend divided by Share Price

(B) Three Years Ondy, () Dedicat, PIE = Price of Share divided by Previous 12-mos. eamings Payout Rate = Dividend Divided by Eamings per Share
Strategic Profit Model
Totad Total Total Total V. %
Total Tolal Boginning Ending  Beginning Ending Ratum  Melum on Roturn Numbar Salss Promt
Salen Prafit Assaty Asygty Equity Equity Assal o on Ssles — Assals 'y Leverage — on Equity of Por Par
(000.000)  (0G0,000)  (UGO.000)  (900.006)  (D0O,000) (00O.00)  Tummowar (%) (%) Facier %) Employses  Emplayss  Employsa
. i) i i2) i i3 i (4) (5) (6) i7) (&) (9 {10) 11}
Lowe's(A) § 905 $ 249 § 270 § 300 5 141 $§ 159 335 2.76 a2z 1.92 17.66 5804 $155927 §4,290
Wickes (B) 1,910 344 643 755 203 23 297 1.78 5.35 37 16.95 16.815 113,589 2,046
Payless (A) 6 14.5 114 159 62 75 2.17 443 12.72 1.84 23.39 3.600 87,778 4,028
Evans (&) 1.515 62.4 641 788 243 288 2.36 409 9.73 264 25.68 18,500 81,892 3,373
Sears (B) 17,946 921.5 14,746 15,262 6,524 7,092 1.22 514 6.25 2.26 1412 430,000 41,735 2,143
Kmart(B) 11,696 3447 4,489 4,836 1,650 1.920 2.61 2.94 7.66 272 20.83 213,347 54,821 1,611
Penney (8) $10.845 52760 § 4346 5 4833 32118 $2,357 250 254 6.35 2.05 1303 211,000 & 51,398 $1,308
{Strategic Profit Model totals vary due to rounding)
0urce ol gt Jor aler companies: Anr Hegats (2) Beginning Assets () Beginning Assets divided by Beginning Equity
(A) Fiscal 1979 figures (3) Beginning Shareholders’ Equity (B) Total Profils divided by Beginning Equity
% (4) Total Sakes divided by Baginning Assets (9) Year-End Total
(B) Fiscal 1978 figures {last complete reported year) (10) Total sales for year — number of employees, to nearest $100

(1) Latest Year Ending figures

Total Profit divided by Total Sales
Total Profit divided by Beginning Assets

(5)
(6)

{11} Total Profit atter taxes = number of employess
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What Lowe's Does

Lowe’s is in one business only—we are
retail marketers of building materials, to
two major customer groups, through 209
stores in 19 states, principally in the South
Atlantic and South Central regions. The
company's life blood cells are our cus-
tomers who last year numbered 11 mil-
lion, an increase of a million from the
previous vear. The average Lowe's store
recorded 54,100 transactions in the vear,
up from 53,900 the previous year. Average
sale per customer was $82.02, an increase
from the average ticket of $79.20 in Fiscal
8.

Lowe's gives primary and continuing at-
tention to our customers’ preferences and
changing needs for the goods and services
we supply.

Customer Purchase Trends
[Thousands of Dollars)

1,000

1875 1978 18977 1878 1979

W Profassional Buyers
B Retall Customers

Lowe's Is a Building Materials

What Lowe's Stores Are

Lowe's stores each combine the merchan-
dise, service, and functions of a lumber
yard, a building materials supplier, an air
conditioning, heating, plumbing and elec-
trical supply center, a hardware store, an
appliance and home electronics dealer, a
hard goods discounter, and a professional
marketing company. Merchandise items,
many of which are nationally advertised
brand names, are counted in stock-keep-
ing units, which currently number 12,000
The average store stocks approximately
8.000 of these. Lowe's does not report net
product profit because our stores are our
true profit centers.

Customer Purchase Trends

Lowe's sells to two customer groups: pro-
fessional  builder buyers and retail
customers. The pro buyers number about
140,000 in the 209-store area served, of
whom one-third are Lowe's customers.
Our 209-store marketing area serves about
10,7 million households, an average of
54,600 for each store-markel area. As
shown in table at right, Lowe's sales in the

past four years to retail customers have
been increasing each year, in line with in-
creased company emphasis on this portion
of the business. Retail and professional
sales have both recorded impressive five-
vear compound growth rates. Emphasis
continues on increasing our retail sales
base without losing market share with pro-
fessional customers,

Merchandise Sales Trends

All categories of Lowe's merchandise
achieved substantial sales increases in the
vear except mobile homes which has been
nearly phased out. Kitchen and home
laundry achieved the greatest percentage
sales gain, replacing lumber in this posi-
tion. These kitchen and home laundry
items were followed by home, yard and
farm supplies which scored impressive
gains.

Merchandise Categories:

The following are the components of
Lowe's eight merchandise categories:

1. Structural lumber: Dimensional lumber,

framing, studs, joists, posts, boards, and
treated wood.

2. Building materials and hardware:
Plywood, gypsum board, roofing, paint,
paneling, doors, windows, mouldings,
masonry products, insulation, siding, floor
coverings, carpeting, ceilings, nails, locks,
and hardware,

3. Plumbing, electrical, heating and cool-
ing: Bath tubs, shower stalls, pumps,
plumbing fixtures, cable and electrical ac-
cessories, furnaces, fireplaces, heating
equipment, ventilators, central and room
air conditioning.

4. Kitchen and home laundry: Refrig-
erators, freezers, ranges, dishwashers, dis-
posals, microwave ovens, cabinets, count-

er tops, washers, dryers, and kitchen
sinks.

5. House, yard, and farm supplies: Power
lawn mowers, garden tillers, power tools,
hand tools, storage buildings, bicycles, go-
carls, housewares, giftwares, farm rooling,
fencing, and barbed wire,

6. Home Entertainment: Color and black
and white televisions, stereo components
and consoles, radios, CB equipment, and
tape recorders.

7. Mobile homes: Factory-built housing,

8. Special order sales: All merchandise
sold by Lowe's which is not regularly
stocked at a Lowe's store, but which is
ordered for customers from manufacturers
or local distributors.




Marketer to Professional and Retail Customers

Building Materials & Hardware
Sales vs Tolal Sales

(Thousands of Dollars)
1,000

Special Order Sales vs Total Sales

{Thousands of Dollars)

1,000

Lumber Sales vs Total Sales
(Thousands of Dollars)

1,000

200

g
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g

1975 1976 1977 1978 1979 1975 1976 1877 1978 1875 1978 1977 1878
mEuilding Material & Hardware Sales B Special Order Sales ELumber Sales
Thousands of Dollars
Fiscal Years(1) 1975 1976 1977 1978 1979
% of % of % of % of % of CGR
Category Sales Total Sales Total Sales Total Sales Total Sales Total (2)
Protessional Buyers $209.901 54  £308.457 59 $411 613 62 $468,983 59  $511.472 57 24.9%
Change{3) +15% + A7% + 33% +14% + 9%
Retail Cuslomers $178.353 46 $210,938 a £250012 k1. $324,142 41 $393179 43 21.9%
Change{d) - + 9% +18% +19% + 30%: +21% a
Totals(d) $388.254 100  $519.395 100 §661,625 100 793125 100 §904651 100 23.5%
Change{3) +12% + 34% +27% +20% +14%
(1) Fiscal years ending January 31 of fofowing calendar year. {3) Percent change from previous year.
{2) Compound growih rates, 1975 through 1979 {4) Totals may not add due 1o rounding
Thousands of Dollars
Fiscal Years(1) 1975 1976 9717 1978 1979 -
%ol % ol %ot Yol Change %ol CGR
Category - Sales Total Sales Total Sales Total Sales Total Sales {2) Total 3)
1 § 63,802 16.4 5 98940 191 $133.887 20.2 S168,067 21.2 5190070 +13% 210 A%
2 180,026 464 239363 461 32125 472 INJ78 469 415287 <+ 12% 459 23.2%
3 asanr 9.8 46,960 9.0 59,946 a1 67.560 8.5 81,110 + 20% 89 20.7%
4 23,692 6.1 26,787 5.2 3827 48 38,659 4.9 49394 + 28% 55 20.2%
§ 27,520 71 36,559 1.0 41,801 6.3 50,615 6.4 63987 + 26% 7 23.5%
f 11,354 29 14,722 28 14,494 2.2 17,519 2.2 19,408 + 11% 2.2 14.3%
7 3,041 8 3,086 K] 2,135 k| 464 nm NE - 32% n.m. nm.
] 40602 105 52978 10.2 65,410 99 78,463 99 85079 + 8% 9.4 20.3%
Totals £388,254 1000 $519395 1000 $661.625 1000 $793125 1000 $904651 + 14% 1000 23.5%

(1) Fiscal years ending January 31 of following calendar year

(2) Change from previous year

(3) Compound growth rates. 1975-1979
n.m,. = not meaninghul




Performance Review

Where Lowe's Does It

Lowe's ‘Sun Belt' market areas contain
many of the major growth areas of the
nation—Tidewater Virginia, the Piedmont
Carolinas, the Florida Sun Coasts, the
Atlanta Highlands, and the Gulf Petro-
Chemical Belt. Five of America’s largest
megalopolises are located in Lowe's Land.
Most of Lowe's stores are located in the
Carolinas-Virginia heartland of our area,
around where we began growing back in
the "50s5. Today 91 stores are in these three
states. Growth has been basically concen-
tric and our store population is lightest
around our perimeter states of Delaware,
Maryland, Ohio, Indiana, lllinois, Arkan-
sas and Texas, areas of great future growth
potential. The density of population
around the heaviest store concentrations
allows new marketing thrusts, especially
television,

Lowe's Operates Retail Stores

Square Footage by State

LESS THAN &0,000
W 80,000~ 100.000
W OVER 100,000

Morth Camalina(51) 470447 Misssipgn 71 T3.23h
Virgunia {23 2 b ik (7 i}, 7RG
pEirela (20 Flanda (6 S AN
South Camlina (171 Arkansas (5) 51,607
Tennesses (17} Marvland {5) 44.750
Kenucky {109 Pennsytvanas(3) 30000
Alabama (i) Defaware [2) 13, 10
Wt Vieginia {5 Texaa|l) 23,250
|matsiana (H) imiss LUELE ]
Imdiana (7T}

L . T 1831418

Lowe's Store Locations

NORTH CAROLINA Maownt Airy Leesbary
Albemark: Murfreesborn Lvmehbnirg
Axhibora Mew Bemn Miannssas
Asheville North Wilkeshoro Marion
Boone Raleigh Martinsville
Burlington Reidaville Newpor News
Cary Rockingham Chesapenke
Chapel Hill Rocky Mouni Rechimond
Charbolte-1 Salisbury Roanoke
Charfolte-2 Sandord South Boston
Charbolte-Narth Shelhy Staunibon
Durham Sparia Sublolk
Elizabeth Ciiy Salesville Yienna
Fayetbeville Washinglon Winchester
Forest City Waynesville Woodbrdge
Frariklin Whiteville

Gastonis Wilminglon GEORGEA
Goldshoro Wilsim Albany
Gireenshoro Winaton-5alem Athens
Greensbore-North Winston-Salem Metro Algusla
Greenville Zebubon Brunswick
Hendersonville College Park
Hickory VIRGINIA Codumbus
High Point Bristed Checatur
lacksonville Charloitesville Loraville
Kannapolis Chester Gainesyille
Kinston Coelsurn La Grange
Limcolnioen Danville Macon
Lumberton Dublin Marieia

M anan po Fredencksburg Moulinie
Morganton Harrisonbueg Rome

Sales Per Square Foot

5500

400

1978
W Total Sales

1978 1977
W Aetail Sales

1878 1979

Floor Size and Productivity
Performance

Larger stores built in 1979 continued to in-
crease the average floor size at the end of
the vear. While any company with re-
sources can build larger stores, it is a
measure of competence in retailing to

keep increasing sales per square foot and
especially retail sales per square fool,
Lowe's continues to believe that the more
important measurement is the amount of
sales per employee, as on pages 6-7.

Sales Per Store (millions of Dallars)

1975 1878 1977

Lowe’s Average Store Sales Trends

Average  Pro Retail Total
Stores Sales Sales Sales
Dpen Per Per Per
Durtng Average  Average  Average
Year{1) Store Slore Store
(000) (0oo) (000)
1975 131.3 §1,599 51358  §2.957
1976 148.0 2,084 1.425 3,509
1977 168.3 2.446 1.485 .93
1978 185.8 2,524 1,745 4,269
1979 202 .4 $2.527 §1.943 54470

1) Waeighted by taking the number of stores open at beginning
of yoar; plus new s1ores opaned during year compuied by
adding 1o1al new store manihs of oparalicon and
diwiding by 12

Store Sales Performance

As shown at lefi, sales per average store
posted new highs in 1979, The table al
right is a much more detailed “layering” of
store growth trends, In reviewing the
superior sales per store of the 1974 and
1978 models along with their age, one fact
leaps out—34 of the 40 are standard stores
built for the function, The majority of the
1975, 1976, and 1977 models are non-
standard takeovers, smaller, and eventual
candidates for replacement.
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in Growing 'Sun Belt’' Markets

Square Footage by Demi-Decade

Savannah Cookeville Muobile Indusnapalis-West ARKANSAS 1958 AND BEFORE 1870 — 1974
Smyrna Dyversburg Maontgomery Laqunw El Dorado Stores opened 16 Slorres ogeened 63
Thomasville Gallatin Musche Shoals New Castle Jonesboso Lhores closed 1 Siores closed ]
Thoamaon Jackson Prattville Weafield Little Rock Stores nel 15 Slares ned A2
Valdosta Johnsan City Turscabooss Pine Bluf Square [ietage opened 74,880 Slores to date 124
Warner Robbins Kingspor MISSISSIFF] West Memphis Square footage Closed 3.200 Square lootage opened 774,152
Knosville WEST VIRGINLA Greenville Square [natage during Square lootage closed 4200
SOUTH CAROLINA Letsanon Charleston Giregnwoed MARYLAND this period 71,680 Square Inotage during
Atken Maryville Fairmont Guliport Cumberland this period ThS 952
Anderson Memphis Huntington Hattieshurg Easton 15960 — 1964 Square footage o date 1,114,716
Charlestan Morristown Matewan Jackson Frederick Slores apenad 14
Columbia Murireestono Morgantown Meridian Hagarstown Slares closed ] 1975 — 1878
Easley Nashiille Summersville Tupelo Salsbury Stores el 1] Stores opened o
Florenoe Teays Valley Stores 10 date 29 Siores closed 5
Gaffiey KENTUCKY Dk Hill OHID PENNSYLVANIA Square footage opened 73950 Slores net B
Greenville Cortyin Princeton Athens Hanower Square footage during Stores to date 209
Giresnwonod Danville Belpre Lancaster this period 73950 Square footage opened 872,392
Laurens Elizabethtown LOUISIANA Cineinmat| York Square footage 1o date 145,630 Square footage closed 55,688
Manning Franklon Alpxandria Circleville Square lootage during
Myribe Beach Lexingten Baton Rouge Lancaster DELAWARE 1965 — 1968 ihis period E16,708
l’ﬁmhﬁ_hurﬂ Louisville Ladayedte Springliekd Dover Stores opened a3 Square ootage 1o date 1,931 419
Rock Hill Ric hmond Lake Charles Wheelerburg Wilmington Stores closed 2
Spartanbiurg Paducah Leesville Stopes et a3
Sumier Paintswille Natchitoches FLORIDA TEXAS Stares 1o date 62
West Columbia Pikeville Shrevepor Gatnesville Longview Square lootage opened 207 084
West Monroe Inverness Texarkana Square foatage closed 7450
TENNESSEE ALABAMA Maitland Square [ootage during
Barilen Auburn INDIAMNA Orrlanda ILLINDIS Ihis peri 199,134
Chattanooga [kthan Clarksville Pensacola Marian Square footage to date 144,764
Clarksvilbe Gadsden Franklin Tallahasses "
Clevelamd Huntsville Indianagndis
1 2 3 L] 5§ B 7 8 9
Stores Weighted Total Average Weighted Total Retail Total Retail
Open at Average Sales Floor Sales Average Sales Sales Sales Sales
End of Stores Open Square Footage  Floor Sales Floor {000} (ono) PerSquare  Per Square
Year During End of Year Size End Square Footage Foot|3) Foot(4)
= Year(1) of Year During Year|2)
1975 141 1313 1,281,000 9,085 1,192,861 £388,254 $178.353 $325 §150
1976 154 148.0 1,383,000 8.981 1,329,188 319,395 210,938 391 159
1977 180 168.3 1,619,000 8,994 1,513,690 661 625 2502 437 165
1978 199 185.8 1.817.000 9,130 1,696,354 793.125% 324142 468 191
1979 209 202.4 1.931.419 9,241 1,870,378 £904,651 §393179 5484 $210
(1) Stores open at beginning of year, plus New Stores opened during year computed by adding total New Store Months and dividing by 12,
{2) Column 2 x Column 4. (3) Column 6 — by Column 5. (4) Column 7 — by Column 5§
Thousands of Dollars. Rounded Totals Fiscal Years Ending January 31 of Following Calendar Year
Fiscal 1975 Fiscal 1976 Figcal 1977 Fiscal 1978 Fiscal 1979
Total Sales Per Total Sales Per Total Sales Per Total Sales Per Total Sales Per
Stores Sales Store Sales Store Sales Store Sales Store Sales Store CGR(2)
105 Established
Stores (1) $330359  $3.146 5408539 $3801 §485.262 $4.622 8532674 $5122 $561.476  $5.399 14.5%
20—1974 Stores 45,011 225 63,717 3,186 76,911 3,846 91,282 4,564 9621 48 20.9%
16—1975 Stores 12,884 805 32,196 2012 39,524 2470 48,139 J.004 53,853 3,366 18.7%
13-1976 Stores 14,843 1,149 30,716 2,363 36.257 2,789 30,454 3.035 131.3%
271977 Stores 29,212 1.082 68.988 2,555 80,213 3,085 20.7%
20—1978 Stores 15,785 789 B2 449 3,286
13—1979 Stores 10.995 B4B
Totals: Sales $388,254 2,754 $519,305 $3,373 8661625  $3.655 £793,125  $3.965 £904.651 54,267
Mumber of Stores 141 154 181{1) 2001} 21201)

(1] Estabéizhed Stoes ae siores whech have bean apes for one year or mone. Dne of the 105 saones was closed n
Discember, 1977, therelare, the pre 1974 Establested Store number wias redoced ta 104 o the Fiscal 1978 asd 1979
computatons. & 1577 siore was closed in December of 1978 reducng the 1977 Stones number 1o 26 fos Fiscal 1879
computatons. Thiee 1077 sisies were cloged in Fistal 1979, cne m May, one i Seplember and arother in January and

they will aBect nent year's 1977 stones computatons. 'Woe ended Fiscal 1978 with 199 stodes s Frscal 1979 wah 209

(2] Annigal average Compound Geowih Rates thanugh 1875, from 1875 for the 105 (104} Established
Stores Rates for ihe 1974 New Sides were computed from ihee 1875 (lest fubl year) resuits, the
1875 New Sacees rom 1976, aed the 1976 Kew Siones bom 1677 1977 New Siores from 1978,
&0 Ehigugh 1979 fesulty




Motivation-the Fuel
Supply of Productivity

When asked, as he often is, 1o pame
Lowe’s most important assel, Chairman of
the Board Robert L. Strickland invariably
replies, "Lowe's people! Without their ex-
ceptional spirit and enthusiasm, Lowe's
would be a very different company.”

But, exactly what is it that makes Lowe's
emplovees such a vital part of the com-
pany? Where do they get their motivation?
It comes from a number of sources, but the
one of most long range significance is
Lowe's ESOP.

What i an ESOP? It's an Employee
Stock Ownership Plan, a means for em-
plovees to participate in the ownership of
the company for which they work.

Lowe's ESOF was adopted on January 1,
1978, to replace the company's Profil-
Sharing Plan.

Bv 1977, the Profit-Sharing Plan was not
keeping up with the growth and needs of
the company and the employees. One of
its drawbacks was that an employee had to
leave the company in order to gain any
monetary benefit from his stock owner-
ship. And, not surprisingly, many
managerial people were doing just that,
retiring long before they normally would
have. Another drawback was that em-
plovee shareholders were not treated in
the same manner as were other share-
holders because they could not individual-
ly vote their stock. Most importantly, the
percentage of emplovee stock ownership
was dwindling, since the Trust was nol ac-
tively buying stock. Rather, it was dividing
an ever-decreasing amount of stock by an
ever-increasing number of emplovees, As
employvees retired, taking with them their
share of cash and stock, the amount of
stock left in the Trust was continually
diminishing. Emplovee ownership had
declined from about 48% in 1962 1o about
17%in 1977.

When the Profit-Sharing Trust was
frozen, members were given the option of
receiving cash dividends from their profit-
sharing stock and other income annually.
Since that time, the managerial turnover
rate has dropped drastically. And, under
the Emplovee Stock Ownership Plan, ems-
ployees can vote their stock and do.

In creating the ESOP, the Board of Direc-
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tors decided against requiring malching
funds from the employee, as do some
ESOP companies. Subsequently, the Board
has annually fixed the contribution rate at
15% of eligible compensation per year, the
maximum allowed by law, This percentage
is not fixed permanently, but it is subject to
Board discretion,

Tom Sheppard, divector of Lowwe's Leadershiip School

Al the present time, there is another—
though not well-known—benefil to being a
member of Lowe's Emplovee Stock
Ownership Plan, Under the ESOP, Lowe's
employees are investors, And to be a suc-
cessful long-term investor, one must “buy
right,” that is, buy stock for the least
amount possible,

To many Lowe's employees, the present
low price-earnings multiple of Lowe's stock
represents a significant investment oppor-
tunity. For example, a $3,200 ESOP con-
tribution will buy 200 shares at §16.00,
rather than only 100 at a price of $32.00
per share, which existed four years ago.
Since these employees have chosen o
invest their careers in Lowe's, it's nol
surprising that they would take this
enlightened long-term view of stock invest-
ment, Obviously, some shareholders who
already own stock and intend to sell short-
term would prefer a higher price. But, to
those whose main concern is long-range
growth in earnings and dividends that they
have enjoyed in the past, temporary dips
in price are viewed in the broader context
of a drastically depressed market which
will turn al some point in the future. 5o,

there is a degree of common interest be-
tween the employee who invests both
money and career in Lowe’s and the non-
emplovee shareholder who invests money
alone, Both groups are building for their
futures.

At the end of Fiscal 1979, the Emplovee
Stock Ownership Plan was the sixth largest
holder of Lowe's stock. The Profit-Sharing
Trust was still in first place. Employees
now own 205% of Lowe’s Companies,
Inc., which is a direct reversal of the
declining employee ownership trend of the
past few wvears. Every emplovee should
soon see the significance of this turn-
around and the verv real possibility of
employee ownership of 51% of Lowe's in
the future, As a motivational force what
could be more important? As Personnel
Director Ed Spears savs, “Lowe's has
always had a commitment lo employee
ownership. The ESOP is just a more
dramatic confirmation of this commit-
ment.”

The ESOP is a motivational force for aff
Lowe's employees. But, as in most com-
panies, the sales force needs additional
maotivation. At Lowe's that motivation is
provided by the knowledge that every
Lowe's salesperson is a potential Lowe's
store manager. He invests the necessary
time. The training comes al the store level
and at Leadership School.

Originally, the Training School was only
a once-a-vear meeting for salesmen. As
Lowe's began to grow rapidly, the problem
of finding management material conceiv-
ably could have reached crisis proportions,
In the summer of 1976, Rod Morrow, then
vice president of corporate development,
proposed a new training program for store
personnel. lts purpose was to insure that
all salespeople receive training in sales
techniques, customer relations, proper at-
titudes, and product knowledge . . . that all
management personnel are properly train-
ed to lead their stores to beat the competi-
tion and to achieve their sales goals
... and, of course, that each store continue
as a profitable operation.

Al its inception, the Leadership School
consisted of three major programs. The
first was sales training for the new
employee, teaching him sales techniques
and basic product knowledge. The second
was advanced product training for the
more experienced salesperson, teaching
him to read blueprints and to do material



take-offs for the professional
builders. The third program
was intensive training for the
prospective store manager.
Since that time, the cur-
riculum has been expanded
to include programs for
warehouse, credit, and office
managers, consumer and
master sales managers,
and—most recently—a spe-
cial secretarial session,

The School, begun under
Charles Tavlor and continued under Tom
Shepherd, the present training director,
has been received with greal enthusiasm
by both management and school par-
tiﬁipanis. Comments from students have
ranged everywhere from “exciting!” to "l
feel more secure in my own ability now™ to
“| feel like | can go out and take on the

Wi
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Dick Grffin, vice president of retedl sales.

Cyclical downturns occur in the housing
business with sufficient regularity to allow
for planning to combat their effects on
sales and profitability. Lowe's vulnerability
to the cyclical nature of its business has
long been recognized by management,
emplovees, outside shareholders, and fi-
nancial analysts. Simultaneously, the
cvelical opportunities for growth in sales
and earnings during the upswings have
been recognized.

Matherdy,  assistant
mmranager of the Novth Wilkes-
barn store, with the mew incen-

world!” Now that’s moliva-
tion.

No story of motivation al
Lowe's could be complete
without the name of Manag-
ing Director John A. Walker.
For years, Lowe's people
have been inspired by his vi-
sion  for the company's
growth and his imaginative
sales incentive programs. A
new incentive program for
1980 has begun to spur
Lowe's salespeople on to even bigger and
better targets. In many sales contests with
only five or ten top prize winners, the
same salespeople may seem to win over
and over. And the guy who comes in 6th
or 11th—even though he does very well—
receives no reward. To overcome this, lim
Lvall, of the Merchandising Department,

designed an incentive program for every
salesperson in every store. Individual con-
tests on individual items are still held, but
now a cerfain number of points are given
for each item sold in each contest, rather
than just five big prizes to five winners.
These points are cumulative and can be
redeemed for quality merchandise and
travel in the incentive program catalog.
There are new contests each month, but
the points earned in each go to the same
total. Audio-visual presentations in each
store explain the program lo the entire
sales force. With an incentive program like
this, there are no contest losers, only win-
ners, making it a major motivational force,

With people and programs like these, it's
easy lo see whal gives Lowe's people their
special enthusiasm and makes them
Lowe's greatest assel. f Lowi's |

Smoothing the Bumps-
Managing the Cycles

Lowe's has enhanced its retail business
lo modify the negative effect of cveles, to
smooth out the bumps, to minimize the
economic vertigo of down spirals by mak-
ing it a source of continuing strength. It
has intensified its drive for retail business,
Already, significant increases in retail have
been recorded by Lowe's in each of the
past two vears over the previous vear. In
1979, retail grew to 43.5% of the total of
Lowe's business over the 40.9% recorded
in 1978 and the 37.9% attained in 1977,

Not only has Lowe's been striving to
smooth the economic cycles, it has been
managing the seasonality of its relail
business and deepening penetration geo-
graphically.

In 1978, Lowe’s retail business increased
15% in the Spring, 28.7% in the Summer,
38.8% in the Fall and 34.9% in the Winter-
Christmas season. Similar advances were
made in 1979 with gains posted of 22.8%
in Spring, 19.8% in Summer, 24.6% in Fall
and 16.8% in Winter-Christmas. Concur-
rently in 1979, stores in the northwestern

part of Lowe's Land increased retail 36%,
while along the Gulf the increase was 32 %,
in the South Atlantic it was up 13% and in
the Middle Atlantic states it grew by 15%.
Part of the Northwest and Gulf increases
was due to new store openings, but even
among established stores, retail has shown
marked increases.

Lowe's recognized this proven stability
in the retail home-improvement market
could inject year-to-year equilibrium into
our total growth picture, providing a firm
base for expansion in the ‘8(ls as well as
tremendous profit potential. The decision
was made to aggressively seek an increase
in the percentage of Lowe's retail busi-
ness—aiming for a 50-50 mix of retail and
professional builder sales.

Due to aggressive marketing, merchan-
dising, and sales efforts, the results to date
have been excellent, In fact, our retail
volume last vear surpassed Lowe's lotal
sales volume in 1875, “I'm gratified that
we are at the point we are today,” says
Richard D. Griffin, vice president of retail
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Of Rusting Dreams and True Wealth

"l think Lowe’s is a dynamic company and lo paraphrase a poinl
made by the Chairman of the Board of the Company, | concur with
him wholeheartedly: the home will be in the '80s what General
Motors and the car industry was of the '40s, "50s, and '60s. This is
where the dynamics are and having recognized that, they would be
an;isa MI:.'!:,;m{_EE more “:ir::ﬁ:f urt.‘;he—-ﬂmcew z %r Gne;‘ Margan
rant t Compary, in all Street Transcr
Roundm{rfe. 2 Nmemﬁ n"; 1978, i

While we weren'l looking, the American Dream has been restruc-
tured, modified; never again to be the same. And while it will never
again be the same, it is not all that different from the dream of the
past. The modification has been to return us o a vision
We previo
car s over.
the chrome palace with bucket seats, the thrilling
5 ter has been eclipsed, overcome by the

ynamics of history, of geopolitics and geoeconomics,

The golden age of Detroit has rusted out.

That subject of songs and novels, poetry and psalms,
the home, that one bright, warm place we all know so
well, is back in first place. Our focus, our attention, has
shifted back after a 40- vear absence. :

It was inevitable that the American Dream would be
modified and restructured. The great ages of American
expansion required mobility but that mobility assumed
successively different forms. The walker became the
man on horseback. The horse pulled the wagon and the prairie
schooner and man climbed aboard. The horse was replaced by one
of iron and the train became the conveyance of people and products.
The products hauled by train allowed the airplane and the
automobile to be manufactured, economically. The technology of
mobility allowed diversity, and that diversity led to economic com-

ition. The greal parade of aulomobile manufacturers began, grew
arge in numbers and then ebbed to a handful. As distances were
diminished by mobility so competition grew by diminished costs.
The steel of Pittsburgh, Gary and Birmingham flowed beyond the
converlers of Detroit into hundreds of cities. And, as the cosls of
labor in the hundreds of cities increased to Detroit-like levels, the

held. The American’s love affair with the .
e land cruiser, the yacht of the highway, ™ el ™

costs of the products were made less competitive with the output of
labor in other lands when that oulput was shi inexpensively
across oceans. Competition forced acceptance. Acceptance forced
American modification. The car of Detroit changed, modified by
social forces some of which are rightly classified as government-re-
quired but are nonetheless social.

But it is the attitude toward the car which has changed, and most
of this has occurred because of the social structure erected by mobili-
ty. As the cummuniund the nation have been made smaller by
mobility, the world been made smaller by technology—tele-
vision and other forms of telecommunication—and by money and
other instruments of wealth. The increase in the
number of independent nations in the world has
brought a greater dependence by each of these nations
upon the others. The economic forces of the decades of
the 405, "50s, and "60s brought an end to the regional
differentials in wages, and an end to the economic prej-
udice against regions. Radio and national magazines

yed major socio-economic roles in this movement.

e West bloomed, including the deserts; the South
bloomed, including the backwoods, The nation became
one nation, not a conglomerate of man_g diverse and
disparate sections and regions, Media philosopher Mar-
shall McLuhan identified the changes. Television, he
taught us, made a family experience the same things
simultaneously, whether it was the escapades of
Laverne and Shirley or the deaths of our sons and brothers in Viel-
nam or the kidnapping of our embassy personnel in Teheran.

And just as we, in each community, state, and region became
aware of and participated in common experiences, those who live in
other nations now share those similar bonds with us. The in-
dividuals in London, Teheran, Tel Aviv, and Tokyo are part of the
same global community of instant communication as those in
Louisville, Tacoma, Thomasville, and Tampa.

The greal boom in the South octun'edp:.*hen individuals found
they could afford homes and living experiences like they had dream-
ed of. The economics allowed the good life 1o be built where they
were without migration Northward, And indeed, the migration

*Cmpwraht TOTT Wall Sereed Tramsorgt Croeps, F20Wall 32, New Yoek, NV, 10005, Beprimied by permission

sales. "There's no one key to our success,
We're improving on many fronts.”

Merchandising, for example, A couple of
years ago, Lowe’s buyers, marketing man-
agers, and warehousing and delivery per-
sonnel all reported to different department
managements. There was no single coordi-
nation of efforts of all these people to
achieve the task they all shared: supplving
Lowe's stores with the right merchandise
al the right price at the right time.

After extensive reorganization, Lowe's
entire merchandising operation is now
supervised by one man, Executive Vice
President Ross Burgess. With more than
20 years experience in Lowe's merchan-
dising operation, he has directed a
remarkable turnaround in product service
to our stores,

One of Burgess's first steps was o re-
quire that every merchandise manager
periodically work in a Lowe's store during
a promotional or advertising campaign to
see how the merchandise was displayed,
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priced and sold—and whether there was
enough merchandise in stock to support
the promotion. This first-hand experience
with store personnel and their problems
has resulted in better communication and
improved teamwork—two necessary in-
gredients for successful retail growth,

Improvements have also been made on
the store level to boost retail sales. For ex-
ample, every Lowe's store has two
separate sales departments—one selling to
building contractors and the other selling
to retail customers. While the store
manager supervises the overall operation
of both areas of the store, there is a con-
tinuing need for close, moment-to-moment
supervision of each department to assure
crisp merchandising and aggressive sales-
manship.

As a result, each store’s organizational
structure now includes a "pro sales man-
ager” (responsible for builder sales) and a
“master sales manager” (responsible for
retail sales). Both of these people report

directly to the store manager, who allows
them considerable license in handling
their respective areas,

As prime mover of Lowe's in-store retail
effort, the master sales manager must be a
jack-of-all-trades to be master of one. He
and his staff maintain the merchandise in-
ventory, display it, price it and promote it.
Working closely with the store manager,
the master sales manager develops local
ads and promotions to create excitement
and bring retail customers through the
door,

Dick Griffin reiterates a major goal of the
master sales manager: “We want a cus-
tomer ‘happening’ on every weekend at
Lowe's to emphasize family shopping.”
And there usually is. From “tent sales” to a
variety of local contests, the master sales
manager keeps things happening in a
broad range of merchandise categories,
with a seasonal approach being the most
frequent course of action.

Larry Matthews, master sales manager



began to flow the other way, to the South and to the West.

First came the knowledge of or the structuring of the dream. Then
came the realization that the dream was achievable, the economic
awareness and consequences,

Precisely the same Ihing has occurred throughout the Global
Village, to use McLuhan's phrase. The world has come together with
the rising expectations and the awareness that the economics are in
place to achieve the dream.

It was at that point that the death knell was sounded for the love
affair with the automobile which had so long mesmerized America,
The first Arab oil boyeott in 1974 was the day to remember. The
biblical moving finger, which Daniel saw, wrote the
future for all who had the eves to see, The message was +
one which could not long be ignored. The present q !
onrush of near-cataclysmic events is but a repetition of § |'
the same message. |

The message is singular, the ramifications are
multitudinous.

The age of generosity is over. You must pay for what
you gel. Indeed, you must pay more for what you get,
which is less than what you've been getting. And just as
the nations of raw mineral plenty are hiking the prices
today, so too the day will come when the nations of
technological plenty will increase prices for their -
valuables, along with those with cornucoplas of agri-

power to impoverish. It certainly has accomplished the redistribu.
tion of wealth by invalidating conventional forms of value, New
forms of value, immune from monetary monopolies of governments,
are being sought daily to protect true wealth. Those currencies
which are not debased still represent wealth, but it takes a quick
trader with near-limitless resources to protect his wealth with t?IEBE.
Precious metals and gems have become agencies of wealth, whose
portability and mobility have been recognized since the earliest
ages, The wealth represented by a trained mind or a good education
is another wealth vehicle, one long recognized in this nation. The
wealth of a good company, in a good business offering a good ser-
vice, is a vehicle of wealth. And the home, located in an
area of general political stability, is another form ol
wealth and value. '

The American has found that his car goes down in
value each year. It is more costly (o purchase, it is more
costly to maintain and is smaller. No longer is it
pleasurable to drive it to a distant place for recreational
shopping because il is too expensive. No longer is it
pleasurable to drive it to a vacation site because the
| place of relaxation or excitement may be too expensive
(| te enjoy. Automobility has become that have-to-do
thing just to get to the job, to the grocery, (o the medical
SEIVICE,

Today, the home is where it's at; where it's all at,

cultural plenty, But that time is not yet upon us, '

Mobility has done it. First it was the mobility that took us from
here to there faster, and then faster and easier. Then it was the
mobility that allowed us 1o go without leaving, the mobility not of
car, plane, train or ship, but the mnb]lili!nf radio and newspapers
and then of television. Today it is possible to travel the route of Co-
lumbus in the same number of hours as it took him in months,
That's real mobility. But it is also possible 1o be in the presence of
the Avalollah Khomeini instantly, in real time, without having to
make the trip at all. :

The mobility which has made us one nation has made us also a
single world. Accompanying that same mobility is national and
global inflation, a menacing, degenerative force which has the

|
The home offers us not only shelter, and that is still

the basic, It offers us the place where we can be with those we most
love and those we most trust and il is good to be among those we
trust. The home offers us all we want and need in recreation and
vacation, That spider web created by the American swinging off
down a maze of roads and freeways 1o ever more distant points is
covered with dust. The cocoon, carefully woven with love and care
out of the best materials is bright, shiny and warm, offering what we
want and whal we need,

The home. From the biblical "In my Fathars house. . ." to "Home
Sweet. . " to "Going home. . ." to “Homecoming.”

The home, It's where America lives. And it's what Americans are
spending their money on, and their work for, It is the wealth of

in one of the Winston-Salem, N.C., stores
remembers one promotion in particular. It
was a tie-in with stock car racing superstar
Richard Petty, who endorses Lowe’s power
lawn and garden line and is extremely
popular in the South. "We brought in
Petty's race car and put it on display with
our riding mowers and push mowers. Over
2,000 people came by during a three-day
period, and a lot of them bought our
mowers. It was a super promotion.”

While the master sales managers battle
on the front line to altract new customers
and bigger sales, they are supported in
their cause by Lowe's centralized
advertising—created and produced by
Lowe's award-winning in-house agency,
Sterling Advertising, Ltd.

As a new service, Sterling now publishes
and distributes to all stores a monthly
“Preview” of upcoming ads, promotions
and campaigns in various media. Included
with each “Preview" are ad slicks, sample
tabloids, radio tapes, TV storyboards,

Americans,

mini-billboards
and point of
purchase ma-
terials — all
intended to in-
form and in-
volve the store
personnel in
the centralized
Bilf Graey, manager of renail ;'ld'-’&l!’!lﬁlll_r{ el-
credit ort.

Those are
some of the fronts we've improved on, and
they've all had an important impact on
Lowe's growth in retail sales. But what
about the future? What's in the works as
Lowe's heads into the "80s?

February of this year saw the beginning
of two major new programs, both designed
with retail in mind.

One of these is a new sales motivation
program for store employees (see separate
story in this Report). In the past, sales con-
tests were one-shot affairs with a decidedly

—Bill Brantley

winner-take-all flavor. The result was often
one or two very happy winners and many
more unhappy "losers” who had done a
fine job, but hadn't “placed.”

The other new program is the re-design
of Lowe's in-store layout and graphics for
today's retail shoppers. This exciting proj-
ect is also fully detailed in another article
in this Report,

Retail at Lowe’s is flexing its muscles,
discovering its abilities and setting out to
make its mark on the world. The extent to
which it succeeds depends upon the crea-
tive management and execution of Lowe’s
ongoing seli-improvement,

As Dick Griffin puts it, “Today's con-
sumer is more sophisticated and knowl-
edgeable toward retailing than ever before,
Our challenge, then, is to continually
upgrade and improve our merchandising
and sales effort to keep pace with our
customers. If we ever get to the place that
we feel we've solved all our problems,
we'll be left behind.”  Lowe's |
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A Power Tool to Help
Build Retail Sales

The first thing vou nolice about this new
Lowe's r tool is that there's no electric
cord nltgueugh there /s a string attached. To
receive one of these new Lowe's power tools,
you have to fill out an application,

And while that sounds like a lot of bother for
just a tool, more than 75.000 people thought it
was worth the effort in the last eight months of
14749, They were getting something much more
valuable than a quarter-inch drill or a circular
saw. They were getling their new Lowe’s Credit
Card, And 120 volts can'l touch the buying

wer it delivers.

Fact More and more homeownersare deciding
to improve their presenl homes rather than
take on a high-interest new-home morigage,
(They have found themselves living in a more
expensive home in a more expensive neigh-
borhood—without moving. Inflation has pro-
vided equity for major—and minor— renova-
tien and additions.)

Fact: Lowe’s offers consumers a new source of
credit 1o help them make needed and wanted
improvements—not a credit card that will buy
dinner for two at a chic Parisian restauran
(somewhat impractical for the American home-
owner), but one that will serve a very practical
purpose and, in many cases, actually provide a
return on investment in the form of increased
home value (something very practical for the
value-seeking homeowner).

Advantage; The Lowe's Credit Card has a
higher “floor limit™ than the big two bank
cards, MasterCard or Visa, which means thal
customers can buy larger-ticket merchandise
without having to wait while the salesperson
calls for authorization. This resulls in faster,
more convenient shopping for many of the day-
to<day items that home im@rwm need,
Advaniage; The Lowes Credit Card generally
has higher credit limits than bank cards or
private-label cards offered by other retailers. As
a resull, a customer with a Lowe’s Card can
walk into our stores and buy a large-ticket item
{such as a refrigerator or wood-burning stove or
parquet flooring) and not have to endure a long
wail while his credit limit is extended to ac-
commaodate the purchase.

Intoduced in late May 1979 with an exten-
sive advertising campaign and in-store promo-
tion, “The Handy Card for Handy People” ex-
perienced phenomenal growth through the re-
mainder of the Fiscal 1979, amassing $21.5
million in retail sales,

We hasten to point out that this new-found
source of profitable sales hasn't grown at the
expense of our bank card sales. either. Lowe's
achieved $29 million in bank card sales in
1979, an increase of 24% over the previous
year. And sales from the new Credit Card have
been across all our merchandise calegories,
with an expected enhancement of appliance
and electronic entertainment sales,

The future? In 1980, Lowe's is aiming for
200,000 cardholders and $40 million in Lowe's
Credit Card sales (with total financed sales for
1980 projected at $75 million).

The most exciting thing aboul our new
power tool is the fact that . . . it's rechargeable.
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Marketing Services
of Sterling Quality

Take one advertising dollar and turn it into
£30 in cash sales. That's the very bottom
line in advertising at Lowe's in 1979
That's the end result of every ad dollar
spent in millions of inches of newspaper
advertising, hours of TV and radio com-
mercials, thousands of square feet of bill-
boards, and truckloads of catalogs. When
the final register rang the final sale in
January, eleven million customers had in-
vested $393,000,000 in retail goods. Those
people first had to invest their trust and
confidence in our public word: advertising.

Those are the numbers. For our readers
who are only interested in the results, we
put them up front and you may stop here.
For those of vou who are interested in the
really exciting story behind the figures—
and would like a glimpse of what the
future may hold—read on

When management of the company was
reorganized in late 1978, advertising was
brought under the umbrella of the newly-
created Marketing Services Department
headed by Mike Brown, senior vice presi-
dent and a 20-vear Lowe's veleran, It was
his duty to bring together the related func-
tions of sales promotion, in-store display,
advertising planning, budgeting, creative
planning, and production. Conceptually it
was a lask of textbook simplicity; in prac-
lice it was an immense task of weeding out
overlapping work, designing new lines of
communication, reassigning responsibil-
ities, and preserving of competitive and
somewhal sensitive egos

While Lowe's advertising has a tradition
of pace-setting and success, the same

growth challenges which prompted the
company's reorganization affected adver-
tising and the company's expectations for
it. The bringing of various functions, in-
cluding advertising, under the Marketing
Services banner, evolved with the re-
organization, and Lowe's with its increased
emphasis on retail business, benefited
from the unified department,

Wike Hroupn, semor oice presadent and direcior ol
rrerrkelinng serices

An energetic pool of talented and re-
sourceful people make Marketing Services
one of Lowe's strongest and most respon-
sive departments. Among the major pro-
grams they contributed to during 1975 are:

New Store Design: Beginning on Page
24 is an account of Lowe's new
Standard 80 Store, a retail-
oriented design which is the
product of the efforts by the

Miller/Zell Company, design
consultant  Steve  Herman,
Lowe's store design staff, and
directed and supervised by
Marketing Services,

Television Advertising:

H.C Poyihress, manager of Sterling Advertising, Winston-Salem of
foce, aond wth an envanrdl-wnrening Loave s fthoard

Once considered the province
of the national advertiser, TV
has been growing rapidly as a
medium of retail advertising in
recent vears. Yet Lowe's televi-
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sion advertising budgets had been relative-
Iy flat. In 1979 the television budget was
doubled over the previous year. Lowe's
house advertising agency, Sterling Adver-
tising, was given a larger production
budget in order to turn out better commer-
cials. A media department also was
created within Sterling and staffed with
specialists in buying and scheduling adver-
tising. Initially their responsibility is to
develop effective broadcast plans, bul
eventually their work will extend into all
advertising media,

Television demonstrated its strength as
an advertising medium in a trial program
in Georgia last year. Working in coopera-
tion with Charles Dancy, district sales
manager and the store managers, Markel-
ing Services produced a TV campaign
which ran from June through November
involving 13 stores. At the end of the six-
month program these stores had doubled
the company average in percentage in-
crease in retail sales and tripled the com-
pany average increase in customer count
over the same period the previous year.

Homesteads were featured in a small TV
campaign late in the year. Again, the
results were dramatic. These commercials
featured a toll-free telephone number and
offered customers a free Homestead cal-
alog. The goal was 2,000 responses; more
than 7,000 calls came in.

Not all our TV was this successful, but
television is rapidly maturing and is begin-
ning to be a more important part of Lowe's

Standard 80 Stores--
Improving on the Best

Never a question of leaving well enough
alone or if it's working don't fix it, Lowe's
has an unwrilten but on-going policy of re-
fining our store design, of enhancing the
best to improve sales. While that policy
has led successively from Mr. L. 5. Lowe's
hardware store on C Street in North
Wilkesboro to the successful stores of lo-
day. since 1976 an intensified effort has
been made to fashion Lowe's stores into an
overtly retail-oriented operation.

The Marietta, Ga., store, begun in 1976
was the laboratory store for Lowe's to try
new ideas in a new layout with upscale
styling and merchandising. The overall im-
pression of that store was one of both
spaciousness, and increased product as-
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advertising mix, The TV budget
was doubled again for 1980,

Advertising Training: For the
first time in Lowe's history an
organized advertising training pro-
gram for store personnel was con-
ducted by Marketing Services. A
series of seminars were set up
through Lowe's Leadership School
and were attended by all Master
Sales Managers. As retail sales
grow, this program inevitably will
pay long-term benefits,

Catalogs: The company's
calalog program was re-directed
this year. Previously, most of cur
catalogs had been compiled to
serve [wo purposes: as consuimer
information guides and as producl
references for salespeople. These
functions have been separated into
two fundamental publications. One is a
desk-top Sales Reference Manual which
contains item identification, pricing and
basic selling information. The other is
Lowe's Shoppers' Guide which is an il-
lustrated catalog of Lowe's merchandise.

Advertising Planning: Late last year
the combined forces of Sterling Advertis-
ing’s three offices were put to the task of
drawing up a vear-long advertising plan for
1980. Advertising themes and campaign
ideas were presented in an open forum
and concepts were criticized, enhanced,
thrown out, taken apart and put back
together. The result was a calendar of

sortments. Gondolas
were lowered so the
customer could get some
idea of what was around
the corner and down the
aisle and so he wouldn't
feel hemmed in. Bold
new graphics identified
and guided. Wood was
brought out of the ware-
house and displayed,
Doors and windows were displayed in in-
stallations so they could be opened and
closed and raised and lowered. Walls were
papered and lighting fixtures hung. It was
an improvement,

Two years later, all of the lessons of

Henry  Church,
Witkesboro office; Nancy Foster, manager, Sterding media de-
perrirmentt; Mike Willis, manager of broadoast media, receioe ma-
frorne aweard for best afr-conditioning TV commercial from Allen
Swink, merchandsing manager, on behalf of General Electric
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The fone decor area of the new North Charfotte store.

Narth

manager  of  Sterfing  Advenising.

advertising and promotions which will tie
all media together in a unified effort,

Lowe's is heading into 1980 with a new
musical jingle featuring our slogan:
“Lowe's, Your Household Word” Our
advertising arsenal will include several
campaigns that have worked well in the
past; it will also be armed with a host of
bright, new themes like the "Value Detec-
tive,” a character who's a dead ringer for
TV's Columbo and an animated commer-
cial on our new credit card, "The Handy
Card for Handy People.”

We're looking forward to rewriting the
advertising record books in 1980

K

Marietta were pulled together, along with
input from marketing research focus
groups, and brought to bear on plans for
the new North Wilkesboro store. That flag-
ship store became the new testing and
demaonstration lab for the future. Stores



built in the vear following ils opening
followed the patterns set there, providing
customers with an inviting atmosphere for
shopping, enticing them to spend more
time and, hopefully, more money. Wood
products were better merchandised. Good
graphics became better graphics. A central
service desk to handle sales and provide
information was established to the delight
of shoppers. Lowe's more than ever before
was courting the high-margin retail shop-
per, while providing better but separated
service for its builder customers.

: —

Vernon MeGimsey, reginal vice president of Lowe s,
af right. and Rorme Hunter, store manager, o froot
of the new Noth Charlonte stre.

Then serendipity intervened. A printer
of in-store graphics, signs, banners and the
like, inquired if it could help Lowe's. The
offer of help was coupled with the counsel
of a consultant in retail operations. Accep-
tance of the offer and the subsequent study
and recommendations provided a unigue
reorientation to the quest for the ideal
store lavout and look.

Recommendations  were  disarmingly
simple. Look, the consultant said, you

iImproved

Tools for
Management
Put into Place

Last Christmas, when Mark Ziglar walked
into a Lowe’s store in Winston-Salem, N.C.,
he helped make corporate history, Be-
cause when he bought a 25" color televi-
sion as a present for his wife, he joined
more than 11 million people across 19
states who were Lowe's customers during
the vear,

And just as he didn't know—or care—
that he was part of the larges! customer

have two groups of customers—women
who make the decisions about one kind of
merchandise that goes into the home and
men who make the decisions aboul an-
other kind. Arrange your stores so that you
make the store inviting for each group to
shop there, Put the things together that
she shops for and put the other things
together that he shops for. Create a loop
traffic pattern to make sure they both go
through the total store before escaping.
Brighten vour look with more and better
graphics to create an invitation to shop.
Open up your warehouse so that you can
sell more of what's back there that the
Cuslomer never sees.

When the new North Charlotte store
opened on January 31, 1980, the last day
of the fiscal year, using these recommen-
dations made by Miller/Zell, Inc., of Atlan-
ta, and Steve Herman, of Boston, the
Miller/Zell consultant, the Lowe's store of
the future was created.

Al mew  built-to-Lowe's-specification
stores will have the North Charlotte look
and approximately 80 older standard
stores are candidates for retrofilting with
“the Miller/Zell package,” the improved
graphics, new departmental adjacencies,
loop traffic pattern, and open warehouse
for Wood World. The existing store in
Morganton, N.C., is the first candidate for
retrofitting and, by year end, perhaps as
many as a dozen will have this face-lifting
as an economical means of improving the
Lowe's shopping experience.

count in Lowe's history, neither was he
aware of the long and complex chain in
which he was one link.

Just as we're all unaware of the tech-
nology of a power generating system when
we flick on a light switch, so too is the
energy of a retailer directed toward the
smooth and efficient transaction of busi-
ness without the knowledge of the person
flicking the retail switch—the customer,

Receipts have to be accounted for ..
merchandise has 1o be inventoried,
ordered and shipped . . . charge sales have
to be separated from cash transactions .
the corporate checkbook has to balance
the money received with the money spent,
then show the difference as profit . . . and
it all has to be done quickly and correctly
on a continuing basis, never interrupting

Al North Charlotte, the initial sales
figures are dramatic and gratifying, with
the store off to one of the best starts any
Lowe's store has ever experienced,
especially in view of currenl economic
conditions,

Entering North Charlotte today, the cus-
tomer is drawn through the correct door
(the exit door will not apen inward) into a
deep-U traffic pattern, first along the
fashion side of the store where merchan-
dise is attractively and appropriately dis-
plaved. Significantly, this is the area
displaving merchandise with the greatest
profit margins. The drama and exciternent
there for the woman shopper has 10 be
seen to be believed, however, the photo-
graphic portfolio in the center of this report
gives some indication of the kinds of prod-
ucts  available for  upscaling  today's
American home

The cemtral sales and sercice area of e neww store 5
clesgried to aid shaprers

the flow of the river of commerce,

All these bits of information are fed into
a company-wide computer network, be-
coming blips of light on a screen or elec-
tranic footprints on a magnetic computer
tape.

If you listen closely, you can hear it
There, notice #t? It's almost an audible
hum; like the kind of other-world buzz you
hear when standing under high-tension
power lings, Or the steady drone of a tur-
bine generator.

It's music. All those little computer chips
and Nlashes of light dashing and darting on
terminals; talking to each other in their
own special language, Taken together,
they form a beautiful symphony.

Assembling, digesting and then report-
ing all these facts to Lowe’s store person-
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nel and senior management is a job which
requires a talented array of people and
equipment in Lowe's data processing and
corporate accounting department.

Because in today's business world,
numbers are more than marks on paper.
They are an important management tool,
forming a two-way channel of communica-
tions that is not only useful, but necessary,
There should be a dialogue with the
numbers—not a monologue

Realizing that both the reliability and
speed of reporting these transactions was
the basis for sound and timely business
decisions, Lowe’s went through a complete
redesign of its Financial Reporting System
in fiscal 1979, The project was assigned to
Lowe's Corporate Accounting Department,

As a foundation for a new system,
Lowe's purchased a new General Ledger
software package from Software Interna-
tional, a Massachusetts-based firm with 33
offices worldwide. This is a very sophisti-
cated system which employs a unique data

Karen Windey, manager of comonate fnance accounling: L
Church, menager of stove fnancial accounting, amnd Leshie Shedf
asssiant comtroler

base concepl. Lowe's is among some very
large companies which are using the same
general software program: Coca-Cola Inter-
national, Citicorp, Ingersoll-Rand, A&P,
and R. J. Reynolds. In fact, about 40% of
the "Fortune 500" companies are using it
Dennis Dull, marketing representative
from Scitware International, said "The
beauty of Lowe's system is that it's design-
ed, installed, and controlled by accounting
management instead of data processors,”
With the new General Ledger software
in hand and an abundance of in-house
talent, Lowe’s streamlined the retrieval of
data necessary for more timely financial
reporting. Internal controls were added
which emphasized the reliability of this
reporting. The end product was a system
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with the capability of meeting dynamic
historical reporting requirements and
astule forecasting for business planning.
Dwight Pardue, executive vice president of
sales, noted that “The reports we are now
receiving comprise the best store manage-
ment analysis available in the industry.”

As an example of the effect of the
redesign, management was able to release
the January 31, 1980 year-end earnings on
March 3, four weeks earlier than last vear!

President Leonard Herring said, “During
1979, considerable improvement was
made in our General Ledger svstem
through full automation that has enabled
us to develop earnings numbers on a more
timely basis.

“Previously,” Herring said, “we had
separate corporations for each store—
about 200 organizations, which closed
their books for tax purposes al various
times during the year. In January of 1979,
we combined the stores into one corpora-
tion for each state, and changed the year-
end close to January 31 for all
corporations.”

Herring continued, “The con-
solidation and movement to one
yvear-end closing date, along
with installation of a fully
automated General Ledger
svstem, has enabled us to close
the books for vear-end and
develop earnings on a more
timely basis. We are now in ex-
cellent shape. And all of this has
been accomplished in the past
fiscal vear,”

Rod Morrow, Lowe's vice
president  of administration,
talked about changes made in the com-
puter network.

“Fiscal 1979 was notable,” said Morrow,
“because it was the year we completed in-
stallation of our Accusale system in every
store.”

All Lowe’s salespeople now have access
1o a computer screen which shows in-store
inventory status, selling price, and in-
formation about each product. When a sale
is transacted, the Accusale system prints
the sales ticket. At day’s end, each in-store
computer transmits the day's business
results to a larger computer at the General
Office. Thus, Lowe’s Merchandise Group
has a daily pulse-taking of the corporate
life.

“Accusale is a two-way system which we

have been using for some time to change
selling prices, add or delete items, or com-
bine an item number,” said Morrow, “We
are also using it for pavroll information.
Each week, we send via computer a list of
each store’s emplovees. The store then fills
in the hours worked, the deductions, etc.
and transmits the information back to us
through the Accusale network. The checks
are then cut,’

As a further extension of the Accusale
netwaork, Lowe's developed the software in
1979 to replace our existing teletype
system,

Called 301, the system is 20 times faster
than our existing lelelype system. [t
utilizes the Accusale videoscreen and
printer to send messages back and forth
between the stores,

"We are experimenting with using 301
1o replace some mail,” said Morrow. "For
example, we can send a three-page memo
to every store for as little as 8¢ per store—
that saves on postage, duplication, paper,
and time.”

Barton Bridaes, assstamt director of data processmg,

and James Sulfivan, manager of  minksystens
analysis and deceloprment,

The 301 system is expected to be opera-
tional company-wide sometime during
1980.

Morrow explained, “"Data processing
serves two basic functions at Lowe's:
Inventory control and inventory manage-
ment, We've always had some kind of
inventory control system—it's been neces-
sary to know previous day's sales, store
inventory, what is on order, etc.

“During 1980, our plans call for us to
enhance our inventory management capa-
bilities.” Morrow said.



Market Segmentation and
Refinement-Selling the
Professional Builder

When the sheiks of OPEC cut off the
flow of oil to America in 1974, their
political boycott had financial repercus-
sions thal are still being felt across the
land. Housing starts were nol immune;
From two-million-plus years, the industry
nosedived: this year, starts are projected to
be no more than 1.2 million.

For retailers like Lowe's, with a majority
of sales volume pegged to the continued
growth and vitality of the housing market,
the past five years have been a demi-
decade of transition. We have had to fight
harder for the contractor business which
was still there, and we've had 1o re-direct
our emphasis toward the retail side of the
business—the home improvement market,
or the person who wants to build a play-
house for his children. The handyman and
the browse-and-buy customer became in-
creasingly important to Lowe's.

Because of our success in realizing the
potential of this market, then altracting il
and expanding it, Lowe's has not only sur-
vived but prospered during this period. We
put added emphasis on retail advertising;
we initiated extensive training seminars to
teach our store personnel how to sell to
this market; we began innovative new pro-
grams of selling not just sticks and stones,
but concepts, Our “Weekender” program
is evidence of this; we promote the ease
and fun of building a variety of useful
wood projects, from a deck to a full green-
house, Once this concept is accepted by a
consumer, we can then sell the materials
to bring the idea to life.

We think we've had success in attracting
and keeping new customers for Lowe's—
customers who used to shop at department
stores or general retailers . . . or, in some
cases, didn't attempt do-it-yourself projects
at all until we showed them how easy and
fun it can all be,

With the promotion of Dick Griffin to
vice president of retail sales in late 1978,
our retail side was fully organized and on-
stream.

During 1979, senior management turn-
ed its attention to the contractor side of the

business—called pro business at Lowe’s.

Ben Phillips, previously a regional vice
president, was named vice president of
corporate professional sales and given a
challenge: Re-direct Lowe's efforts to in-
crease sales and market penetration in the
fiercely competitive world of professional
business, much like the company had
done in the retail end.

The first thing Phillips did was separate
the pro business into two groups. Tradi-
tionally, pro business at Lowe's had meant
catering to professional builders— many of
whom build a half a dozen or fewer houses
a year.

“We opened our eyes to the fact that
we're a multi-market sales company
specializing in building supplies,” said
Phillips. “We realized there were a lot of
companies who could use what we had.”

So Phillips and Brent Taylor (Phillips’
newly-named corporate professional sales
manager) began calling on large concerns.

Several giant textile companies listened
to the presentation and liked what they
heard. 50 did an apartment management
concern. And a major land
development firm. Even
several fast-food franchisers,

They signed national pur-
chase agreements with Lowe's;
contracts which stated, in ef-
fect, that in exchange for our
guaranteeing them the best
possible prices in any of our
markets, the companies would
agree to do business with us in
all those markets.

“What this meant,” Phillips
said, “was that we could sign
one national purchase agree-
ment in Miami that would hold
in 19 states. 30 il a fast-food
firm was going to build an outlet in Knox-
ville, Tenn., they would buy their
materials from our stores there, and be
assured of the best possible price we could
give them.

"This allowed a company to make a cen-
tral purchasing decision on building

Ben Phillips, vice president of corporate professional sales, and Brent
Taylor, corpongie professional sales manager,

materials—instead of having individuals in
19 states making decisions. It gave the
companies centralized control with hot
pricing . , . and they loved it.”

But this is just the tip of the iceberg,
Phillips explained: "What we're doing is
simply creative merchandising. We're tak-
ing the products we've already got in the
stores and building new programs around
those products. We're exploring new ideas
and new opportunities.”

This attitude extends to the heart of our
pro business—the countless contractors
who build a few houses every year. Be-
cause Lowe's professional business isn't
based on a few large customers, bul many
small-to-mediume-sized businesses,

“The individual builder will remain
crucial to us,” Phillips said. "We continue
to believe that Lowe's main link to the in-
dividual contractor is the individual profes-
sional salesman in our stores,

“Our job here is to give each Lowe's
salesman all the support he needs to gel
the job done at the store. And as part of
our new attitude, we have directed our
salesmen to be more alert to builders’
needs during 1980,

“In the past,” continued Phillips, "“we
have waited for the builder to come to us—

either by coming into the store or calling
us on the phone.

"“This year, we are going to the builders.
We're going to meet them face-toface at

their 'office’—the job site. It's now cor-
porate policy: each pro salesman has been
directed to get out of the store and take the
store to the builder. That's called our Pro-
fessional Sales Contract program, and
we're very excited about it,

“In the face of a national housing de-
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cline, we're convinced that it's a great way
to gain market penetration for Lowe's, We
are going to be assured of not just getting
our share of the business, but more than
our share.”

Lowe’s now recognizes that the public is
beginning to understand the difference be-
tween “price” and “cost.” Price is what
vou pay to get something; cost includes
what you pay lo keep it. And in housing,
cost is spelled e-n-e-r-g-v.

In line with that, Phillips oversaw a
reorganization and re-direction of the
Homestead Department.

Since 1971, Lowe’s has marketed a col-
lection of housing packages under the
Homestead umbrella. On-staif designers
draw plans and blueprints; individuals or
contractors buy from us all the materials to
build the house. The progam has been
successful—with more than 27,000 homes
worth more than $300 million.

“But we needed more modern floor-
plans,” said Phillips . . . so the Homestead
Department came up with “new look”
houses, by the conventional 2x4 method
or by our "Low-E" way that utilizes 2xfs
and other innovative building techniques
to assure the buyer he's getting the most
energy-efficient home practical.
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"We came up with a series we called the
‘Designer Collection,'” Phillips said. “It
was basically an upgrading of materials—
nicer bath fixtures, more beautiful kitchen
designs, finer carpeting, real wood floor-
ing, upscale appliances, a wider variety of
bathroom fixtures—we even sell Jacuzzis

now. It added to the price of the plan, of
course, but the homebuyer of the '80s is
going to be willing to invest in things that
add comfort and convenience to his life.
Like automobiles, houses of the "80s will
be smaller on the outside but more luxu-

rious on the inside.” mm

Marketing Along
Main Street and Wall Street

While a history-minded Tar Heel would
have chosen a date two days earlier to
commemorate the T6th anniversary of
powered flight by the Wright Brothers al
Kitty Hawk, the date of December 18, 1979
was set by the New York Stock Exchange
and no amount of history or Tar Heels
could change it.

December 19 marked the end of one era
for Lowe's and the beginning of another.
For 18 vears and a couple of months
Lowe's stock had been traded in the na-
tional Over-the-Counter market where it
had grown from infancy and a small
following to one of the top performers with
a national following.

However, Lowe's employee/share-

holders and other shareholders who live
outside the reach of major metropolitan
newspapers seldom could follow the
stock’s market price on a daily basis, And
when the stock was bought or sold in the
OTC market a higher commission was
charged. And an overwhelming number of
Lowe's shareholders, responding to last
vear's annual Shareholder Survey, sup-
ported listing on the New York Exchange,
Listed American companies make up
only onetenth of one percent of all
American corporations. However, this 1%
employs 20% of all American workers, ac-
counts for more than 40% of all U5, cor-
porate sales and revenues, and earns
roughly 80% of all corporate net income in



the United States. "It is appropriate that
Lowe's be in this group as we approach a
billion dollars in sales,” Board Chairman
Robert Strickland observed.

Trading began that morning with Strick-
land and the three other men who guided
Lowe's during its first two public decades
each buying 100 shares of stock. Lowe's
became the 1502nd company listed on the
Exchange and the company's 13,022,126
shares put the number of shares listed
there over the 30 billion share mark, a
milestone for the world's premier stock ex-
change.

New York Stock Exchange visibility is
without equal throughout the world. In
fact, many foreign investors are interested
only in stocks listed there with listing con-
fering a special cache! of worth and
reliability. Many smaller financial institu-
tions in this country, with the advent of
ERISA and other regulations, and without
the services of a research department,
have opted for purchase of only securities
listed on the New York Exchange,

Today all shareholders can find Lowe's
market activity listed in their local
newspapers, and in the Wall Street Journal
those following the stock can find the 52-
week high and low, the indicated annual
dividend, the dividend yield percentage,
the price/earnings ratio, the daily volume
of shares traded, the previous day's high
and low price, the closing price, and the
change from the preceding day's close.

The marketing of a company's stock is
something that has to be left to those in the
business of dealing in securities—
brokerage houses. However, the markel-
ing of a company's reputation and ability
to earn for investors is squarely in the
hands of the company. In more flush days
on Wall Street, there were more brokerage
houses each with more research analysts.
But the contraction in the number of
brokerage firms has brought an even more
radical reduction in the number of
research analysts. Those who remain are
faced with following more and more public
companies in proportionately decreased
time or they have to follow a few com-
panies well. Most opt for the latter.

Traditionally public companies have
held the view that if they ran their opera-
tions well that the public would find them
and their stock. That opinion was
predicated on a large and vital analyst
community which could look at every

company and pick the best ones to recom-
mend to their brokers who in turn would
sell stock to customers. Analysts-brokers-
customers, the ABC approach. With
analysts as a diminished force in their field
and with the primary contact still between
the broker and customer, logic seems to
dictate a program to educate and persuade
the broker. Stockbrokers ranked as the
largest source of “initial awareness of
Lowe's” among the shareholders who
responded lo last vear's Shareholders
Survey,

Bill Bramiley, director of nvestor relalions, Pete
Kubynyeh and John Walker, managing directis, with
the New York Stock Exchange Listing plague

Heightened awareness of Lowe's is being
sought by a major program initiated by
Lowe’s last year. In three tests of the pro-
gram direction and content, meetings were
held in 29 cities in the South and in
California, in 14 days. More than 600
stockbrokers attended these presentations,
conducted by Managing Directors John
Walker and Pete Kulynych and Profes-
sional Sales Vice President Ben Phillips.
The meetings, all arranged by Lowe's,
were under the general direction of Bill
Brantley, Lowe's new director of investor
relations, who previously had directed a
successful broker-contact program.

Results cannot be measured quickly
and, al best, can be measured by things
like increased numbers of shareholders,
increased holdings in areas visited, and
slight decreases in the average size of
share holdings. When market factors are
normal, increases in trading volume and
in price can be measured.

The program can be best described as
one which puts Lowe's in the forefront of
the broker's thinking on a routine basis by
making him aware of the company first-
hand. Brantley makes the point that “as

you can't make love long distance we can't
motivate stock recommendations that way
either."

Claiming to borrow his techniques from
“three of the best salesmen of the modern
era—Jimmy Carter, Billy Graham and
Pope John Paul 11" he says thal each of
them specialize in selling commodities
that, like stock. are intangible. "The Presi-
dent, as a candidate, sold faith in himself
as the one man who could best run the
country in the future, Billy Graham and
the Pope sell faith in the future, the expec-
tation of salvation, Both are difficult con-
cepts to sell but these three men, by per-
sonal face-to-face effort, made it possible 1o
sell faith in the future. And really that's
what Lowe's is selling; it is our future we
are promoting and we are doing it with
face-to-face contact by savvy, aggressive
salesmen.”

Last year Lowe's planted one corporate
foot on Wall Street and another on Main
Street. With listing on the New York Stock
Exchange and the origination of a broker-
contact program in 29 small and medium
size communities, it set the direction of its
future efforts

There are 36,666 stockbrokers in the
United States, at recent count. Of these,
more than 4,000 reside in the area where
Lowe's does business and could be ex-
pected to have at least basic awareness of
Lowe's as a building materials retailer if
not as a public company. Brantley's pro-
jected schedule will take him and at least
one other company representative into an
average of 10 communities a week, one
week out of each month, 10 to 12 times an-
nually. At that rate Lowe's teams could talk
with 3,500 to 5,000 brokers annually.
Areas of concentration will be the Sun Belt
cities of Lowe's Land and other selected
areas where demographics favor com-
panies like Lowe's.

Couple exchange listing and aggressive
broker-contact with continuing Lowe's ef-
forts in progressive financial disclosure
through the Annual Report, which last
year again won Financial World’s Oscar
award for the 17th time, and the Quarterly
Repaorts, with continuing two-way contact
with a wide circle of securities analysts
who follow us closely, and a good picture
of Lowe's investor relations emerges, The
bottom line of all investor relations ac-
tivities, however, is to have a good and
faithful picture of Lowe’s emerge.
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Population and Households: The for-
mation of households stimulates the need
for housing and durable goods, the two
sectors of the economy in which we deal,
.S, households are growing faster than
the annual rate of the US. population,
since the size of these households is
decreasing, from 3.14 persons per
household in 1970, to an estimated 2.67 in
1979, Single- person households now com-
prise 22% of total households, with two-
person households making up another
31%. This trend is due to young aduls
who set up households, while postponing
marriage or children. Another significant
factor is the high rate of divorce, up from
3.5 per 1000 adults in 1970 to 5.3 in 1579
Households with female heads are becom-
ing more prevalent, totalling 25.4% of all
households in 1979

Population Trends: The high rate of
household formation should continue well
through the 1980s. Adults 25-44 are our
primary targels, since these are the prin-
cipal household formation years, and 75%
of all new home buyers fall within that age
bracket, This demographic group currently
comprises 28% of the total population, and
will total 32% by 1990 (Chart 2). Persons
00-24, the group that matures into the 25-44,
category, will be decreasing in the future if
current birth rates prevail, but will still
number almost 90 million in 1990, main-
taining high demand for housing and
durables.

Regional Demographics: As derived
from Chart 3, 32% of the total population
and households live in the South, where
191 of the 209 Lowe's stores are located.
Of this 32% approximately one-half lives
in the South Atlantic area. 33% of all
Americans aged 0-24 and 32% of all
Americans aged 25-49 live in the South,
confirming a continuing large market for
home-oriented products.

Regional Population and Household
Growth Rates: 1.5, household formation
is increasing at nearly three times the
population rate, as shown in Chart 4, with
the Southern and Western regions show-
ing significantly greater household growth,
due to extensive migration to the Sun Belt,
and not to a higher birth rate. The inten-
sification of the energy crisis and the
steady industrialization of these geo-
graphical areas should continue to attract
greater numbers of people to the South
and West, continuing the pattern of growth
prevalent in the 1970s.



Money and Spending

Gross National Product: GNP, the na-
tion's leading economic indicalor, was a
record $2.4 billion in 1979 and showed an
11.3% increase from 1978. However, infla-
tion was responsible for a significant por-
tion of this increase; real growth (in 1972
dollars) was 2.3%, compared with the 4 to
5% vyear-to-year increases 1975-78. Per-
sonal Consumption Expenditures, repre-
senting total spending for services, durable
and non-durable goods, showed an 11.8%
increase 197879, with 26% real growth.
PCE continues to increase al a greater an-
nual growth rate than does either GNP or
Disposable Personal Income, and current-
ly represents approximately 64% of total
GNP. The calegories within PCE showing
the highest annual growth rate were trans-
portation, automotive, and housing, at
11.4%, 11.3% and 11.2% respectively.

Regional Household Buying Income:
Total Effective Buying Income increased
5.2% from 1978-79, while median house-
hold income grew 8.1%, from 1977 to
1978. Annual growth rates since 1970
have been 8.6% for EBI and 5.5% for me-
dian household income, The South leads
the other regions in annual growth, al
9.8% and represents 30% of total EBI.

The most marked increase revealed in
Chart 6 is the growth in the number of
households with incomes over $25,000. In
1977, these households constituted 19% of
total households: in 1978 (latest year
available) they represented 24% of the
total. This trend is due to inflation and to
the continuing increase in the number of
two-income families. In 1978, approx-
imately 50% of all adult women worked
outside the home. Two of every three
women aged 25-34, the demographic age
segment representing 50% of all home-
buyers, are in the labor force. These work-
ing women provide an ever-expanding
market for home decoration/renovation
products and laborsaving devices, and
have made an impact on the marketing
strategy of many building supply retailers.

Consumer Spending: In 1370, Amer-
icans spent 21.4% of total PCE dollars on
housing and household operation, These
categories currently consume 22.7% of
total PCE and are expected to represent
229% in 1980 and 23.1% by 1985. In
1970, $85 billion, 13.7% of PCE, was spent
on durable goods. By 1980, Americans will
spend 16.6% of the $1.6 trillion total PCE
for durable goods, for an estimated $274
billion. In 1985, durables will constitute
17.6% of PCE.

Gross National Product
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The Housing Mix: As shown in Chart 8,
housing starts were approximately 1.7
million units in 1979, down 14% from the
2 million starts in 1978. Single family
units, at 1.2 million, were down 17% from
1978, while multi-family starts showed a
6% decline. Mobile home shipments re-
mained steady at 276 million units, com-
pared with 275 million for 1978,

The decrease in housing starts was nol
unexpected—indeed had been widely pre-
dicted. Inflation lessens the population’s
desire 1o save, which decreases the
amount of money available at conven-
tional mortgage sources. [nterest rates
have reached levels out of the affordable
range of many wage earners. Coupled with
the money shortage is the rapidly rising
cost of new housing, fueled by increases in
construction costs.

Industry observers are forecasting a 1.2
million housing starts level in 1980, and
some believe that the housing recession
should begin gradual recovery in the third
quarter. Lowe's believes the start level will
be much lower. Mortgage rates should re-
main high, forcing potential homeowners
to postpone ownership. Demand will re-
main strong, due to a high rate of
household formation and the extremely
low vacancy rate in rental properties

Construction Spending Components:
As shown in Chart 9, construction expen-
ditures totalled almost $227 billion in
19749, approximately 9.5% of GNP. New
housing, at 34%, represented the largest
percentage of total expenditures, followed
by government spending at 21%. The
largest percentage increase came in Come-
mercial and industrial spending, up 30°%
over 1978 and representing 17% of total
expenditures. Through our Corporate Pro-
fessional Sales Department, Lowe's plans
more involvement in this rapidly growing
and less cyclical segment of construction
spending (see story on Page 27),

Regional Housing Activity: L. 5. hous-
ing starts and permits were down 14%
from 1978, but the housing recession ex-
pected in 1979 was later and milder than
predicted. Housing activity in the South re-
mained stronger than that of the rest of the
nation, with starts down 9% and permits
down only 6%, reflecting demographic
trends previously discussed herein. These
trends will continue the strong demand for
housing in our marketing area. Un-
fortunately demand can't be met when
credit is curtailed severely,



Trends in Prices: In Chart 11, price in-
dices for key sectors of the economy and
selected construction components are
presented, From 1978-79, the leading in-
dicator, the Consumer Price Index, show-
ed a larger percent increase, at 11.3%,
than did Durables, Food or All Construc-
tion Materials. Brick and Gypsum lead the
list for increases in construction com-
ponents at 12.2% and 10.1% respectively,
while both Southern Pine and Plywood
categories showed the smallest increase at
6.4%

New Housing Costs: The median sales
price for a new home climbed 13% since
year-end 1978, as shown in Chart 12
From 1970-79, the median price of a new
single-family home increased 169%, while
median family income increased by 54%.
Thus we have a larger and larger share of
family income being devoted to attaining
and maintaining housing. Not all of this in-
crease is attributable to high construction
and labor costs, and inflation. New home-
owners in 1979 demanded homes with
more luxuries than did buyers in 1970. To-
day's median home has 18% more floor
space than in 1970. 73% of new homes
have multiple bathreoms and 58% have
installed air conditioning, compared with
48% and 34% in 1970. 42% of new homes
in 1970 had dishwashers compared with
85% in 1979. With interest rates and infla-
tion at record highs, meaningful drops in
housing costs are wishful thinking;
however, the current economic situation
should at least plateau these costs for
awhile.

Remodeling Expenditures: Last year,
Americans spent $42.2 billion on renova-
tion and remodeling of existing homes, a
12.5% increase over 1978. Of thal total,
almost 70% was spent by owners of single
family, owner-occupied units. Approx-
imately $7 billion was spent on materials
by owners who intended to do all or part of
the remodeling themselves.

Existing Home Sales: 3.7 million ex-
isting homes were sold in 1979, 4% less
than the number of units sold in 1978,
Sales of these 1979 homes amounted to
$238 billion with 39% being sold in the
South, for a total of 1.4 million units and
$84.2 billion.




Retalllng and Competition

U.S. Retail Sales: Total retail sales were a
record $884 billion last year, up 10.7%
from 1978, with Food and Automotive
Sales receiving the greatest percent of
total. Annual growth rate was 10.1% for
1970-79, and total sales represented 59%
of total Personal Consumption Expen-
ditures. Due to our wide product selection,
Lowe's does not really fit into any one
store group or category shown in Chart 15.
We define ourselves as a combination
lumber vard, building materials supplier,
home furnishings retailer, appliance and
hard goods dealer, and hard goods dis-
counter, We sell Durable Goods, and the
store categories most applicable to us are
the Lumber, Building Materials, Hardware
Group (LBH), and the Furniture and Ap-
pliance Group.

Gasoline Stations showed the greatest
percent increase 1978-79, due to the rapid-
ly spiraling price of crude oil. LBH and Fur-
niture/ Appliance Groups showed the next
highest increases for the year at 13.2% and
13.1% respectively. These two groups
represented 10% of total retail sales and
30% of all durable goods sales. LBH and
Durable Goods were the categories show-
ing the best nine year growth record, while
Furniture/Appliance experienced a
growth rate equal to that of total retail
sales.

Regionalendn Sales of selected major
stores by region are shown in Chart 16.
The strength of the Southern marketplace
is evidenced by the fact that 32% of total
retail sales is generated by the South, More
importantly for Lowe's, 34% of all LBH
and Durable Goods sales occur in the
Southern region, The nineyear growth
rate for LBH in the South was surpassed by
the growth of the LBH group in the West-
ern region; however, LBH sales in the
West only represented 23% of total US.
LBH sales.

Pertinent Retail Category Sales: Chart
17 is an attempt to create a retail group
most closely resembling Lowe's unique
business. We have combined both LBH
and Furniture/Appliance groups but have
removed Mobile Home dealers and full-
line furniture stores, since we really do not
compete with these businesses. Categories
1A, 1B, and 2B are the major retail groups
most relevant to Lowe's. Sales for this
specialized group experienced a 13% in-
crease 1978-79, and an annual growth rate
of 11.3%,




Fragmentation of the Competition:
Our competitors run the gamut from local
hardware stores and lumber yards to dis-
count stores and chain-operated home
center and building supply outlets, A re-
cent Budlding Supply News survey found
that there are some 572 retail companies,
both chain-operated and independent,
with sales of over $5 million. These com-
panies represent 45% of the total Lumber,
Building Materials and Hardware sales in
the U.S. The top 5 companies are Sears,
Wickes, K mart, Lowe's, and J.C. Penney,
with total sales of $7.8 billion, for 16% of
national LBH sales. Perhaps most signifi-
cant of the data presented in Chart 18 is
that 58 companies, 10% of the total, do
70% of the sales generated by the top LBH
companies in the nation. The combined
sales of these 58 companies is $15.5
billion, 31% of national LBH sales, Further
proof of the extreme diversification of this
group of retailers is the fact that 66 are
single-store companies, 335 of the 572 are
independents and 237 are chains.

Growth of the Chains: A sales history of
the 25 largest building supply retail chains,
excluding mass merchandisers who carry
building supply goods, is shown in Chart
19, along with comparable expenditures
and growth rates of total U. S. Lumber,
Building Materials and Hardware sales
minus Mobile Homes. We divided the 25
chains into two groups, according to dollar
volume of sales, to determine the impact of
the top half, including Lowe's, as com-
pared with the bottom half. Since 1972, the
top twelve chains have had an annual
growth rate of 22%. This figure is
somewhat inflated due to acquisitions and
mergers that have taken place since 1978,
The 12 retailing giants represent almost
15% of LBH sales minus Mobile Homes
while combined sales of all 25 equal 19%
of LBH. The remaining 13 chains had an
excellent annual growth rate of 17.3%,
higher than the annual rate of U.S.
Lumber, Building Materials, and Hardware
sales minus Mobile Homes.

Market Penetration: Chart 20 gives an
interesting look at our impact in the South,
our marketplace, From 1972-79, our an-
nual growth rate was almost double that of
total Lumber, Building Materials and Hard-
ware sales in the South. Our share of
market has grown from approximately 3%
to over 5% for the same time period. We
see no reason 1o discontinue this trend —
look for more of the same from us in the
future.
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What You Should Know About Being a Lowe's Shareholder

Introduction: Whether you are a new
owner of Lowe's Companies, Inc. common
stock, or a shareholder of long standing,
we thought you might have a few ques-
tions about stock ownership itself. For ex-
ample, how can you transfer stock if you
should want to change the registration on
your stock certificates? What should you
know about the certificate itsell? What
should you do if a certificate is lost or
stolen? On the next two pages we will try
to answer these and several other ques-
tions of concern to all of you,

Stock Transfer: Before we tell you how
you can transfer your stock, it might be
helpful to know a little bit about the
logistics of stock transfer, and the people
involved in this important behind-the-
scenes function. Stock transfer is the proc-
ess through which changes in the owner-
ship of a company's stock are officially
registered in the company's shareholder
records, and certified through an exchange
of stock certificates. All of the outstanding
shares of a company's stock are repre-
sented by numbered certificates, and all of
the numbered certificates are registered in
the name of, and issued to, a shareholder
or a designated representative of a share-
holder. Since the number of shares
represented by certificates must always
equal the number of shares outstanding,
each registered stock certificate must be
accounted for and correspond to a share-
holder name in the company's records.
Any change in the registration of a cer-
tificate must be accompanied by a com-
parable change in the company's share-
holder records, and by the cancellation of
the old stock certificate and issuance of a
new one,

The Transfer Agent has primary re-
sponsibility for the efficient transfer of a
company's stock including maintenance of
shareholder records and the cancellation
and issuance of stock certificates. The
transfer agent can also issue the com-
pany's dividends and provide shareholder
mailing lists for a variety of corporate com-
munications. A company may be its own
transfer agent or, as is more often the case,
a bank or trust company is designated to
serve in this capacity. For greater conve-
nience and more expeditious stock trans-
fer service, Lowe's has appointed two
transfer agents: Wachovia Bank & Trust
Company, N.A., in Winston-Salem, North

is

Carolina; and Morgan Guaranty Trusl
Company of New York in New York City.
Wachovia is Lowe's principal transfer
agent and, as such, also maintains Lowe’s
official shareholder records and acts as
Lowe's Dividend Disbursing Agent.

The Registrar verifies that when stock is
transferred, the new number of shares
issued is equal to the number of shares
canceled. This double checking of the
debit and credit of stock transfers is extra
protection for shareholders and for the
company, and this service is also typically
performed by a bank or trust company.
Lowe's also has two registrars. The
registrar for Winston-Salem transfers is the
Northwestern Bank, and for New York City
transfers, the Chase Manhattan Bank.

When You Can Transfer Stock: As we
explained, stock transfer is required
whenever the registration of a stock cer-
tificate is changed. The change in registra-
tion most often occurs when shares are
sold by one stockholder and purchased by
another. However, in most cases, you will
need to contact a broker for the purchase
or sale of stock. Stock transfer is also re-
quired when a gift of stock is made from a
shareowner's personal holding, or in the
event that a stockholder wishes to have his
shares re-registered, with his name in a dif-
ferent form. The latter could include name
changes resulting from marriage, or con-
solidation of several certificates of the
same stock on which there are slight varia-
tions in the way the shareholder's name is
registered. A stockholder may also wish to
co-register his shares with another person
and this, too, would necessitate stock
transfer. In all of these instances, you may
initiate transfer yourself, and now we are
ready to tell you how to go about it.

How You Can Transfer Stock: If, at
some point, you would like to change the
registration on part or all of your share
holding, you can do so directly by sending
the certificates to be transferred via
registered or certified mail, along with a
letter of instructions, to either of Lowe's
transfer agents. The certificates have to be
endorsed by you as they are registered
which means that you must sign your
name exactly as it appears on the face of
the certificate. To endorse the certificate,
you may sign where indicated on the re-
verse side of the certificate. Your signature

must be "guaranteed” in order for cer-
tificates to be accepted for transfer, For
your added protection, it is recommended
that you fill in all of the information re-
quested on the reverse side of the cer-
tificate, particularly the blank space
designating an "Attorney,” where you may
insert the name of whichever of Lowe's
transfer agents is performing the transfer
for you. If you would rather not send an
endorsed stock certificate through the
mail, you may send in a separate envelope
a "stock power” which can be obtained
from a bank or broker. The stock power
must be filled out completely and en-
dorsed, again, with your signature
guaranteed. If you decide to use the stock
power, it is still recommended that you
send the unsigned stock certificate being
transferred via registered or certified mail,
and it would be helpful to include a note
indicating that a stock power is being for-
warded separately.

If you wish to make a gift of stock and
your shares are registered in your name,
you follow the same procedure. However,
please be sure to include in your letter of
instructions, the number of shares to be
given, along with the full name, address,
and if possible, the Social Security number
of the recipient. If the number of shares be-
ing given or transferred is less than the
number of shares sent to the transfer
agent, new certificates for the balance will
be issued and returned to you.

All transfers should be sent in care of the
Stock Transfer Department to whichever
of Lowe's transfer agents you choose, and
you will find the addresses for both of
Lowe's transfer agents on Page 37.

“Customer Name” Or “Street Name?"
When you purchase stock you have a
choice belween having your shares
registered in your name, called “Customer
Name,” and the certificates senl to you to
keep, or leaving your shares in sale-
keeping with your broker, in which case
the certificates are registered in the
broker's name, called “Street Name."
There are merits to both plans, and your
choice really depends on your personal
requirements or preferences in owning
stock. However, you should know that if
you have your shares registered in your
name in Lowe's shareholder records, you
will receive all regular quarterly dividends




and corporate communications—Annual
and Quarterly Reports, etc.—unless you
indicate otherwise in writing. (For
example, you may elect to participate in
Lowe's Automatic Dividend Reinvestment
Service, in which case, your dividends
would be forwarded to our Dividend
Reinvesting Agent.) If vou choose to leave
your stock certificates with your broker
registered in “Street Name,” your name
will not appear in Lowe's shareholder
record file, and you will not receive
dividends or corporate mailings directly.
Instead, your broker will receive them and
forward them to you according to the
arrangements you make in setting up your
account. And, if you wish to have stock
transferred to someone else, you will have
to give instructions to your broker. You
may change your mind about “"Customer
Name" or "Street Name" at any time and
more than once.

Protection Of Stock Certificates: If
you do decide to register your Lowe's
shares in your name, it is extremely impor-
tant to safeguard your stock certificates as
yvou would any valuable or legal docu-
ment. In addition to the market value they
represent, your stock certificates are
tangible evidence of vour authenticated
share ownership in Lowe's Companies,
Inc. or in any company whose stock certifi-
cates you hold. It is recommended that you
keep your stock certificates in a safe place
such as a bank safety deposit box, and that
vou keep a separate record of each cer-
tificate including the certificate number,
the date of issuance, and the registration.

What To Do If Stock Certificates Are
Lost Or Stolen: Though you may take all
of the recommended precautions, stock
certificates are lost and can be stolen. If a
certificate is lost or stolen, you should
write immediately to Wachovia Bank &
Trust Company, Stock Transfer Depart-
ment, 50 a “stop” can be placed on the
missing stock certificate, (This is similar to
a "stop payment” on a check.) Your letter
should include as much information as
possible describing the certificate; in par-
ticular, the certificate number, the date the
certificate was issued, and the registration,
(The possible loss of stock certificates is
one reason why it is recommended that
you keep a separate record of this informa-
tion.) Once a "stop" has been placed on
the missing certificate, Wachovia will send

you an affidavit which must be filled out,
signed, notarized, and returned in order
for a replacement certificate to be issued to
vou. You will also be required to purchase
an indemnity bond for the lost certificate at
a cost to you of about three percent of the
current market value of the missing cer-
tificate, calculated at the time the bond is
issued.

How To Eliminate Duplicate Mail-
ings: Annual and Quarterly Reports and
other corporate correspondence are auto-
matically sent to each registered Lowe's
shareholder. However, if more than one
member of your family has Lowe's stock
registered in his name, your family may be
receiving multiple copies of these cor-
porate mailings. If you so desire, you may
eliminate some or all of these extra copies
by writing to Wachovia Bank & Trust Com-
pany, N.A., and specifying which regis-
tered shareholder account names you
would like deleted from the Annual and
Quarterly Report mailing list. This will not
in any way affect dividend checks. Each
registered shareholder will continue to
receive regular quarterly dividends unless
he or she is a participant in Lowe's
Automatic Dividend Reinvestment Ser-
vice. This procedure achieves a significant
cost reduction in production and mailing
of the reports, while it saves you the an-
noyance of receiving unwanted mail.

Dividends: Lowe's Companies, Inc. has
paid cash dividends on its common stock
on a consecutive quarterly basis since
June 1961. And, these quarterly dividends
are usually declared payable on or about
the first of August, November, February,
and May to all shareholders of record.
“Shareholder of record” means that vou
are entitled to receive a dividend on the
“payable date” if you were listed as a
Lowe's shareholder on the "record date,”
approximately fifteen days before the
payable date. In the past, the record date
has been on or about the fifteenth of July,
October, January, and April.

Taxes On Dividends: Corporate cash
dividends are considered taxable as or-
dinary income and, as such, must be in-
cluded in reporting annual personal in-
come for tax purposes, At the end of each
calendar year, Wachovia Bank & Trust
Company, on behall of Lowe's, is required
to report to the Internal Revenue Service

total dividends paid to each registered
Lowe's shareholder during that calendar
vear. Wachovia then sends each share-
holder a copy of the "1099" form filed with
the IRS entitled, “Statement for Recipients
of Dividends and Distributions,” which
may be used as a convenient reference
and record when personal income taxes
are filed, Since Lowe's last dividend in the
calendar year is paid around November 1,
most shareholders receive the “1089"
statement along with that dividend check.
If a shareholder has sold or transferred
stock during the calendar year, the divi-
dend statement will still be mailed early in
November. Shareholders whose stock is
registered in "Street Name" will receive a
similar statement (form "1087") from their
broker,

An Alternative To Cash Dividends—
Lowe’s Automatic Dividend Reinvest-
ment Service: As vou know, Lowe's has
long maintained a policy of plowing back
into the company the major portion of
earnings in order to meet the needs of ex-
pansion and growth. Earnings reinvest-
ment is consistent with and necessary for
Lowe's stated long-term objective of
growth, Shareholders wishing to pursue
further the financial objective of capital ap-
preciation through equity have an op-
portunity to plow back or reinvest their
Lowe's quarterly cash dividends, and up to
$1,000 per month in optional cash invest-
ment, in Lowe's common stock with the
company paying all transaction and ser-
vice fees, This alternative is possible
through participation in Lowe's Automatic
Dividend Reinvestment Service, a com-
pletely voluntary plan administered by
Citibank as shareholder agent,

The way the plan works is simple. If you
decide to participate, your dividends are
paid directly to Citibank. The Bank com-
bines your dividend payment with those of
other member shareholders to purchase
Lowe's Stock, and then credits your share
of the purchase to your personal account.
Once you have reinvested your first divi-
dend and received a statement of account,
you have the option to send to Citibank
from $10 to $1,000 monthly to be applied
toward similar interim purchases of Lowe’s
stock. Citibank will hold the reinvestment
and optional cash investment shares in
safekeeping for you, or you may request
withdrawal of certificates for full shares.
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Shareholder Census and Survey

Stockholder Composition: The num-
ber of Lowe's shareholders increased again
this year, to 5,147 this January from 4,750
a year ago, an increase of 8.3%. The pre-
vious year the increase was 1.3%. This is
the fifth consecutive year of increase in
Lowe's shareholder ranks. Table 3 shows
our current shareholder census, by stale,
of record January 31, 1980. There are
4,201 shareholders in the 19 states where
Lowe's has stores for 82% of the tolal
number of shareholders, These share-
holders, which include many customers,
employees, and suppliers—people who
know us best—represent 3,301,425 shares,
25% of the total number of shares. The
percentage of shareholders living in the
Lowe's marketing area last year was T8%.
Lowe's shareholders live in every state, ex-
cept South Dakota and Wyoming, as well
as in the District of Columbia, Canada and
several foreign countries,

Lowe’s Profit-Sharing Trust continues as
the largest shareholder with 2,103,942
shares, or 16% of the total, a decline of 1 %
in the vear. Lowe's Employee Stock Own-
ership Trust now owns 585,156 shares, or
4.5%, making it the 5th largest share-
holder. These two groups together, rep-
resenting Lowe's employees' ownership,
are prime proof of the vested interest
employees have for the continued growth
and profitability of the company.

Shareholder Survey: A Shareholder
Survey for 1980 is included in this Annual
Report. A few minutes of your time to com-
plete it will be greatly appreciated, just as
we have appreciated your participation in
previous surveys. Your answers last year
were beneficial in consideration of our
listing on the New York Stock Exchange
and in maintaining dividend policy.

As the number of individual share-
holders has increased, we note with in-
terest that a substantial number of survey
respondents indicated first awareness of
Lowe's came from stockbrokers and media
articles. It is heartening also to note that
many times this first awareness came from
a Lowe’s employee. Capital appreciation
remained the principal investment objec-
tive but there was a dramatic increase in
the number of respondents who said they
sought both appreciation and dividends.
Through the end of Fiscal 1979 Lowe’s has
paid 75 consecutive quarterly dividends.
Please refer to the historical summary of
Lowe's growth on the inside back cover
and on Page 60 for a complete picture of
dividend growth.
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1979 Survey of Shareholders 1
1. Gender of Shareholders:
I s s v e b b R BE%
1] P P 11%
CorporBllon . ....ivivrirerarrarasns 1%
2. Age Group Breakdown:
RdBEas s i 4%
A R T e Y SR b T 18%
L R P LR PR - e P 19%
T N 2%
Bl e i e e e e R 2%
OB B s R R e e 17%
3. First Interastin Investing In Lowe's
Occurrad Within Past:
YL R e e e 7%
TRYOBIB . & v ansanninsranenasnasaies 12%
PRI, [ s ms i bbb 25%
OverSYears. .. .....corereacencianss 26%
Over 10YBans.....ooaevernnnannrnins 28%
Mo RBaDOnEe. i e a b in 2%
4, First Awareness of Lowe's as a Result of:
1o T o T e R LT g e el P —— 18%
Lowe's EMpIOYes ........co00sssia0ss 16%
Lowa's Shareholder . ..........o000.n 6%
Lowe's Financial Reports. ............ 158%
Madip ARICIBB . . cvvnorrvnnnnsesianss 26%
N e s a w da ee s 17%
NORBSDONSE. ..\ oo vrrrrasrannn cved 2%
§. Investment Objectives:
Capltal Appreclation. .. .............. 43%
Dividend Income . ........ccoeninianns 4%
BomaofBotN. . .ovsiosssisnsaannnsns 30%
NODDINION, oo vsvrnasmrsosnsssabases 14%
B. Asa Lowa's shareholder, what Is your Prll'l'll
investmant objactive by fwiﬂlng Lowe's stoc
Long-term profit on my ariginal
Invastment .. .......coco0cencienss 15%
When interest rates subside, Lowe's price
TRRY PECOYEE | oo vssnnnnnsvnnisses 13%
Dividends on original investmant are
BALBTRACIONY ... v raninainins 2%
& loss on my Investmant and am waiting
8 recovery cee 13%
Othear. ....... %
Mo Answer
Mora than oneoftheabove . .......... 16%
7. Fromwhich of tha following ’ﬂll.lpl does
your Interest In Lowe's stem
BHamNOMBTr . . v venarainanaindiaiins 54%
Security Analyst ......... 00000 ean-s 12%
Flnanclal Advisor .......cccovaivaias B%
Stockbroker. . ....ooviiiiiniinnanas 5%
TradeMedia........ocovuiaiiainaras 1%
Financlal Press ......c..cocoveucana. 2%
Financlal Institution . .. ....cvveinrras 2%
Lowe's EMpIOyes . ........covuvnrnns 4%
i 11" e ey 12%
8. Which section of our January 31, 1878 Annual
Report did you llke besi?
BUL - it iana b A A AR 1w T
ToQurShamholders. ..............0. 2%
People and New Organization . ....... 1%
ThaMarkelingMIx, . ........ccveiiaue 1%
Market Dimensions. ........ocovuiane 2%
Fealure Ston . . ... coaevvnianarnnnnns %
Financial Report . .......ocovernarans 8%
21-YoarPrologue. ...........0vnnnes . 4%
L S S LY 9%
MoraThanOne ........cicivarnnins . %
ShareholderReport. ... ... covinviiane 1%

8. How much ol the January 31, 1878 Annual Report
did you read?

OVEBT IO COVEI. . v vi i sna i nanas 3%
Almost every page. .. .. coe 1%
Mostolll .......... ces 21%
HRl .y aiiiis wenia 9%
Onlythehighlighls . . ............... 14%
Gaveitaquickglance................ B%
MORBBDONEE . . . .ovinirnrrsrsressass 2%

10, Overall Judgmant ol the Report:
E:calm ........... 'Pﬂ ............ B88%

T ¥ R T L 21%
LT T1 T | TP e S g 5
Marginal . ........c0c0venrorenennens 1%
NORBSDONSE . . .ovcvnsrnscorsinarees D%

e m—

Lowe's Quarterly 2
Stock Price Range
Flscal Year Ended: Jan. 31, 1980:

High Low
Fourth
Quarter—MNYSE $18.375 $17.00

ﬂq o Asked

High  Low High  Low
Fourth
Quarter—0TC  $18.25 $17.00 $20.00 $17.75
Third Quarter. . $20.50 $17.00 352075 $17.75
Second Quarter $18.00 $16.25 $18.75 $17.00
First Quartar .. $19.50 $17.50 $20.25 $1B.25
Jan, 31, 1878:
Fourth Quarter. $19.75 $16.50 §20.25 $17.25
Third Quarter.. $26.00 $17.00 $26.75 $17.75
Second Quarter $23.00 $19.50 $23.75 52025
Flrst Quarter .. $23.75 S$18.75 52475 $19.50
Sources: Wall Street Journal, National Association

of Sacuritias Dealars

e —————

S —————————— —
Shareholder Census 3
State Holders Sharas
AlBDAMA. ... ..vvvnn s 83 95 894
AlRSKE .. ...oivnimiranas 2 2
EABONI: . 55 aicaaanss s s 12 3028
ArKANSAS . ... .ovveniaieas 3 27
Califomia. .....conarasns 67 317,728
ColoradD . ..ovnvimerninas (] 1,424
Connectlout .......0000s 57 105,735
35 24,352
18,795
i1 90,950
149 54,535
1 300
2 20,005
T 440,570
N 2962
5 1,111
11 73,852
Kentucky . ....ooiiiiiiin 55 7,183
Lowisiana. .......covares, 38 4,590
IR i e i o s e W 4 1,392
Maryland . ...coeoveisieria 117 50,318
Massachusetts .. ........ 125 248,568
MUChIgEN - .o cvesnnsrasiis 57 97 484
MINAASOLE . . . oovvvvsnss 25 B3,759
Mississippl .. ...oc0aues 40 15,908
Missouri. ... .. e <1 41,367
Montana. ..... i 600
Mabraska . .. .. 2 20,1689
NevySda. . ..o ivoranssian 2 300
Mew Hampshire .......... 9 4,575
MNewJersey . ............ a7 19,031
New Mexigo. .. ..ooocues 3 1,108
NewYork.....covaieariss 218 5,784 885
Morth Carolina, .. ........ 2,326 1,698,653
NorthDakota, . .....couas 2
KA oo wia s adn el i aas e o9 107,701
Oklahoma ... ..coverenenns -] 7.838
OMgON. . s ceiasirrrsnass 5 15,855
Pannsylvania. ........... 88 77441
Rhodelsland. ........... 83 128,314
South Caroling ........... 235 5]
SouthDakota ............ 0 -
TENNESSSE. .. . cvvvrareinn 168 108,242
ik 48 188,360
1
5 18,473
409 248,188
REAFEs e 9 2,853
Wast Virginla. ........... 61 20,505
Wisconsin, ... ....c.oc0.- 10 10,423
Whoming . ccvoresrosnirs 0 -
CanBOB. ..vcvievianainas 17 20,346
Fomign ... coociiiivinaes 14 6,204
Employees in Profit-Sharing
TR .. cosnpisais 2324 2,103,942
Employees in Stock
Ownarship Trust* ... ... . 5,142 585,158
=11 | PR 11,287 13,022,126

*In computing total ahareholders of record, the two 1rusls &re

counted as ona 8ach.




Report of Audit Committee

To the Board of Directors and Shareholders
Lowe's Companies, Inc.

The Audit Committee of the Board of Directors, which met three times during the
year, after its appraisal and review of the closing of the Company’s books for Fiscal
1879, is glad to be able to give you its assurance that Lowe's records are accurale
and effective indicators of the Company's financial position,

The general ledger and accounting systems are in excellent condition with
manually-prepared records reduced to a minimum. The controls and security for
these systems are in good condition.

The independent certified public accounting firm of J. A. Grisette & Co., Lowe's
auditors, have provided excellent objective and independent review of the
statements produced by the Company. We believe the progress accomplished by
the Company's accounting, internal audit, and electronic data processing personnel
has improved the effectiveness of the independent audit.

We are appreciative of the helpfulness and cooperation of the Company's officers
and employees, and the internal auditors.

Submitted by:

/

Robert G. Schwartz Gordon E, Cadwgan, Chairman
April 15, 1980

Report of Independent Certified Public Accountants

The Board of Directors and Shareholders
Lowe's Companies, Inc.

We have examined the consolidated balance sheets of Lowe’s Companies, Inc.
and subsidiaries as of January 31, 1980 and 1979, and the related consolidated
statements of current and retained earnings and changes in financial position for the
fiscal years then ended. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the accounting
records and such other auditing procedures as we considered necessary in the cir-
cumstances.

In our opinion, the consolidated financial statements referred to above present
fairly the consolidated financial position of Lowe's Companies, Inc. and subsidiaries as
of January 31, 1980 and 1979, and the consolidated results of their operations and
changes in their financial position for the years then ended, in conformity with
generally accepted accounting principles applied on a consistent basis.

Lenoir, North Carolina / W PL 6

March G, 1980
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Lowe’s Financial Strategies

Shown in Chart A is the sales growth trend at Lowe's, up an average 24% per year from
1975 through 1979. This growth rate is higher than the longer range growth rates shown
in line 5, Page 57, It is also rather persistent despite several cycles in the economy, and is
altributable to the marketplace acceptance of Lowe's merchandise and services, and to
the geographic expansion which has been continued. It is also obviously due in part o
inflation, but since the inflation rate for our merchandise last year was just under half
that registered by the Consumer Price Index, our sales growth represents real unit gains.

Chart B delineates net earnings as a percentage of sales during the last five years.
Net return on sales measures the efficiency of the sales organization. It is affected by sales
volume, customer and product mix, and income statement factors—margin rates, fixed
and variable expenses, and tax rates. The rates shown here for 1978 and 1979 were al-
fected by the change to LIFO inventory accounting for these two years. A better, restated,
historical comparison is presented in line 19, Page 57.

Management's policy of earnings application is portrayed in Chart C and a policy
change is clearly shown. Through 1975, our policy was to increase the cash dividends
steadily, but slowly, and more slowly than earnings growth, in order lo keep retained
earnings growing as fast as possible. That policy has been changed, to align our dividend
growth rate more closely with our earnings growth rate, and with our cash flow growth
rate as shown in line 14, Page 57.

Let us now consider Balance Sheet (Page 45) Strategies and Management, Two major
areas for financial policy, one for each side of the Balance Sheet, have guided Lowe’s
growth. First, for the Assets side, we concern ourselves with the structural balance of the
various Asset components which contribute to our profits and growth. Charts A and B on
Page 44 portray the trends and proportions of each major component. Since Fixed Assets
provide no direct return on investment, we maintain the major portion of our Assets in
iterns that “turn” around sales, specifically Inventory and Accounts Receivable. From
1975 through 1979, Inventory and Receivables have been maintained at an average of
two-thirds of total Assets. This heavy proportion in these two Assets, coupled with their
rates of turnover, has enabled us to maintain our rate of total Asset Turnover (line 18,
Page 57), a major factor in our consistently high rate of Return on Shareholders’ Equity.

Inventory is the single most important Assel to a company like Lowe’s. Our funda-
mental mission is the retail marketing of hard goods, not retail financing and not real
estate investment. Inventory is the raw material of profitability, and it rightly maintains
its major proportion of Assets. Lowe's Sales to Inventory ratio—Total Sales divided by
Average Inventory at cost—was 7.9 times in 1979. This ratio, as well as the proportions
shown in Charts A and B, were affected by the LIFO accounting change discussed earlier.

Accounts Receivable occupy the next largest portion of total Assets and are an essen-
tial marketing service to our professional customers, Their average tenure on the ledgers
varies seasonally. Although we offer credit terms to our retail customers, these contracts
are sold daily to finance companies on a non-recourse basis. These credit sales are
therefore like cash sales to Lowe's—from the dual standpoints of risk and cash flow—and
are not carried in Receivables.

Our Receivables actually decreased by almost $400,000, and declined about 3% of
total assets, The $66.4 million on January 31, 1980 was equal to 63% of sales to Profes-
sional Buyers during the preceding 90 days, compared to 66% one year ago, and 72%
Iwo years ago.

This performance and the decline in allowance for doubtful accounts from 5.8% of
gross lotal receivables o 5.3% this year reflects an excellent job by our Credit Manage-
ment, a truly superior department,

Fixed Assets did not change in % of total Assets this year, due to a slowing of store
expansion. Line 28 on Page 57 presents long-term trends.

All Other Assels doubled, to 9% of total, due to the comfortable growth in the
Company's cash position.
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Consolidated Statements of Current and Retained Earnings

LOWE'S COMPANIES, INC. AND SUBSIDIARIES
Fiscal years ended January 31 of following calendar years
{In thousands, excepl per share and percent data)

% Fiscal % of Fiscal % of
change 1979 sales 1978 sales
Current earnings:
Net sales 14 $904,651  100.0 $793,125  100.0
Cost of sales, buying, warehousing, and occupancy 15 741,891 82.0 647,178 81.6
Gross profit 12 162,760 18.0 145,947 18.4
Expenses:
Selling, general, and administrative 15 85,860 9.5 74,804 94
Depreciation 16 10,064 1.1 8,714 1.1
Employee retirement benefits (Note 7) 37 10,226 1.1 7.488 1.0
Provision for bad debts (35) 2,262 . 3474 A
Interest and loan expense 25 7.017 8 5,602 a
Total expenses 15 115,429 12.8 100,082 12.6
Pre-tax earnings 3 47,331 5.2 45,865 5.8
Provision for income taxes (Note 6) 1 22376 2.5 22,141 28
Net earnings 5 $ 24,955 27 52374 3.0
Earnings per share =B § 192 o onm
Dividends per share T $ 50 $ 40
Shares outstanding 13022 1302
Retained earnings: =
Beginning of year 17 5128878 $110,363
Additions:
Net earnings 5 24,955 23,724
Less cash dividends 25 6,511 5,209
Net additions 18,444 18,515
14 $147,322 $128,878

End of year

See accompanying noles (o consolidated financial statements.
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Lowe's Financial Strategies

The second major financial policy strategy in Balance Sheet management deals with the
Liabilities and Shareholders’ Equity side, where we are specifically concerned with the
financing of total Assets. The most important components here are Shareholders’ Equity,
Accounts Payable, Long-Term Debt, and Other Liabilities, Charts B and C show the pro-
portions and trends of these major Balance Sheet elements for the last five years. Again,
the LIFO swilch affects these charts, and 1975 through 1977 are comparable years, but
1978 and 1979 are only really comparable to each other. Also again, Page 57 presents a
historical balance sheet comparison,

Let's discuss Equity first, Since it was 53% of total Liabilities and Equity on January
31, 1980, it was obviously financing 53% of total Assets. Equity continues to finance the
major percentage of total Assets, and very consistently in the five years shown. Still,
Equity cannot finance the total Assets required to maximize Lowe's operations and op-
portunities, Besides shareholders’ money, other peoples’ money is needed and oblained,
some on a short-term basis and some long-term. Leverage, as used here, is computed by
dividing total Assets by Shareholders' Equity. Trends in Leverage are shown in the small
table at right, and on lines 21 and 39 on Pages 57-59.

As shown on Pages 58 and 59, prior to 1973 Accounts Payable were the second
largest portion of this half of the Balance Sheet. Payables are a function of Inventory pur-
chases and the level will fluctuate as a percent of Inventory and as a source of financing
Assets, depending upon the yearly and seasonal patterns in the merchandise mix. 5o the
switch to a January 31 fiscal-year close has deemphasized Payables’ proportion. It is in-
teresting to note that from 1978 to 1979, there were such similar trends in credit ex-
tended to Lowe's, called Payables, and credit extended by Lowe’s, called Receivables, In
fact, the similarity in the trends of Payables and Receivables over the past five years pro-
vides insight into management of these sources and uses of short-term credit. However,
the future of Payables as a source of financing Assets, in these credit intensive and ex-
pensive times, is not bright.

With the knowledge that Long-Term Debt was financing 26% of total Assets at the
end of Fiscal 1973, fluctuating percentages in Chart B need explaining. These changes in
% of total have arisen from changes in our store expansion policy, and recently, the soar-
ing cost of credit. As perspective, at the end of Fiscal 1970, Lowe’s owned half of our 64
stores and leased the other hall. Between 1970 and the end of Fiscal 1975, virtually all of
the stores we opened were built by us, according to a standard design, and owned by
Lowe's, And since these non-turning Fixed Assets are a long-term investment, they were
financed with Long-Term Debt. With the onset of the recession in 1975, and the op-
portunities presented thereby to take over existing facilities at attractive rentals, we
changed our expansion strategy. In 1976 and 1977, most of the new stores opened were
leased facilities, and since few of these qualify as so-called capital leases, Fixed Assets
and Long-Term Debt declined as a percent of total. In 1978 and 1979 we began again to
build and to own the major portion of our new store facilities. These are normally fi-
nanced over a 15-year period, through longterm borrowings. However, financial
management is awaiting more appropriate interest levels, Hence the drop from 24%
o 19%,

The ratio derived by dividing Equity by Long-Term Debt is an oft-used evalualory
measure for capital structure, and the trends therein, shown in the small table at right,
reflect a consistent and conservative good balance in Lowe's financing base. As noted
ahove, when interest rates decline, so will the 2.84 ratio.

Other Liabilities are various current obligations, including Income Taxes payable
and employee retirement benefits, and were financing 13% of our Assets on January 31.

In summary, Balance Sheet management is one of the most important of Lowe's cor-
porate strategies, and obviously essential to our growth,

44

Assels Trends & Composition

£300 y
B NVENTORY
B RECEIVABLES
FUFIXED

I ALL OTHER

120

]
1875F 1876F 1877F 1878L

——
La
ee188 192 198 192 1,88
Balance Sheel Trends B
% of Total®

1975 F 1976 F 1977 F 19781 19791

Inventory; 48% 4T% 43% 4% 3%
Recelvables: 21% 24% 25% 25% 22%
Fixed

Assets: 29% 28% 27% 0% 30%
AllOther 2% 1% 5% 4% 8%
Totals: 100% 100% 100% 100% 100%
Equity: 1% 52%  B1%  52%  53%
Payables:  18% 12% 18% 17% 15%
Dabt: 0% 2% ON% M% 19%
All Othar: % 8% % &% 13%
Totals: 100% 100% 100% 100% 100%
Toals Rounded
Equsity + Dabi

it 257 237 238 217 2
Equity and Liabilities c
Trends & Composition

$300

B EQUITY

B FAYABLES

I LONG TERM DEBT
L OTHER

120

1978 L

F: FIFD Accounting
L: LIFD Accowniing




Consolidated Balance Sheets

LOWE'S COMPANIES, INC. AND SLIBSIDIARIES
Al fiscal vear end; January 31 of following calendar years
(Thousands of dollars)

% Fiscal % of Fiscal % of
change 1979 total 1978 total
ASSETS
Current assets:
Cash 145 § 22,959 7.7 8 9362 3.5
Accounts receivable less allowance for doubtful accounts — Fiscal 1979 —
$3,717; Fiscal 1978 — $4,102 (1) 66,442 222 fifi, 836 249
Merchandise inventories (Note 2) 7 118,511 395 111,248 412
Prepaid income laxes (100) — — 877 i
Other current assets 232 3,001 1.0 w 3
Total current assets 12 210913 T0.4 189,228 T0.2
Property, improvements, and equipment
al cost, less accumulated depreciation (Notes 3 and 4) 11 88,695 24.6 80,086 207
Other assels (22) 291 — 71 A
Total assets - 11 5299899 100.0  $269,695 100.0
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Current maturities of long-term debt (Note 4) = 68 $ 4093 14 5 2439 1.0
Accounts paya!)ie — 2 45,567 152 44 833 16.6
Employee retirement benefits pavable (Note T) L 6i) 9,785 33 6115 23
Other current liabilities - (9) 10,118 3.3 10,694 39
Income taxes payable (Note 6) = . 15,127 5.0 - -
Total current liabilities 32 84,690 23.2 64,081 238
Long-term debt,
excluding current maturities (Note 4) (14) 56,112 18.7 64,961 24.0
Total liabilities 9 140802 469 129042 478
Commitments and contingencies {(Notes 8 and 9)
Shareholders’ equity (Note 4):
Common stock — $.50 par value, authorized 20,000,000 shares,
issued and outstanding 13,022,126 6,511 22 6,511 24
Capital in excess of par value 5,264 1.8 5264 20
Retained earnings M 147 322 19.1 128,878 47.8
Total shareholders’ equity 13 159,097 53.1 140,653 522
Total liabilities and shareholders’ equity 11 5299899  100.0  $269,695 100.0

See accompanying notes (o consolidated financial statements.
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Consolidated Statements of Changes in Financial Position

LOWE'S COMPANIES, INC. AND SUBSIDIARIES
Fiscal years ended January 31 of following calendar years,
{Thousands of dollars)

Fiscal Fiscal
1979 1978
Funds provided:
Net earnings $24,955 $23,724
Charge to earnings which did not use funds— depreciation 10,064 B,714
Funds from operations 35,019 32,438
Long-term debt borrowings 10,553 16,625
Disposals of property 857 1,052
Other sources 80 81
 Total funds provided 46,509 50,196
Funds applied:
Dividends paid 6,511 5,208
Properties acquired 19,520 25,429
Current maturities and repayment of long-term debt 19,402 2,975
Total funds applied 45,433 33.613
Increase in working capital § 1,076 516,583
Changes in components of working capital:
Current assels:
Cash $13.597 $ (1,585)
Accounts receivable (354) 5,368
Merchandise inventories 7,263 8,330
Prepaid income taxes (877) B77
Other current assets 2,096 (402)
Increase in current assets 21,685 12,588
Current liabilities:
Notes payable - (3,000)
Current maturities of long-term debt 1,654 569
Accounts payable 734 5,885
Employee retirement benefits payable 3,670 1,063
Other current liabilities (576) 2,241
Income taxes payable 15,127 (8,753)
Increase (decrease) in current liabilities 20,609 (3,995)
Increase in working capital $ 1,076 $16,583

See aecompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

LOWE'S COMPANIES, INC, AND SUBSIDIARIES
January 31, 1980 and 1879

Note 1—Summary of Significant Accounting Policies:

The accounting policies of Lowe's Companies, Inc. and sub-
sidiaries are in accordance with generally accepted accounting prin-
ciples. Below are those policies considered particularly significant.

PRINCIPLES OF CONSOLIDATION—The consolidated financial
statements include the accounts of the Company and its sub-
sidiaries, all of which are wholly owned. All material intercompany
accounts and transactions have been eliminated.

ACCOUNTS RECEIVABLE—Allowance for doubtful accounts is
based on historical losses experienced by the stores coupled with a
review of existing receivables. Installment receivables arising from
consumer sales are sold without recourse to outside finance com-
panies,

MERCHANDISE INVENTORIES—Inventories are stated at the
lower of cost or market, Cost is determined using the last-in, first-out
(LIFO) method.

PROPERTY, IMPROVEMENTS, AND EQUIPMENT—Property, im-
provements, and equipment are stated at cost. Major additions are
capitalized and depreciated; maintenance and repairs which do not
improve or extend the life of the respective assets are expensed cur-
rently. Upon disposal, cost of properties and related accumulated
depreciation are removed from the accounts, Gains and losses on
items disposed of are reflected in earnings. The same policy applies
to leasehold improvements,

The provision for depreciation is based generally on accelerated
methods for both financial reporting and income tax purposes.

LEASES—Assets under capital leases are being amortized in ac-
cordance with the Company’s normal depreciation policy for owned
assets. The charge to earnings resulting from amortization of these
assets is included in depreciation expense in the consolidated finan-
cial statements (Note 8).

INCOME TAXES—The Company reports earnings substantially
on the same basis for tax and financial purposes. Investment tax
credits are accounted for as a reduction of income tax expense in
the year in which the credit is utilized.

EMPLOYEE RETIREMENT PLANS—Since 1957 the Company has
maintained retirement plans for its employees as described in Note
7. The plans provide for employer contributions only and are fund-
ed currently.

OTHER ASSETS—Certain intangible assets are being amortized
over their estimated useful lives on the straight-line method.

SERVICE CHARGES—Service charges arising from certain classes

of customer accounts are treated as a reduction of selling, general,
and administrative expenses in the statements of earnings.

START-UP EXPENSES—Expenses associated with the opening of
new stores and service facilities are charged to earnings as incurred.

EARNINGS PER SHARE—Earnings per share are calculated on
the weighted average shares of common stock outstanding during
each year.

Note 2—Merchandise Inventories:
Inventories used in computing cost of goods sold were as follows:
(Thousands of dollars)

January 31, 1978=FIFO, .. ......... $102,918
January 31, 1970-LIFO. . ... oo v iiaan 111,248
January 31, 1980—=LIFO. ... ....oviviunins 118,511

If the FIFO method had been used, inventories would have been
$15.950 and $8.466 million higher at January 31, 1980 and 1979,
respectively.

Note 3—Properties and Accumulated Depreciation:

Properties and accumulated depreciation are summarized below
by major classes with estimated lives in years as follows: buildings,
20 to 50; store and office equipment, 5 to 10; transportation equip-
ment, 3 to 7; and leasehold improvements, 10 to 50.

January 31,
1980 1978
(Thousands of doilars)
Accumulated Accumulated
Cost depreciation Cost depreciation
band b $ 12,569 = $ 11,212 8 -
Buildings . ... .. 57,014 10,684 48,871 8,601
Store and office
equipment . . . 22,075 11,175 18,612 BHTT
Transportation
equipment ... 25210 16,128 21,674 12,558
Leasehold
improvements., 14,029 4215 13,236 3673
$130.897 $42202 $113,605 $33,509
Note 4—Long-Term Debt:

Long-term debt, including current maturities, is summarized as
follows:
January 31,
1980 1879
(Thousands of dollars)

Insurance company loans:
Unsecured notes maturing annually, 1980
through 1992, interest ratesof B14% . ... ...
Secured notes maturing quarterly through
1993, interest rates of 55/8% to 9% . . .. .. .. 33,103 35,061
Bank loans:
Unsecured note maturing in 1980,
interest rate at '/4% aboveprime .. ........ - 5,000
Secured notes maturing quarterly through 1994,
interest rates 7% and prime plus a
maximumof 2% . .
Mortgage company loan;
Secured note maturing monthly through 1998,
inerestrate of 95/8%., ... ... ...l — 209
Other loans:
Unsecured notes maturing 1982,
Interest rate el B% . ... ...y eeiiieiea-
Obligations under capital leases:
Maturing serially through 1991 ... ... ..... 1,495 ]
Maturing monthly through 1984 ., .. ... ... .. 1,201 1235

$21,000 $21,000

3.351 3,155

55 A0

Total longtermdebt. .. ........co0.0u 60,205 67,400
Less currenl maturities. . ... .....oooviineay ., 4,083 2,439
Long-term debt less current maturities . . . . $56,112 $64,961

47



NOtes to CO“SOImted Flnamal smtemmts {continued)

Debt maturities (in millions), for the next five years exclusive of
obligations under capital leases (see Note 8), are as follows:
1980—$3.950;, 1981—$4.047; 1982—8§4.200;, 1983—54.994;
1984—55.166.

The agreement covering the insurance company loans places cer-
tain requirements as to the financial condition to be maintained,
restricts other borrowing, and limits the payment of dividends. After
giving effect to the most restrictive provisions, approximately $28.1
million of consolidated retained earnings are available for payment
of dividends,

Deeds of trust covering store, central office, and warehouse prop-
erties with a depreciated cost of $37 million have been pledged as
collateral for secured insurance company loans. Store properties
having a depreciated cost of $4 million are pledged as collateral for
secured bank loans.

Under terms of a revolving credit agreement with a bank, the
Company may borrow up to $10 million with interest at '4% above
prime; Such borrowings are unsecured with interest payable
guarterly. There are no compensating balance or commitment fee
arrangements with regard to the revolving credit agreement. There
were no borrowings outstanding under this agreement at January
31, 1980, and $5 million at January 31, 1979.

Terms of the insurance company loan agreement require
maturities of borrowings under the revolving credit agreement of
not more than three years after date incurred.

Note 5—Short-Term Borrowings and Line of Credit:

Al January 31, 1980, the Company had an informal line of credit
agreement with its principal bank which provides for short-term
unsecured borrowings up to $30 million, none of which was used at
January 31, 1980 and 1979. There are no compensating balance or
commitment fee arrangements with regard to the agreement.

The following information relates to aggregate short-term bank
borrowings:

Year ended
January 31,
1980 1979
(Thousands of dollars)
Maximum amount outstanding at
anymonthend .. .. oo aaa £25,000 £25,000
Average amount oulstanding (based on
welghted dally average) in £ 7408 § 8285
Weighted avermge interest rate (ratio of
actual interest expense to average
amount outstanding) . - : 1.6% B.3%
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Note 6—=Income Taxes:

There are no material timing differences in reporting revenues
and expenses for financial and income tax purposes, therefore,
substantially all income tax expense is currently payable. Actual
provisions for income tax expense are more than amounts com-
puted by applving applicable federal tax rates o pre-lax earnings.
The reasons for these differences are as follows:

Year ended January 31,
1980 1979
(Thousands of dollars)
Amount Percent Amount Percent
Federal tax at stalutory
PBE. sy e $21,772 A46.0 $22.015 48.0
State income taxes—nt of
federal tax benefit .. . .. 1,420 3.0 1.348 2.9
[nvestment tax credits, . . . { B16) (1.7 (1,165) (2:5)
[ 2 7] A L = . (37) L”
Total provision for
income taxes , . . . $22.376 47.3 $22.141 483

Note T—Employee Retirement Plans:

In 1957, the Company established Lowe's Companies Profit-Shar-
ing Plan and Trust, a qualified noncontributory employee profit-
sharing plan, for all employees meeting minimum length of service
requirements. The plan provided generally for a contribution of
15% of eligible compensation of participating employees. Contribu-
tions were discontinued effective December 31, 1977. Accounts of
members in the plan became fully vested at thal time, and the trusl
remains in effect for the benefit of those members. The trust holds
approximately 16% of the outstanding shares of the Company as of
January 31, 1980, and is the largest shareholder.

On December 19, 1977, the Board of Directors adopted an
Employee Stock Ownership Plan effective as of January 1, 1978,
This plan, like the profit-sharing plan, is a multi-employer plan and
one trust serves the parent and the subsidiaries. The trust holds ap-
proximately 5% of the outstanding stock of the Company as of
January 31, 1980, The cost of the plan is mel by annual contribu-
tions by each employer to the trust in an amount determined an-
nually by the Board of Directors. A contribution of 15% of eligible
compensation, as defined, was authorized for the fiscal years ended
January 31, 1980 and 1979,

Provisions for payments to the employee retirement plans
amounted to $10.226 million and $7.488 million, respectively, for
the years ended January 31, 1980 and 1979,



Note B—Long-Term Leases:

There were 112 real estate leases on January 31, 1980, principally
for store locations. Of these leases, 26 represent land leases on
which the Company has erected substantially all improvements,
and 68 locations include both land and lessor improvements.
Generally the leases will expire during the next ten years. In the
normal course of business, it is anticipated that a majority of the
leases will be renewed at expiration by Company option or replaced
by other properties. Purchase options available for leased properties
at 12 of the store locations would approximate $2.6 million if exer-
cised under the current provisions of the leases. Six locations are
leased from Lowe's Companies Profit-Sharing Plan and Trust. In ad-
dition to the foregoing properties leased from others, the Company's
real estate subsidiary owns 132 store locations and 7 office and aux-
iliary locations which are currently in operation.

Five leases, one for a merchandise distribution center, one for a
lumber distribution yard, and three for store locations are classified
as capital leases. The following is an analysis of assets under these
leases which are included in property, improvements, and equip-
ment in the consolidated financial statements.

January 31,
1980 1979
[Thousands of dollars)
Land . . T $ o7 § 67
Bolldings: . .. .- s ssssrsns-a s 2,702 2,702
Store equipment. . . .. .. 42 42
Officeequipment. ... ..oveeueeananns . 5 5
Transpoertation and other equipment . 144 144
Total capitalized leases. . ... ‘ 2,960 2,960
Less accumulated amartization . TR 750 558
Net property under capital leases ... ... ... $2.210 52,401

The Company also leases certain data processing and com-
munications equipment. Purchase options available under these
leases would amount to approximately $510,000 if exercised at the
present time,

The future minimum rental payments required under capital
leases and under operating leases having initial or remaining non-
cancelable lease terms in excess of one year are summarized as
follows:

Operaling leases

Year ended Real Equip- Capital
January 31, estate ment l‘i'!ﬂ Total
(Thousands of dodlars)
L e $1,740 § 506 $ 375 $ 2621
AR e 1444 362 s 2,184
1 ATeE 968 297 375 1,640
1984 .. ... ... i1 296 372 1,309
L e 421 25 368 B14
Lateryears. ., ...... 1.631 — 2677 4,308
Total minimum
hrase pavments . . $6,845 1,486 $4.545 $12 876
Liss amaunt murmnlinginﬁre;_. o 1,849 =
Present value of minimum |ease payments
under capital leases, . ... .. ... 2 696
Less current maturities. . .. ... ain s 143
Present value of minimum lease payments,
Jess current maturtes. .. ... ... . £2.553

Gross rental expenses charged to earnings are as follows:

Year ended

January 31,
1980 1978
Real eslale. .o vvan o oo o o e 0 A T $1,988 51,776
Equipment, . ... vnenn i anneiaaeans 830 935
Total .. .. : TP S $2.818 $2,711

Note 9—Commitments and Contingencies:

The Company had purchase commitments as of January 31, 1980,
of approximately $2.3 million for land, buildings, and construction
of store facilities, and $1.6 million for equipment,

In addition, the Internal Revenue Service is currently examining
income tax returns of the Company and its subsidiaries for the
periods ended July 31, 1978 and January 31, 1979, Al the date of
this report, no adjustments have been proposed by the examining

agents.
Note 10—Quarterly Financial Data (Unaudited):

Summarized quarterly financial data for years ended January 31,
1980 and 1979, are as follows:

Three months ended
April 30 July31  October 31 January 31

Fiscal 1979 (Thousands of dollars, except per share data)
Melsales............ 5189089 $267 086 £257,568 $190 908
Giross profit . o $ 35,042 § 48970 $ 46,745 $ 31,963
Neteamings . ........ § 3.8% $ 95303 £ B432 $ 333
Earnings per share, . . . £ J0 $ 7l $ 6 ¥ 26

Fiscal 1978
Met sales . . veean  BIGTA40 $227 837 $222418 £175,530
Grossprofit . .. .. .... $ 32015 $ 42,055 $ 40,833 $ 31.044
Met earnings 5 $ 4,639 $ 8118 $ 6801 § 4,168
Earnings pershare._ ., $ 35 $ i 5 a2 $ b ¥
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NOtes tO CO"SO'Hated Flnandal Statmnts {continued)

Note 1 1—Supplemental Information on the Effects of Changing Prices (Unaudited):

Statement of earnings adjusted for changing prices:

O P s s et e are s et am e oy T o -

Expenses:
Selling; general, and administralive:. ... oo v s e e e
D P A X 2 e T S e e o . fm  re rer
Employee retirement benefits . ... .. .. . 0t e
Provisionforbaddebls. . .. ... ...t e

e I T Y ITIE s s s o e e e T e b e e AN ey gl = et
PrOASTON O I0OIe BaRes i i v e e s e SR e et R T

PNBL BAPTHIIIS v asave i s s s o e 0T 4T (a4 e ST e i S s

Eective INCOmMIE A AR . . o v vv v v e s eu s n e e s s sirss s s s st o st aees e e o ares

Other Information:
Purchasing power gain from holding net monetary
L e A s e e o e e e T s

*Increase in specific prices (current costs) of inventories and

property, improvements, and equipment held duringtheyear. .. ...............
Effect of increase in general price level of inventories and property,

improvements, and equiPmEnt . . . ... ... ey

Excess of increase in the general price level over increase in specific prices ., . .. ... ..

Historical

dollars

$904,651
741,891

162,760

85,860
10,064
10,226
2,262
7,017

115,429

Constant
dollars

(Dollars in thousands)
$904,651
742,259

162,392

85,860
12,596
10,226
2262
7.017

117,961

44,431
22,376

§ 22,055
50.4

$ 6,664

Current

cost dollars

$904,651
742,259

*At January 31, 1980, current cost of inventory was $136,062 (historical amount, $118,511) and current cost of property,
improvements, and equipment, net of accumulated depreciation, was $123 627 (historical amount, $88,695),
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Five-year comparison of selected supplementary financial data adjusted for effects of changing prices.

In average 1979 constant dollars.

Net sales:
Histarical-.dallars o s s e s s e
Constanbdollars.uise srsm i sasnrairrerR iRt anlei e
Cash dividends declared per common share:
T e e o L e e et s T M e e
Constantdollars. . .. .. oo vinernn v e ssins
Market price per common share at year-end:
B S O e A O AT s i srecn e i i ey e A
T RS s e s s 3 0 o O R o], T O,

Average Consumer Price Index-Urban (1) . . ....ocvveiiinnaan

Other information for the year ended January 31, 1980:

L T s i e e e o o M el
BATHINES PErSRaNe oo ol i i s s b s e T
Net assets (shareholders’ equity)atyear-end . . ... ...... .00

Purchasing power gain from holding net monetary

liabilitiesduring theyear . ... i e e v

Excess of increase in the general price level over

CreAsE N SPECICDHCES . | . o o v o n s bie b e ebw wie e = (K oo wia

(1) Base period, 1967 = 100

Explanatory Notes to Supplemental Information:

BASIS OF PREPARATION—The above supplemental information
which sets forth the effects of changing prices on the financial
statements is presented as required by Financial Accounting Stan-
dards Board (FASB) Statement Number 33, “Financial Reporting
and Changing Prices.” These disclosures are intended to present
two methods of financial reporting giving effect to inflation: (1) the
effect of an increase in the general price level (constant dollar) on
the purchasing power of the dollar, and (2) specific price changes
(current cost) in certain assets used by the Company. Because of the
uncertainty as to which method of inflation accounting is most ap-
propriate, the FASB requires certain publicly held companies to

Year ended January 31,
1980 1979 1978 1977 1976
{Dollars in thousands, except per share data)

$904,651 $793,125 £661,625 £519,395 $388,254
$904,651 $885,132 796,698 $666,845 £525,853
$ 50 § A0 8 30 5 A3 $ .08
§ 50 8 44 § 36 § A7 § A2
$ 17.00 § 1938 § 19.88 $ 2488 § 33.00
§ 16.09 § 2080 $ 23.33 $ 31.18 § 4349
219.7 196.9 182.5 1712 162.1
Current

Historical Constant cosl

dollars dollars dollars
..................... $ 24,955 $ 22,055 £ 21,989
..................... $ 192 5 1.69 $ 169
..................... £159,097 $211,158 £200,562
..................... 5 — $ 6,664 § 6,664
_____________________ 5 — $ - $ 11,000

disclose supplemental information setting forth both methods of in-
flation accounting.

The Company believes that the following information is necessary
and should be considered and understood by users of the financial
statements for a proper evaluation of the data presented.

PARTIAL APPLICATION—The supplemental data includes the ef-
fect of both general inflation and specific price changes of inven-
tories, properties, cost of sales, and depreciation expense, and the
effect of general inflation on net monetary assets.
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NOtes to commnated Flnandal Statements {continued)

NET EARNINGS—The above supplemental statement of earnings
presents earnings using three methods of measurement. Such
methods are as follows:

1. Historical cost basis—Earnings reported on the historical
cost basis of accounting are the same amounts as reported
in the primary financial statements.

2. Constant dollar accounting—Earnings reported on the
constant dollar method represent income and expenses
stated in constant dollars adjusted for general inflation.
General inflation has been measured by the average level
of the Consumer Price Index-Urban (CPI-U) for the period
February 1, 1979, through January 31, 1980. Under this
measurement method, historical amounts of depreciation
expense have been increased to give effect to the increase
in the CPI-U level which has occurred since the date prop-
erties were acquired. In addition, cost of sales, under the
LIFO method, has been increased to reflect prior year lig-
uidated inventory layers into current year constant dollars.
Such increase approximated $368,000. Sales and expenses
already reflect approximate average current year constant
dollars and, accordingly, are the same as amounts reported
in historical financial statements,

3. Current cost accounting—Earnings reported under current
cost accounting are intended to give effect to current cosl
measures of inventories and properties at their current cost
as of the balance sheel date; cost of sales is measured at the
current cost on the date of sale; and depreciation expense
is computed on various indexes as described below. Cost of
sales has been determined under the LIFO method to be
the same as that for constant dollar accounting,

INCOME TAXES—Income tax expense is the same for constant
dollar accounting and current cost accounting as that reported in the
historical financial statements. Deduction for additional deprecia-
tion expense resulting from the effects of inflation are not allowable
for income lax purposes, consequently, taxes are provided at rates
in the supplemental statements greater than amounts provided in
historical statements. During periods of inflation and increasing
prices, taxes provided in excess of the statutory rates in effect result
in a tax on shareholders’ equity.

PURCHASING POWER GAIN FROM HOLDING NET MONETARY
LIABILITIES DURING THE YEAR—Purchasing power gain results
where monetary liabilities exceed monetary assets, because the
amount of money necessary to pay such net liabilities are
represented by dollars of diminishing purchasing power. Purchas-
ing power gain has been computed on average nel monetary
liabilities for the year multiplied by the change in the CPI-U for the
year. Such gain does not represent earnings nor funds available for
dividends.
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INCREASE (DECREASE) IN CURRENT COSTS OF INVENTORIES
AND PROPERTIES—Increase of specific prices of inventories and
properties held during the year are not included in nel earnings.
Current cost increases in inventories and properties are reduced by
the effect of general inflation measured by multiplying the begin-
ning and end of the year current cost balances of inventories and
properties by the ratio of the average CPl-U for the year ended
January 31, 1980, over the year-end CPl-U for the respeclive
periods. The increase (decrease) in specific prices over increase in
the general price level consists of the following:

Inventories  Properties  Total
Current cost INCreases:

T T e S ‘ 5 368 § 2,508 § 2966
Univealized = 7 00l e o L, 7,886 8675 16,561
Tolal,. . o s 500 e N A B254 11,273 19,527
Less general inflation . ... ........0. .. Iﬁ.llﬁ? 14,398 30,527

Current cost increase (decrease) net of
general inflation. ... ccov i $(7.875) §(3,125)  $(11,000)

FASE Number 33 does not require a reduction in unrealized cur-
rent cost increases for income taxes that would become payable if
such increases were realized. Based on present state and federal tax
rates, approximately $25.8 million of income taxes would be ap-
plicable to unrealized current cost increases ($52.5 million at
January 31, 1980) of which $7.8 million is applicable to the year
ended January 31, 1980.

CURRENT COST MEASUREMENTS—Current cost amounts of in-
ventories were estimated by using FIFO values adjusted for price
changes which were reflected in the Company’s perpetual inventory
records. Current cost of sales was determined using the LIFO
method (same method used in historical statements) adjusted for
prior year layer liquidation, resulting in an increase in current cost
of sales of $368,000.

Current cost of properties were determined by the use of various
indexes as follows:

Land—Consumer Price Index—L.5. Department of Labor.

Building and Leasehold Improvements—Composite Con-
struction Cost Index—U.S. Department of Commerce.

Store and Office Equipment—Producer Price Index for
Durable Consumer Goods—U 8. Department of Labor.

Transportation Equipment—Commodity Price for Motor
Vehicles—Bureau of the Census,

The above indexes were applied to the historical cost of properties
and accumulated depreciation to determine current cost amounts
and depreciation expense. The depreciation methods, primarily
double declining balance, and useful lives are the same as those
used in preparing the historical financial statements,

Data reported under current cost measurements is not intended
to be precise measurements of the assels and costs and expenses in-
volved, rather such data is intended to present reasonable approxi-
mations of the effects of changing prices. In addition, the amount of
current costs of inventories and properties do not necessarily repre-
sent amounts at which the assels could be sold.



Management Analysis of the Summary of Operations

Summary of Operations

(In thousands, except per share data)

Net sales
Cost of sales, buying, warehousing, and
occupancy

Gross profit

Selling, general, and administrative
EXpenses

Depreciation

Employee retirement benefits

Provision for bad debts

Interest and loan expense

Total expenses
Pre-tax earnings

Provision for income taxes:
State
Federal

Total income taxes

Net earnings
Earnings per common share
Weighted average shares outstanding
Dividends paid per share
Investment tax credit recognized

MNoles to summary of operations:

Year ended Six months ended Year ended
January 31, B January 31, July 31,

1980 1979(1) 1978(2) 1978  1977(2) 1977 1976 1975
$904,651  $793,125  $661,625  $322,032 $254,765 $594,358  $465,052  $340,882
T GTITS 5880 256349 203607 476087 370058 273,384
162,760 145947 132795 65,683  5LI58 118271 94994 67,498
85,860 74,804 61,224 31,938 26,030 55,316 45,386 34,564
10,064 8,714 6,744 3,504 2,972 6,212 4,976 4,177
10,226 7,488 7,721 4,063 2718 6,376 4,870 3,368
2,262 3474 4,116 1,555 1,162 3,723 2,457 2,050
7,017 5602 4436 2,082 1.802 4,157 3.010 2,528
115,429 100,082 B4.241 43,142 34,684 75,784 60,699 46,687
47,331 45,865 48,554 22,541 16,474 42,487 34,295 20,811
2,629 2,593 2782 1,241 806 2,448 1,959 1,357
19747 19548 21,079 9,806 7336 18608 15,025 8,962
22376 22141 23861 11,047 8242 21056 16984 10319
$ 24955 $23724 5 24693 $ 11494 $ 8232 § 21431 $ 17311 $ 10492
$§ 192 $ 18 § 19 § B8 $ 63 § 165 § 133 § 81
13022 13022 _ 13022 _ 13022 13,022 13,022 13,022 13,022
5 a0 8 A0 % S0 8 A7 % 08 % 21 8 A0 § 09
$ 816 $ 1165 § B42 § 378 § 138 § 602 $§ 406 $ 255

{1} For the vear ended January 31, 1979, the Company adopted the LIFO method of inventory valuation. This ehange had the effect of reducing net eamings for the year ended

January 31, 1979, by 54,138 or $.32 per share.

(2} Effective January 31, 1978, the Company changed its fiscal year from July 31 to January 31, The twelve-month period ended January 31, 1978, and the six-month pericd ended

January 31, 1977, have been recast and are included for comparative purposes only
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Sales Analysis By Product Group 1

Thousands of Dollars Years Ended Six Month Interim Periods Ended Year Ended
Jan, 31, 1980 Jan. 31, 1979 Jan. 31,1978 Jan. 31,1978 Jan, 31,1977 July 31, 1977
% Chg.' Amount % Chg.' Amount Amount % Chg.' Amgunt Amount Amount
1. Structural Lumber . e +13% £190,070 + 26% S168.067 $133,887 +3%% $ 63.699 § 454828 $116,016
2. Building Materials & Han:lwara +12% 415287 +19% 7,778 2125 +20% 155,153 119,867 276,839
3. Plumhbing, Electrical, Heating & Eonl:ng +20%: 81,110 +13% 67,560 50946 +21% 27,196 22,508 55,258
4, Kitchens & Home Laundry . ........ + 28% 49394 +21% 38,659 31,827 +14% 15,618 13,651 29,860
5. House, Yard, & Farm Supplies. . ..... +26% 63,987 +21% 50615 1801 +17% 17.164 14,679 39,316
6. Home Enterainment .. ........... +11% 19408 +21% 17.519 14,494 — 4% 10,107 10,542 14,929
7. MobileHomes ................. =—a2% A6 —=T78% 464 2135 —51% 630 1,293 2,798
B. Special OrderSales. ............. + B% 85.079 +20% 78,463 65410 +23% 32,465 26,397 59,342
Totals. . e +14% $904,651 +20% 793125 $661,625 + 26% $322.032 $254, 765 £504,358

'Period to pennd changa of dullars to nearest whola percent.

Sales Analysis By Customer Group 2
Thousands of Dallars Years Ended Six Month Interim Periods Ended Year Ended
Jan. 31,1980 Jan. 31,1979 Jan. 31, 1978 Jan. 31,1978 Jan. 31, 1977 July 31,1977
% Chyg.' Amount % Chg.' Amount Amount % Chyg.’ Amounl Amount Amount
Professional Buyers . ............... + 3% $511.472 +14% §468,983 $411.613 + 3% £198.667 $£151,083 $364.029
Retal CUStOMENS ... .....ccounuease +21% 393179+ 30% 324142 250,012  +19% 123.365 103,682 230,329
TOLAIE: - = s e b i wyaian et +14% $904,651 +20% §793.125 $661,625 4+ 26% 322,032 $254.765 £594,358
1Period to period change of dollars to nearest wholg percent.
Sales Analysis By Store: Established Stores vs. New Stores 3
Thousands of Dollars Six Month
Years Ended Interim Perods Ended Year Ended
Jan. 31,1980  Jan. 37,1979 Jan. 31,1978 Jan, 31,1978 Jan. 31,1977 July 31,1977
NumbarofSturestan A DA AT H T T A N A 209" 199* 180* 180* 153 . 175
Tolal Sales. . O R e ey §904,651 §793.125 8661.625 §322.032 $254,765 $504,358
% Change Tutal Sal-as ........................... +14.1% +19.9% + 27 4% + 26.4% +26.9% + 27.8%
Number of Established Staresl) . . . . e R e 196* 179" 153* 153° 141 150
Sales of Established SIOMES . . ... vovvrerennnannans $893.656 $777.340 §632.413 §299,830 §244,158 $583,615
Sales of Same StoresPrevious Year . . . ... ... o v v 793,125 $661.625 £519,305 £254, 765 $200,229 $465,052
%, Change Established Stora Sales . . .. .. ... ... ...... +12.7% +17.5% +21.8% +17.7% +21.9% +25.5%
Mumber oFNew SIOMS . . . oo ovi e e vas s 13 20 27 27 13 25
Sales of New Stores. . . . e e P e T e £ 10,995 $ 15,785 § 2012 § 22022 $ 10,607 £ 10,743
% Added by New Store Sales. . . ...................s + 2.8% + 2.4% + 5.6% + B.T% + 5.3% + 2.3%

1Established Stores are stores which have been open more than a year.
*Five stores have been closed: in December 1977, December 1978, May 1979, September 1979 and January 1980.

Cost and Earnings Analysis 4
Years Ended Six Month Interim Periods Ended Year Ended
% of Tolal* % of Total® % of Total’ %ol Tolal® % of Total® % of Tolal®
% Chg.' Jan. 31,1980 % Chg.' Jan. 31,1979 Jan 31,1978 % Chg.' Jan. 31,1978 Jan. 31,1977 July 31,1877
T S e o e +148% 100.00% + 20% 100.00% 100.00% + 26% 100.00% 100.00% 100.00%
CostofSales?. ....ivvivunusnenss +15% 82.01% + 28% 81.60% 79.93% + 26% 79.60% 79.92% B80.10%
Gross Pt . .. ceviee s +12% 17.99% + 10% 18.40% 20.07% + 28% 20.40% 20.08% 19.90%
Expenses:
SG.&A Advertising. .. ........... +15% 9.49% +22% 9.43% 9.25% + 23% 9.92% 10.22% 9.31%
Depraciation . . venes  +16% 1.11% + 29% 1.10% 1.02% +18% 1.09% 1.16% 1.05%
Employee Huluamam Eanahls o+ 3AT% 1.13% - % 4% 1,17% + 50% 1.26% 1.07% 1.07%
Provision for Bad Debts . . e - 35% 25% — 16% A4% 62% +34% 48% A5% B53%
Interestand LoanCost!. . . .......... +25% .18% + 26% T1% 7% +16% B5% T1% T 0%
Total Expenses ................ +15% 12.76% +19% 12.62% 12.73% + 24% 13.40% 13.61% 12.75%
Pre-TaxEamings ............... + 3% 5.23% - % 5.78% 7.34% +37% 7.00% 6.47% 7.15%
Tads il . . cveseraninr s + 1% 47 .27% - T% 48.27% 49.14% + 34% 49.01% 50.03% 49.56%
MetEamings-. . b s + S% 2.76% - 4% 2.99% 3.73% + 40% 357% 3.2%% 361%
"Period to period change of dollars to nearest whole percent. ‘interest plus amortization of loan expensa.

'Percent of total sales, rounded to the nearest hundredth of a percent.  *Tax rate — taxes as a percent of pre-tax eamings.
YCost of sales, buying, warehousing and occupancy costs.
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Mmage'nent AnaIVSIS (continued)

Fiscal 1979 Compared to Fiscal 1978
(Twelve months ended January 31 of following calendar
year)

Sales increased in Fiscal 1979 to $904,651,193 from
$793,125,313, a 14% increase despite the adverse effect on the
home building industry by record-high interest rates. Sales lo pro-
fessional home builders increased 9% while sales to retail
customers grew 21%. For further sales breakdown see Tables 1, 2,
and 3 on page 54.

Gross profit decreased as a percent of sales from Fiscal 1978 to
Fiscal 1979, The major cause of this decrease was competitive
pressure on margins, particularly in commodity items, and par-
ticularly in the fourth quarter, when interest rates continued to soar,
dampening the home building industry. Another contributing factor
was an increase in warehousing and distribution expenses im-
pacting cost of goods sold.

Selling, General, Administrative, and Advertising expenses in-
creased about the same as did sales. A larger increase in advertising
was offset by tight expense controls in other areas.

Employee Retirement Benefits increased due to salary increases,
and due to an accrual adjustment last year necessitated by the
change of all subsidiary corporations to a common fiscal year.

Provision for Bad Debts decreased in the year due to several ma-
jor factors. First, a department was created to aggressively collect
previously written-off bad debts. Second, careful control by credit
personnel has kept down the increase of actual write-offs. And final-
ly, the provision for future write-offs was lower, due to revision of
the accrual percentage after two years of favorable write-off ex-
perience,

Interest Expense increased due to the dramatic rise in the prime
interest rate and due to a two-year note obtained and repaid within
the year.

Provision for income taxes declined relative to pre-tax earnings
due to the new federal income tax rate.

Fiscal 1978 Compared to Fiscal 1977
(Twelve months ended January 31 of following calendar

year)

Sales increased in Fiscal 1978 to $793,125313 from
$661,625,324, a 20% increase as housing and the general economy
continued strong. As detailed in Tables 1, 2, and 3 on page 54, the
fastest growing components of total sales were lumber products,
retail customer purchases, and sales of established stores.

During Fiscal 1978, the Company adopted the LIFO method of
determining the cost of inventories. The cost of inventories had
previously been determined by the FIFO method. This change in in-
ventory accounting method was made in order to more closely
match current costs with current revenue, ts effect was lo decrease
net earnings by $4,138,111, or $.32 per share.

Cost of Sales, Buying, Warehousing, and Occupancy increased as
a percent of sales from Fiscal 1977 to Fiscal 1978, This increase was
due primarily to the LIFO change, but also resulted from higher
costs in other areas such as inventory shrinkage, purchasing,
warehousing, and delivery salaries, and the increased expense of
operating the new distribution facilities which were opened during
Fiscal 1977.

Selling, General, Administrative, and Advertising expenses in-
creased relative to sales in Fiscal 1978 due to increased advertising
and salaries expenses.

Depreciation increased due to the capitalization of certain long-
term leases and to the 25% increase in fixed assets.

Employee retirement benefits declined slightly due to the change
from the old Profit-Sharing Plan to the new ESOP. Under the new
plan, retroactive payment of prior years' profit sharing was
eliminated.

Provision for Bad Debts decreased in the year because of
favorable write-off experience.

Interest Expense increased due to the increase in long-term debt
plus additional seasonal short-term borrowing.

Provision for income taxes decreased as a percentage of pre-tax
earnings due to earlier realization of investment tax credit with the
change of all subsidiaries to a common fiscal year.
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Quarterly Review of Performance

1979 Sales and Earnings 1 Quarterly % Chan?a 2 Quarterly % Analysis 3
Dolars in Thousands and % of Total Year of Operating Results of Operating Results
[ehange from same Quarier BFevious yearn (% ol otal sales o nearas! hundradih. Income
Sales Guarier | Esmings EII'I“I"I'EI- o nearest tenth % Tan is % of Pre-Tax Earnings }
Per Share Duartes Ended Dusrter Ended
e 27 Det 31 Jul 11 Age 30 Jan 31 B N Ap 30
1980 1978 1678 197 1500 1478 1078 1"
Mel Sales + A8% + 158% +17.2% +130% Nel Saes 10000% 100.00% 100,00%  100.00%
Cost of Safes + 100% +16.1% +174% +130% Coat of Sakes B328%  B1.B% BIETY  B1ATS
Gross Prod + 30% +148% +164% + 95% Gress Prafit 16.74%  18.16% 18.33% 1853%
Dther Expenses Osher Expenses:
S5.0.8A Adv + 33% + 9T% +1B6% 4+ 22.9% 5.6, 8 A, Adv. 10 40% A.90% BE1%  10.EX%
Depreciason + A% +161%  +193%  +290% Degerciation 1.37% % 2% 13%
Emp. Benelit + J84%  +339% +405%  +30E% Emp. Banedt 1.21% 1135 1.00% 1.25%
Bad Debt Prov —-1978% -222% ~-234% - 90% Bud Cimbit Provw. {17 L 3% 56%
nlerest Expenss 4+ 2% 4+ 31 2%  +461% +260% Interesi Expense B0% BT 75% AT%
Total + Ta%  +122% +108% +R% Total 1361%  11.88% 1E1%  14T4%
Pre-Tax Eamings = 19% +194% +110% =-20I% Pre-Tax Eamings J13% 6.30% BT2% ATE%
ncame Tax Prov + 1B%  +148% + BEB% —-3M% Incoms Tax Rate AHN% 80T 4018%  45ET%
Mot Earnings — 0P  +20% +145% -=160% el Eamnings 1.74% A2T% J4E% 2.06%
Lowe's Customer Sales Profile 4 Lowe’'s Product Sales Profile 5
Digllars in Thousands, Rounded Tolats Dollass in Thousands, Rounded Tolats
Fiscal 197 Fiscal 1978 Fiscal 1979 Fiscal 1977 Fiscal 1978 Fiscal 1979
% of % ol % % of %% of % of % % ol
Calegory Sales Total Sales Total Sales Change? Tolal Calegory  Sales Tolal Sales Total Sales Change?  Total
151 Qir, 18t Otr
a2 §94138 6% 5104890 63%  SN0E0T  + 5% 58% A $O0534 67% S116947T  T0% $127423 4+ 9% B7%
e BERID. % TERARD. SR TSMeR G ARk 8 49515 33% 50383 0% 61667  +22% _ 33%
ngtdug" 5145048 100%  S167.340 100%  $189090 +13%  100% Totals $140049 100% §167340 100% $189.090 +13%  100%
2nd Qtr.
PB 118,807 62% £134.059 55% 3154 421 + 15% 58% A $127.834 B7% £154 273 A% §1TH T34 +16% BT %
RC 1,747 BN 493.778 #1% 112 BBS + 20% A2%; B 62710 3%, 73564 ErL 8F 352 4 20% T390
;ﬁuméﬁr 5190544 100% S227.83T  100% 3267,088 +17% 100% Tmag $100544 100% $227837 100% $267,0B6 +17% 100%
3rd Qe
PB - Sui32e  G2%h  SIZAl0r SN S10mS  +i0% SO A $128503 T1% S1S5713 0% S175618  +13%  68%
RC 68,130 38% 84,311 42% 116,943 + 4% 45% B 53 BB4 200, ﬂﬂ:-?nﬁ 0% £1.950 +23% a0
I:Jhtﬁéirr £181,367 100% 222418  100% $257 568 + 16% 100% Tm%s TIB1 367  100% 3222416  100% 5257 568 +168% 100%
4th Ot
PB $ 85430 B1% $101927 58% 5105885 + 4% 55% H £ 00845 5% $114853 €5%  S125179  + 0% BEY:
AC 55235 39% T3.603 A2% 85013 +15% 45% B 49,820 350 BOATT 359 5,729 + B% 24%,
Totals $140665 100%  S175530 100% $190308 +11% 100% Totals 5140665 100% 5175530 100% S190808 + 0% 100%
“PB" denclas Lowa's professional buyer {change) sales. “A" denotes sales ol lumber, bullding materiaks and hardware
“RC" denotes Lowe's retall customer (cash) sales. “B" denates all othar sales.
1 Restated Fu’.:at’yﬂars and on January 31 of lollowing calendar years 1 Restated, Fiscal years end on January 31 of Icliowing calendar years
2 Percent change from same quarier previous year, 1o nearast whode percent 2 Percent change zgm same guarler previous year, to nearas! whole parcen
Lowe’s Store Sales Profile 6
Dioliats in Thousands, Acunded Totals
Flacal 1977 Fiscal 1978 Fiscal 1878
Par Slomn % % ol Par Stor W Ssol Par Store b Seol
Category  Storss  Sales Aversge  Change'  Tolal Stores  Sales Aversge  Change'  Tolal® Slores  Sales Average  Change'  Tolal
15t O
ES 144 5142288 5§ oean + 0% A5 % 158" §155272 § o7y - 1% B3% 181" $177.640 § 9814 — 9%
NS 15 781 4507 +19% 5% 24 12068 5028 + 12% T 18 11,450 G026 +20% 6%
Tolals 158 $149049 % 9374 +10% 100% 182 $167.340 £ oas - 2% 100% 200 5189090 § 9455 + 3% 100%
2nd Qnr
ES 150 $183651 $1.2243 + 19% 6% 1Tar E220.528 51,267 4 + 4% 97 % 183 E251.129 $1.amr2a + B% 94%
NS 25 6,893 2757 -33% A% 11 T.309 BE4 5 + 141% 3% 19 15857 B3s8 + 26% B%
Tovalks 175 §190.544 $1.0911 +15% 100%: 185 5227837 51,2118 + 13% 100% 202  S26T.088 $1.3222 + ™% 100%
3rd Crtr
ES 152 $168653  $1.1096 +14% 93% 17 SM6 704 $1.2106 + 9% 7% 185" £242422 513104 + B% 945
NS 28 12,714 4541 - 4% T% 10 5,714 5714 + 6% 3% 19 15,146 vz + 40% 6%
Tolals 180  $181.367 51,0078 + 10% 100 % 186 5222418 $11768 + 1T% 100% 204 K357 588 $1.2626 + T% 100%:
A1k Qir
ES 153¢  $133.747 § BT42 +12% S5% 1Te §16BATS £ D406 + % 96% 196 §185849 § 9482 + 1% a7 %%
NS 27 6918 266.2 - 36% 5% 20 T.155 35748 + 34% 4% 13 5,059 3892 + % %
Totals 180  §140.665 § ™15 + 5% 100% 158 175530 % BE21 + 13% 100% 208 51890508 £ 9134 + 4% 100%

' Per Sige Average change, 1o nearast whole parcen|
Portion of Tolal Sales, to nearest whole pescenl

NS denaoles New Stores. stores which have been open hess than a year

]
1 ES denoles Established Siores, siores which have bean open lor ong yBar of mars
]

Five stores have been cloged; in December 1977, December 1078, May 1979, Seplember 1979, and January 1980, theréfore, boih he number and average sales volume of Established Stores
have been reduced approximately lor comparative purposes, irom the lourth guarter of Fiscal 1977 onward
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Fiscal Years Ended January 31 of Following Calendar Year, 1973-1977 Restated

Gk ==
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Stores and People

Numbar of SIOMEE. .. v ooh e m nrsbie s s s s s e
Mumberof Employees . . .......c..coieercinaias
Customars Served (Thousands). . .. ....cvvreeeeias

Average Customer Purchase.

compﬂlmnlnmu ﬁl.lllmml i."l'huullndl]
Total Sales . i
Pre-Tax Eamlngs

Tmsonlnom..

Met Earnings .
Cash Flow (3)

msnnwmmm..'.II.'IJZJZJ.'Z:ZIZJZZ'_IZ
Earnings, Minus Dividends, Reinvested. . . .........

Dollars Per Share (Nearest Cent) (4)

2 e e A
Entnings,............___.......,....,...._..

Cash Flow(3) . .
Cash Dh.ridandsm

Earnings Ratained and Reinvested .. ... ‘ : oo
Sharehoiders EQUILY . . .. v v vesinsnrnssanasenis

Strategic Profit Model®

Asset Turnover (Sales per Asset Doltar) .. .........
Return on Sales (Earnings as % of Sales) . . ........

Return on Assets .

Leverage Fam::-r{Assa-t Dollars per Eq.lily Dollar]L B
Return on Shareholders' Equity. .. ...............

Comparative Balance Shul rlmm:
Current Assel Totals .

Accounis Recelvable (Net of Resarves) ... ... .....
Inventories (Lower ol CostorMarket) . ............
OtherCurrent ABSEI8. . ... cvvvisrsmmnnnsrssnses
b sl e e e i T e e

Other Assets .

Total Assels .

Currant Liabllltlﬂa Tnlals
Accounts Payable . .

Income Tax Pa'grable ...........................
Other Current Liabilities. .. ........ooiiiniinias
Long-Tarm Do, .. vvasivicnnrasasinnsssasaiae
Total Liabiities. o e i e i fsxs e s
Shareholders Equily . ......oovvvrrinrrrrrnnnas

Ratio: Equity = Long Term Debt . .

Year End Leverage Faclor: Assets - Equllv_.r s

Shareholders and Shares

Shareholders of Record, Year-End .. ... ..........
Shares Outstanding, Year Endmmusanda}{di}{s} S

Stock Price Range During year (4). .

Explanatory Notes

{1) Compound Growth Rates for 20.5 years and 10.5 years due
to change official year-end from July 31 to January 31,
Dividend Compound Growth Rates are from 1961, when
dividend paymenis were begun,

As detailed in the Motes 1o Audited Financial Statements, wa
changed our Inventory accounting for Fiscal 1978 and sub-
sequent years to the LIFO (last-in, first-out) method, from the
FIFO (first-in, first-out) method used for the prior years
shown In this review. On July 17, 1978, the Internal Revenue
Service released proposed amendments o the regulations

(2

Cappound
Growth
Aatos
19581878 (1)

145%
14.9%
16.1%

18.7%
19.1%
18.8%
21.1%
20.4%
252%
17.9%

18.2%
19.0%
20.1%
24.6%
16.8%
21.4%

19.6%
22.4%
18.3%
20.0%
18.3%
23.0%
13.0%
20.4%
18.0%
17.9%
19.1%
17.2%
21.8%
19.1%
21.8%

10 Year
Compound
Growth
Rates
19691878 (1)

13.0%
14.1%
16.1%

21.3%
18.2%
17.2%
19.1%
20.3%
22.4%
183%

20.9%
18.7%
20.0%
22.0%
17.7%
21.6%

20.0%
16.5%
156%
236%
47.4%
25.9%

3.2%
21.3%
16.6%
14.5%
20.1%
18.3%
36.2%
20.7%
21.9%

1878 (2) 16878 (2)
208 199
5,804 5809
11,024 10,013
§ B2o02 $ 79.20
£904 651 $703,125
% 54815 $ 54,331
£ 26,043 § 26,469
& 28772 § 27862
£ 38836 $ 38,576
§ 651 £ 5209
5 22261 § 22653
£ 6947 £ 605
£ 221 £ 214
$ 288 $ 2
s 50 5 A0
£ 1M 5 174
% 1283 £ 1192
§ 326 £ 328
¥ 3.18% * 3.51%
=10.38% =11.48%
» 182 » 198
=19.87% =2281%
§226,863 $186,817
£ 229859 & 9362
$ 66442 § 66,836
3134 461 119,714
$ 3001 £ 1.782
§ 88,695 § B0,0%G
£§ 2m § an
$315.849 277,284
§ 92,685 % 67532
$ 45587 % 44833
$ 23122 £ 3451
$ 23996 % 19,248
£ 56112 % 64.961
$148,797 §$132.493
$167,052 144,791
298 223
188 1.92
5,147 4,750
13,022 13.022
§ 2075 § 26.00
£ 1625 & 1850

relating 1o the financial statements conformity requirements
Incident to the LIFOQ method of inventory accounting. These
proposed amendments provided that “supplemental or ex-
planatory linancial disclosure’ using another inventary
method can be disclosed. As supplemental disclosure, the

figures in lines B, 7, 8, 8, 11, 13, 14, 16, 17, 18,19, 20, 21,

22 23, 26, 30, 31, 36, 37, 38, and 39 for Fiscal 1978 and

Fiscal 1879 are shown above using the FIFQ method of in-

ventory accounting. We agree with the Service's position on

this malter, because this additional explanatory financial

disclosure makes all yearly figures in this review com-

1977 1876
180 154
£123 4,200
B.B17 7,611
£ 75.04 $ 6825
661,625 £519,385
% 48,554 £ 38430
£ 23.861 £ 18,133
% 24693 £ 19,297
£ 31,437 £ 24,851
£ 3907 £ 1,706
$ 20.786 £ 17,591
£ 5081 $ 3989
£ 180 5 148
§ 24 § 1.9
5 30 % 23
$ 160 $ 135
§ 038 £ 780
$§ 339 £ 313
x 3.73% x 3.72%
=12.64% =11,64%
w182 » 198
=24.27% =23.05%
£176.640 $139.505
£ 10947 5 735
§ 61.488 % 45876
$102.918 £ 91,976
5 1.307 £ 918
£ B4.432 % 55386
£ 453 5 414
£241.525 $195,304
S BB,OTE % 50,863
§ 38,948 $ 23,856
£ B.753 £ 4875
$ 20,375 § 22132
% 51.312 % 42880
$119.388 $ 93,743
$122137 $101.562
2.38 237
1.98 1.92
4688 4,110
13,022 13,022
826.75 £33.00
$10.50 $23.75

parable, and therefor

{3) Hera, Cash Flow is d
depraciation.

(4) As adjusted to reflet
a 2 for 1 stock split i
dividend in Decembe
July 31, 1972, and a

(5) Variation in the outst
Treasury Stock purct
stock option transac
sold or issued for ac
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1875 1974
141 125
3,600 2.900
6,324 5,349
£ 6140 § 6475
£388,254 $346.343
£ 24,483 $ 26,255
$ 12,057 $ 13,163
£ 12,426 $ 13.002
£ 17,020 $ 16,835
£ 1215 5 1,098
£ 11,211 § 11,994
§ 2981 § 268
£ 895 5§ 101
£ 1.3 $ 129
s 10 5 09
% .B6 % a3
§ 644 £ 560
$ 290 5 278
X 320% X 3.78%
= 9.28% =10.15%
»x 1.85 x 216
=17.17% =22.70%
$117.383 $ B9136
$ 1,968 5 3.7B0
$ 35467 £ 23,779
$ 79159 % 60623
$ 790 £ 955
3 48.006 £ 44 818
£ 420 £ 145
$165.809 £134,101
$ 49,338 £ 29,108
$ 30810 £ 18,834
$ 3851 £ 3961
$ 14677 5 6313
$ 32,588 5 32,667
$ 81,926 £ 61,775
$ 83,883 $ 72,326
257 2.
198 1.85
3,686 3.335
13,022 12917
$33.67 $34 67
$18BE7 $12.67

more useful and meaningful.
ined as the total of nel eamings plus

1973

105
3.200
5201

$ 6845

$355.099
$ 26.990
§ 1349
$ 13,508
$ 16,640
$ 1.020
$ 12,488

3 100% stock dividend in May, 1966,

November, 1969, a 50% slock

1871, a 33% % stock dividend as of

1% stock dividend in June, 1976.

ding shares is the resull of a
5@ in 1963, and subsequent employee
ns. No additional shares have been

jisitions.

= L3 b =

r—y
= oW~ au;

13
14
15
16
17

18
19

2
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a

Fiscal Years Ended July 31

1972 1872 1871
100 86 Fi]
3,296 2,630 2.0M
4717 3.820 3,194
§ 6929 $ 6140 % 5313
£326,846 £234 556 £169.723
§ 25,393 § 18,143 $ 13027
$ 12,665 $ 9.022 $ 6479
£ 12,728 £ 9121 £ 6,548
$ 15519 5 11,416 £ B174
£ 1017 5 945 1 aa7
5 11,711 $ B174 % 5864
$ 251 $ 1854 5 1344
5 1.00 5 T2 5 B2
$§ 122 5 80 s 65
5 08 5 o7 £ 07
5 a2 % B5 s 45
$ 407 $§ 309 £ 243
§ 385 § 340 $§ 343
® 3.89% ® 3.89% ®* 3.B6%
=14,22% =13.20% = 13.25%
¥ 2.28 ® 226 ®% 1.69
=32.42% =2081% =26.31%
$ 96,39 S 70,110 $ 54911
£ 7.859 £ 7.B02 5 6304
% 37.603 £ 27,440 % 20,944
% 50639 £ 34475 $ 27.332
5 290 $ 393 $§ a3
$ 29,238 £ 19,330 5 14,087
s 85 1 45 5 88
£125.714 3 B9,4B5 5 69.086
£ 55694 £ 40,217 £ 31,198
£ 38,101 5 27,684 $ 21,999
§ 5073 $ 5,086 £ 4293
5 14,520 § 7.447 £ 4906
$ 18,238 3 10,014 $ T.206
$ 73.932 $ 50,231 £ 38,494
$ 51,782 $ 30254 £ 30,592
284 3.92 419
243 2.28 2.26
3.704 3.038 2463
12,731 12,683 12,629
£48.00 $44 34 $23.00
23267 $20.00 $ 967

*Strategic Profit Model
Line 22, Return an Shareholders’ Equity, may be derived by
dividing Net Earnings by Shareholders’ Equity. Bul this approach

provides no understanding of why and how this refurn was
attained. It Is better to “'take it from the top" and think through
each major variable, 1o facilitate understanding of their

interrelationships.

W A A O

i
L o
=]
(-]

§ 38,878
% 4658
5 14 887
$ 19,040
£ 293
% 10,380
5 148
5 49416
g 21212
% 15178
$ 2833
g 320
$ 3315
5 24527
§ 24,889

7.5

198

27
12623

£12.00
§ 633

10 Year
Compound
Growth
Ratas
1859-1969

16.1%
15.8%
16.1%

16.0%
20.2%
20.5%
19.8%
20.5%
28.9%
17.6%

15.4%
18.2%
20.2%
28.1%
15.3%
21.1%

19.3%
28.9%
21.3%
16.2%

20.0%
21.4%
19.4%
19.4%
21.6%
18.1%
16.1%

83%
17.5%
21.7%

9.43

31
1.85

G LA L0 L L
FN
=

i

337
® 3.87%

=13.03%
¥ 2.08

=27.07%

33,433
4 640
14,559
14,183
51
7918
208
41,560
18,505
10,997
3,380
4128
2,192
20,897
20,863
852
1.99

6 U BA B 00 O O O R A O O A

1816
12,623

$12.00
5 TET

Assel Turnover iz affecled by sales volur
charge sales mix and by the composition a
left-side balance sheet lactors. The amount
lo inventary, accounts receivable, and lixec
over rates of inventory and receivables, all
For every $1.00 in assats at the beginning
achieved £3.26 in sales.



1966 1865
a9 35
&9 T62
1,636 1,284
$ 4710 § 4444
g 77043 5 57.044
3 5286 $ 3942
§ 2496 % 1,895
§ 2780 3 2046
£ 3331 § 2351
5 B16 $ 518
£ 2174 $ 1527
5 629 § 468
$ 23 k3 17
5 27 3 20
5 05 5 04
3 17 5 13
5 85 5 78
£ 334 $ 320
»® 3.62% X 3.59%
=12.09% =11.49%
x 243 x 2N
=29.40%: = 26.55%
£ 23.396 $ 19.187
$ 3024 5 380
$ 9n0 $ T.165
% 10931 £ BI5E
s 131 3 65
§ 5058 £ 3B
$ 105 1 77
£ 28559 5 23,086
% 13,630 £ 11.213
£ 9496 £ 7913
£ 2182 $ 1801
$ 1.852 $ 1529
$ 3a27 5 2317
$ 16,765 $ 13,606
$ 11,794 5 9490
arr 3.99
242 243
1.885 1.871
12,17 12,183
$332 £ 267
$233 £ 167

L]

BB R B9 S R

N BB A B

1964

28
636
1,141
42 66

48,680
3,086
1.518
1.568
1,768

460
1,108

408
13
15

04
09
65

an
X 3.22%

=10.03%
» 247

L R L R R R R N R R R R R

=24.78%

15.350
3,374
5,586
6,337

53
2.381
73

17.804
T.454
5.149
1.142
1,163
2,615

10,097
7.707

295
2.3

1,967
11,819

§ 200
5 1.00

1963

22
555
883
$ 4420

3902
2.438
1,233
1,205
1,356

41
794

LR R R R LR

329
10
11

03
07
53

LR R R N

$ 298
* 3.09%

= 8.20%
» 231

=21 2_3%

13,876
2,735
4,968
6,214

59
1.531
123

15,630
7.123
5.036
1.073
1,014
2139
9,304
6,326

2.95
247

L R N R e RN

2,034
11,856

$1.00
£ 67

Aetum on Sakes is the measurement of the efficiency of the

sales organization. It is alfected by sales volume, customer and
produst mix, and income statement faclors—margin rales, fixed
and variable expenses, and 1ax rates. Fiscal 1979's ralurn on
sales was 3.18%. This multipied by Assel Tumaver, gives Return

1968 1967
53 44
1,223 1,017
2,034 1,755
$ 41.70 5 4314
£ 9r.0:m $ 75,695
§ T.202 $ 5151
§ 3609 § 2381
§ 3593 § 2770
£ 4419 $ 3564
L $ 661
£ 2837 5§ 2109
$ LI £ 613
% 29 L 22
] 35 5 29
L 06 3 05
5 23 1 AT
$ 135 5 113
$ 324 & 265
x 3.70% ® 3.66%
=11.98% = 8.70%
% 215 ® 242
=25.T6% =23.49%
§ 20617 3 24,164
5 4129 £ 4814
$ 11.880 £ 9675
£ 12475 £ 9532
3 133 - 143
& 6.546 £ 5729
§ 205 -1 a8
$ 35368 § 20092
£ 1491 £ 12503
£ 9703 5 Ba425
$ 2,706 $ 2am
§ 2502 £ 180
$ 3434 5 3527
$ 18,346 % 16,033
§ 17022 $ 13950
495 385
208 215
1,976 2,154
12,609 12,375
$ 800 £ 400
§ 4.00 § 2.00
by the cash-
erformance of
| assats allocated
sats, and the turn-
ct Asset Turnowver.
scal 1979, Lowe's

on Assels of 10.38%. This Is the same as dividing Net Earnings
by Baginning Assels, although tolals vary due to rounding.

1962 1961
18 15
43 399
703 B51
§ 46.52 $ 4785
$ 32716 £ 31128
§ 2054 § 1,890
£ 1.034 £ 955
£ 1,020 & 934
$ 1,145 $ 1,067
£ 402 5 102
£ 618 % B32
§ 273 & 259
g 0] 5 08
5 10 $ 09
5 .03 -] m
-1 05 1 a7
5 A7 5 42
5§ 278 $ 332
% 3.12% x 3.00%
= B62% = 9.96%
x 234 x 257
=20.23% =2560%
% 11,702 £ 9305
§ 1956 § 1299
$ 3,769 § 3108
$ 5868 $ 480
3 109 b a7
5 1.261 3 1229
£ 134 £ 1.3
§ 13.087 5 11,835
% 58696 £ 4922
§ 4255 § 3aa7
3 B55 5 T1E
5 586 £ 1.019
% 1,680 g 1,791
§ 7435 % 6,792
§ 5662 § 5043
3.37 28
23 235
2.047 -_
12,000 12,000
% 167 =
% 1.00 —

Leverage introduces “right-side” balance sheet factors, and
measures equity dollars versus total assel dollars. For every
£1.00 of Shareholders’ Equity at the beginning of 1979, Lowe's
had $.92 in other liabilities, thus financing $1.92 in assels. This

Yaar
1960 1959
15 13
360 334
581 514
§ 5280 $ 52.00
$ 30,679 $ 27.005
£ 1359 £ 15186
§ B4 -3 760
£ T8 $§ 756
$ -B&S £ B62
§ Ti8 L] 756
$ 258 § 225
5 06 5 06
-] or 1 or
5 o7 -] or
] 30 3 24
§ 435 $ 513
» 2.34% X 2.80%
=10.18% =14,36%
X E_.:i-q X 243
=24 43% =34 89%
$§ BOM $ 5737
$ 442 $ 365
£ 2858 £ 2112
% 4755 $ 384
5 16 -1 86
& 1253 £ 1281
5 58 £ 30
% 9382 £ 7048
§ 4874 $ 3130
$ 2827 £ 1562
£ & $§ 642
$ 1526 £ 926
§ BG2 $ 986
§ 5736 $ 4116
5 3846 £ 2932
4,23 2497
257 240
12.000 12,000

ds L3 M ==

= 0 m~;;

BEYSREERLEBENRRER
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41
42

£1.92 leverage factor times the 10.38% Relurn on Assels gives
Return on Beginning Shareholders’ Equity of 19.87%. Totals vary
due to rounding.
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21-Year Trends

Dividends
Each unit represents 2¢

4

Net Earnings
Each unit represents $1 million

Sales
Each unit represents $50 million
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See Pages 10-11
for detailed report on
Lowe’s store locations.
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