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Here's What We Do

Lowe’'s Stores

We own and operate 75 stores in 12 stales.
Each store combines the merchandise, service,
and functions of a lumber yard, a building
matarials supplier, a plumbing, heating, and
alectrical supply center, a hardware slore, an
applinnce and home electronics dealer, and a
home hard goods discounter.

Wa provide our merchandise and services
to two major categories of customers.
Professional Buyers, including contractors,
home builders. carpenters. and developers,
purchased 81% of Lowe's record sales volumae
in 1871. A wide varlety of Retall Customars.
including home owners, do-it-yoursellers,
farmers, and suburbanites, boughl 39%. and
our merchandising afforts (o this group
resulted in Lowe’s being designated
Brand Name Retailer of The Year.

Lowe's management s engaged in an
aggressive and balanced expansion of stores,
sales. and earnings per share, for the benefit

of our customers, our suppliers. our employees,

and our shareholders. Lowe's has been listed
in 101 Growth Stocks and A New Look at
Growth by Merrill Lynch, and 33 Super
Growth Stocks by Standard and Poor's.

Cover Story

1971 Is a double anniversary year for Lowe's,
marking 25 years in the bullding supply
business, and 10 yoears as a public company.
These years begin lo [t rather neatly into
those classic life-cycle phases of Birth,
Growth. and Maturity, The {irst 15 years,
1846 through 10680, we defing as Lowe's Birth
years. During this time, Lowe's developed iis
basic product line, its marketing thrust to
custamers, and its organizational life style,
These colorful years are chronlcled on pages
32 and 33.

In 1961, Lowe's entored lts real Growth
phase. with new top managemant, public
ownership, and a keen sense of opportunity
at hand. The previous Annual Reports pictured
on the cover have described Lowe's first 8
years of Growth. This report deals with the
accomplishments of 1971, our 10th Growth
year, and the opportunities and the dimensions
for Lowe's next 10 years of Growth.
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Here's How We Did

Highlights ror TiE yEAR ENDED jULY 31; 1971 1970 Change %
Customers Served 3,194,323 2,728,618 =171
Customer Purchases (Total Sales) $160,722,859  $128,491,284 +32.1
Pre-Tax Earnings $ 13,027,470 § 9,938,072 +31.1
Earnings Paid to Government (Taxes) $ 6,479,881 $ 5,068,261 +27.9
Net Earnings for Shareholders $ 6,647,580 $ 4,869,811 +34.5
Earnings per Common Share $ 1.56 8 1.16 +34.5
Earnings Paid to Shareholders in Cash $ 907,027 $ 843,735 + 7.5
Cash Dividends per Common Share 21% ¢ 20¢ A 7.5
Earnings Reinvested for Future Growth $ 5,640,562 $ 4,026,076 +40.1
Percent Return on Average Shareholders’ Equity 23.64% 21.23%

10 Year Annual Growth Rate in Earnings Per Share 21.10% 20.48%




Here's Where We Are




Chairman’s Letter to Shareholders

To Our Shareholders: This 1971 Annual
Report is addressed to two major Lroups
of Lowe's shareholders. First, to those of
you who have owned Lowe's stock for
some time. Qur survey indicates that
many of you have received each annual
report shown on the cover of this one.
Secondly. to the new group of you who
became Lowe's shareholders for the first
time during this past year, with the
l[anuary offering of Lowe's stock by the
Company’s Profit Sharing Plan and Trust.
This report presents Lowe's past
achievements, current capabhilities, and
future opportunities for vour evaluation.

Fiscal 1971: It was a very good year. One
of record breaking growth for Lowe's,
with new levels of achievement and
strength being attained in virtually every
important measure. The basic marketing
climale in our business areas was vasily
improved over last year. and our sales,
marketing, and operational efforts
flourished throughout 1971,

Sales: Lowe's tolal sales volume was
169,722,859, an increase over last year
of 32.1% and of 41,231,575, Again this
year, both the total volume and the dollar
increase are company records. Another
sales goal achieved this vear was our first
two million dollar day, with a sales volume
of 52,068,185 on July 5. Ten vears of
growth in sales equals an 18.5% compound

erowth rale, all internally generated, as
no acquisitions have bheen made.

Earnings: Reflecting this surge of husiness,
our net earnings after taxes showed
healthy growth. The earnings increase
over the previous vear exceeded one and
a half million dollars, up from $4.860.811
to $8.547.588. Earnings per share
increased 34.5%. from $1.16 to $1.56

Ten years of growth in earnings per share
have posted an annual compound growth
rate of 21.1%. a significant record.

Taxes: For the first time since 1967,
Lowe's garnings were not materially
reduced by the Federal surtax. 16970

earnings were reduced by approximately
#c per share compared to & negligible
amount in 1971, However, total taxes paid
as a percentage of earnings before laxes
declined only slightly. from 51% in 1970
to 49.7% in 18971, Note 4 on page 37 has
additional information on income tax.

Dividends: During this fiscal vear, the
indicated annual cash dividend rate was
increased 10%, from 20¢€ to 22¢. In fiscal
1971, the quarterly cash dividends paid
to shareholders totalled $907.027. Our
May 1, 1971 dividend was the 40th
consecutive guarterly cash payment.
These have been len vears of growth in
dividends also, with ten consecutive
annual increases both in total dollar and
per share dividend payments,

Expansion: As projected a vear ago,
Lowe's opened more new stores in fiscal
1971 than in any previous year. Eleven
new slores. bringing our tolal to seventy
five, were opened in the following
locations: Dothan, Muscle Shoals. and
Montgomery, Alabama; College Park,
Doraville, and Smyrna. Georgia: Danville,
and Martinsville, Virginia; Mount Airy.
and Fayetteville, North Carolina; and
Tallahasses, Florida. None of these
locations were lakeovers of existing
facilities. For the first time, all our
expansion locations are new Lowe's
stores, custom-designed and buill for
better customer service. The new stores
posted a sales total of $7.820,000 during
1871, and all opening costs and expenses
have been charged against the 1971
Income Statement.

An even more ambitious expansion
program is wall underway for fiscal
1972. Listed on the adjacent page are 15
new stores already in various stages of
establishment and construction.

Financial Comments: Lowe's expansion
is not weakening our financial position.
While sales have increased 75% in the
last three fiscal years, earnings after
taxes have grown by B2%, and Lowe's

Balance Sheet remains liquid and strong
in my judgment. Shareholders’ Equity
iNet Worth) has increased by 80% during
this time, from $17.022,000 in 1968 (o
$30.582,000 in 1971, after the paymant of
52,531,000 in dividends. This capital
growth has come from retained earnings.
which with long term debt, and proceeds
from exercise of employees stock options
will be used to finance our planned
expansion. We do not contemplate any
new public stock issue or other
dilutionary financial offerings.

Other: As | close this tenth annual
miessage to shareholders, | repeat
management's appreciation to you for
your continued support and confidence.
Our appreciation also extends (o all the
other Lowe's people —our employees, our
customers, our suppliers and our friends,
for their many contributions and
achievements, We look forward to
continued association and progress during
Lowe's next ten years of growth,

.. )7

EDWIN DUNCAN
Chairman of the Board

sSeptember 30, 1971
North Wilkeshoro, N.C.



President’s Report

A Review of the Year: The record setting
results of fiscal 1971 are due 1o many
factors. but the most important was the
turnaround of the residential housing
industry. As shown in Table A, after
national housing starls were severely
depressed in fiscal 1870 by the shortage
in investment funds for residential
mortgages. they rebounded to the 1969
levels during the first months of this fiscal
yaar, and have since continued to grow
to record heights, reaching the 2,000,000
annual start mark for the first time.

This increasing market activity enabled
Lowe's to post accelerating growth in
sales and earnings during fiscal 1971, For
the quarters ending October 31, January
a1, April 30, and July 31, sales
comparisons with the previous year's
figures were +23%, +26%, +36%, and
+41% respectively. Quarterly net
earnings comparisons were +21%, +22%,
+50%, and +43%. While seasonal and
vear to year patterns always exist in
quarterly comparisons, a review of these
sales and earnings percenlages by quarter
illustrates the leverage on earnings which
increased sales volume produces.

Store Performance: Again this year, our
individual stores achieved balanced
performance and Increased market
penetration store by store. Only three
stores did not record a new high in annual
sales volume. As outlined in Table B, the
64 stores that were open at the beginning
of the fiscal year contributed $161,900,000
in sales. This was a 26% growth over their
1970 total, and provided $33,410,000 or
81% of the Lowe's total sales increase.
The 11 new stores opened at various times
during the year contributed $7.800,000.
The most significant figure in Table B is
the record sales average per established
store of $2,530,000 in fiscal 1971,

Marketing Mix: Although the resurgence
of residential construction was of major
importance to our 1971 results. Lowe's

total marketing opportunities are broad,
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encompassing two major groups of
customers who buy a wide range of
products and services from Lowe's.
Homebuilders and other professional
buyers are our first major customer
group. Table B on page 15 shows that
sales to this group in fiscal 1871 were
£104,050,000. 61% of the total, and up
39% from a year ago. Sales to retail
consumers were 565,670,000, 38% of the
total, and up 23% from fiscal 1970,

The composition of our seven major
merchandise calegories and tolals and
trends therein are shown on page 20. Six
of the seven contributed to our increased
sales this year, wilh large dollar increases
being attained by Lumber and Building
Materials. After a 40% Increase in 1970,
sales in Home Entertainment slipped
slightly. during the second quarter.

To clarify a sometimes misunderstood
point, both groups of Lowe's customers
are markets for, and do purchase, all
seven categories of our product line. The
degree varies, of course, but we do sell
both lumber and appliances to both
professional buyers and retatl customers.,
In effect, we are operating two major
businesses out of each Lowe's store. This
is a major factor in the productivity and
profitability of our assets and our people.

Total customers served during this vear
were 3,194,323, a 17% increase. The
average customer purchase was up 13%
from $47.00 last year to $53.13, our
highest average to date.

Price Levels: Prices of construction
materials have moved upward during this
fiscal year: however, as Table C indicates,
they still lag behind the consumer price
index. Much of the increase in 1971 came
during the April. May, and June quarter
in phase with the higher level of
residential construction. Although the
1971 index of all construction materials
is about 4% higher than the 1969 index,
many imporiant component commodities
are at or below the levels of 1969,

Many of these commodities have

seasonal price patterns, particularly
lumber and plywood. and therefore can
affect operating margins. However, Lowe's
inventory turnover is high, 7.3 times for
all merchandise last year, (compared to
the median of 5.4 for lumber and building
material dealers as reported in Retailing
Ratios. Dun's Review, and our buyers,
who are in daily contact with West Coast
and Canadian mills, use Lowe's closed
circuil teletype system to advise our
stores of price action within moments;
consequently, most deleterious effects of
sudden price fluctuations are dampened.
Nor do we believe in the concepl of
“Inventory profils”, Profit occurs only
when something is sold. and obtaining a
proper margin between what we pay for
merchandise and what we sell it for is the
responsibility of management. Another
significant point is that Lowe's past sales
growth and future projections depend
very little on price increases,

Lowe's Homestead: In November, 1970,
we introduced an innovative marketing
program, the Lowe's Homeslead house.
This is a low-cost home "package”, an
architect designed small home with floor
space of about 1.000 square feet. Through
July, 1871, 660 units have been sold for

a sales volume of $3,400,000.

The sales appeal of the Homestead
stems from its unique blend of
conventional materials and construction
methods, imaginative and time-saving new
contractor service lechniques, and Lowe's
Low Prices. Unlike so many predecessors
in the low-cost home business, the Lowe's
Homestead is a complete unit ready for
family residence. Included are all
structural materials — lumber, plywood,
doors, windows, wiring, plumbing, and
heating: as well as all finish malerials—
paneling, carpeting, cabinets, and light
fixtures. The Homestead offers the public
a complete house from foundation to roof
al a materials cost of less than $5.00 per
sgquare fool. Best of all from Lowe's
standpoint, we have not had to acqguire



Housing Starts, U. S.
Thousands of Starts, Seavonally Adjusied
Fiscal 1963 Fiscal 1970
Morith Ratn Rate Changs
Mugust 1518 1316 — 9%
September 1,592 1481 — 7%
October 1,570 1390 -11%
Movember 1,733 1280 —26%
December 1507 42 —7%
Janwary 1,878 1059 —46%
February 1686 1306 —23%
Mareh 1,584 13 —2%
Apeil 1,563 124 —2%
May 1533 1242 —19%
June 1,507 138 — 8%
Jaly 1420 1503 +12%

SOURCE: DEPT. OF COMMERCE

Lowe’'s Store Sales

53 “0L0" STORES
5 NEW STORES

58 TOTAL STORES
Fiseal 1970
BT D" STORES*
_T WEW STORES
64 TOTAL STORES
Fisead 1971
B4 “OL0" STORES
11 HEW STORES

* ROLSIDED
@ OWE §10AE CLOAED

Price Index Ranges c]

1967=100. Calendar Years

Conzumer Price edex NIl Comyiruction Muterials
1969 1088 1969 1113
1570 1163 1970 1125
157 1201 e 1168

Lumber Plywond
1969 1315 1969 1228
1870 1137 1970 1085
1971 1268 197 1125
153 1035 1969 1728
1310 100.0 1570 116D
1971* 100.0 1971* 1178
] 1074 1965 IS
1570 1025 1970 1085
1971 1145 1971* 1136
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manufacturing facilities. Each store stocks
and delivers all materials,

Our computers in each Lowe's store
provide a service which saves vasl
amounts of time for both our sales force
and their building contractor customers.
The material list for the home has been
converted o IBM card decks, Thus the
frequent price changes of building
materials which heretofore obsoleted
malerial list price quotations almost on a
weekly basis, and necessitated hours of
re-calculation by hand, are no longer a
problem. In minutes, our computers
process the ]]ri{‘.l.' changes and recalculate
the Homestead material list pricing.

Another time-saving feature of the
Homestead is the sorting of the materials
into several delivery packages, that can
be scheduled to arrive at the construction
site In chronological building sequence,

With the growing sales acceptance of
the concept, we have introduced the
Homestead Hesidential Creations Portfolio,
featuring 12 plans with numerous exterior
options. The floor spaces range from 800
to 2,050 square feet, with architectural
style varying from Cape Cod to French
Provinaial. This will receive major
marketing emphasis in fiscal 1972,

Current Directions & Outlook: Housing
demand, mortgage funds, housing starts,
construction spending, retail sales activity
at existing stores, and Lowe’s scheduled
new store expansion all are at historic
peaks,. The first quarter of fiscal 1972 has
opened very strongly. and all the
ingredients seem to be present for another
year of record growth at Lowe's, Beyond
1972, there are strong indications that

the past cyclicality of the housing industry
will not reoccur to the severe degree of
the past few years, due to new federal
government support for residential
financing (see pages 8 and 9). Bul
regardless of how long it will last, the

long awaited housing boom is finally

here, and our objective is to maximize
Lowe's profitability and growth.



People and Organization

LOWE'S SOURCES AND RESOURCES

Field Organization: On the [irst day of
this fiscal year, a new position at Lowe's
was staffed, with Dwight E. Pardue and
Albert E. Plemmons becoming the first
two Regional Managers. Laler in the vear.
Lowe's growth caused another region to
be formed, and John Ross Bureess, |r.
was appointed. These three men are
exceptionally able and experienced
Lowea's men. Their work during this year,
in selecting their capable staffs of
supervisors, and in providing additional
leadership and supervision Lo the stores
in their respective regions, has added a
positive new dimension to managemant,

Store Managers: Each store manager is
an execulive to whom a greal amount of
responsibility and trust is extended. He
has three primary areas of accountability:
First. to achieve his store’s profil dollar
budgel. Secondly. to safeguard the
physical assets entrusted to his
supervision. Third, to train and develop
his people for additional responsibility
with Lowe's. He also knows that he must
keep Lowe's competitive in the market
place. Within these broad guidelines, a
greal deal of freedom of thought and
action is encouraged. Of the present 75
managers, 60 hegan on Lowe's sales
floor, 3 as warchousemen, 3 as office
emplovees, 2 from General Office
departments, and 7 came from outside.

Store Sales Organization: Each store has
an Assistant Manager who directs the
sales activity for Lowe's professional
sales force, along with his personal sales
efforts. These men are a principal source
for new slore managers, as are our
Consumer Sales Managers who provide
leadership and direction for our consumer
sales force. New this yvear in 80 stores
are Lowe's Saleseltes—young sales ladies
who are already making a real
contribution to sales and service.

Office Management: Responsibility for
store office operations, including credii
administration, is delegated to the Office

fi

Lowe's Sales and Marketing Group meels
weekly, for review of current performance and
future planning.

A Store Warehouse Manager, checking the
load of material to be delivered to & customer
r's Saleselte in Smyrna, Georgia, being
instructed in fast checkoul procedure by

Muonager Richard Burgess.

A Low

and Credit Managers at each Lowe's
store. These men and women average five
vears experience with the company, and
are aided by competent office workers
and office manager trainees.

Warehouse Management: Lowe's
Warehouse Managers have a large and
important job, being responsible for
receiving. delivery, storage., cuslomer
service, and inventory security, and all on
a dollar-conscious budeet, The low level
of inventory shortages al Lowe's lestilles
to the fine job done by this group.

General Office Organization: In the center
of our personnel structure is the Office

of the President. These men, shown on
Page 5, have managed Lowe's alfairs in
this capacity since 1958, and have an
average age of 45. During this year,
Lowe's reorganized our staff marketing
organization, with the appointment of
five Marketing Managers. These men
work closely with Merchandising
Managers and Purchasing Supervisors
and with Lowe’s sales teams in the stores.

Tactical Staff: This group, formed in 189649,
provides general administrative liaison
between General Office departments, the
President’s Office, the Regional Managers,
and the stores. Thair weekly meetings
help retain close control over operations
during this period of rapid expansion.

Departments: The work at the General
Office Is done by various functional
departments. These are Accounting,
Advertising, Aviation, Central
Warehousing, Construction, Costing,
Data Processing, Expansion. Inventories,
Marketing, Merchandising. Operations,
Personnel. Purchasing, and Sales,

Lowe's Persannel: Lowe's emplovess
numbered 1000 in 1867, 21 vears aller
Lowe's beginning. It took just four vears
to pass the 2,000 level. As Cectl Murray,
Lowe's Personnel Director says, "Our
growth requires many new people, and
our repulation altraclts many good peaple ™






Suppliers of Money and Credit

LOWE'S SOURCES AND RESOQURCES

General: A network of sources for money
and credit is essential for Lowe's business
te function and to grow. One of the major
elements in this network is the availability
of permanent financing for residential
construction and this has been severely
depressed twice in the last five years in
highly publicized “credit crunches”, due
largely to anti-inflationary monetary
policies of the Federal Reserve Board.
Actions and developments in recent
months now give confidence that the
volatile pattern of housing due to financial
problems will be less sevare in the future.

Federal Government: In a bold move, HUD
has announced its “tandem” plan to
subsidize FHA and VA morigages up to a
522,000 maximum. Previously, government
subsidy was primarily for low-income
housing. Through the Government
National Mortgage Association and the
Federal National Mortgage Corporation,
morigage rales will be held at 7%, an
atlractive rate for home buyers. A
revolving commitment fund of $2 billion
has been established for that purpose.
Also, the Federal Home Loan Bank Board
now allows its associated savings and
loan companies to lend up to 95% of a
home's value. on non-FHA-VA
construction. The Federal Home Loan
Mortgage Corporation, the Farmers Home
Administration, and other agencies also
have programs to encourage residential
construction. These moves by the
government are imporlant structural
changes in home financing. reducing its
potential for volatility.

Savings and Loans: Although these
government fostered programs spurred
the housing recovery in 1970, and will
continue 1o augment housing's financial
base, Savings and Loans® activity will
remain of major importance. Their
traditional role as a source of home
mortgage financing is shown In Table A.
The other financing institutions listed
have had the primary interest in FHA and

A building of the Federal Reserve. monumental
in architecture and in importance o Lowe's
business opportunities,

VA insured loans over the years.

A national recapitulation of trends in
savings and a projection through 1972
has been made by Laird, Inc. in their
comprehensive and excellent research
project, Building Industry, as shown in
Table B. This estimates a total of $51
billion savings flow into four principal
financial networks. down from the 1971
heights, but ample to finance a strong
1972 year in housing and remodeling.

The effects of high interest rates and
competition for funds are clearly depicted
in the 1970 "Change” percentages in
Table C. Three-fourths of Lowe's stores
are served by the Savings and Loan
associations in the Fourth District. The
18971 figures indicate the extent of the
turnaround in savings flow and
consequent loan commitments.

Retail Financing: To finance our growing
sales to retail customers of our product
line: television sets, carpeting, paneling,
even mobile homes; Lowe's has available
a larger and more predictable source of
funds— America's consumer credit
industry. Graph D shows its consistent
growth, with installment credit reaching
5100 billion during this last year. A variety
of credit plans are offered to our
customers, including the Lowe’s
"Charger” cards from the General Electric
Credit Corporation, and Master Charge
and BankAmericard. These are on a
non-recourse basis, so from the dual
standpoints of risk and cash flow, these
are cash sales to Lowe's, and provided
7.3% of our total sales, over $12,000,000
of financing and retail sales support.

Lowe's “Pro" Customer Financing: We
provide interim credit to our professional
customers, About 61% of sales were made
to contractors, builders, and commercial
accounts on credit terms of 30, 680, and

90 days. This percentage is up slightly
this year due to higher home building
activity. Accounts receivable on July 31
totaled $20,944.000. We define Accounts
Recelvable Turnover as total Charge Sales



divided by average Accounts Recelvable
outstanding. This turnover rate increased
from 5.1 times in 1970 to 5.8 times in
fiscal 1971, as sales activity increased,

Lowe's Capital Financing: The primary
source of funds for expansion of our
stores continues to be from operations.
As shown on page 36, earnings and
depreciation have provided 86% of the
total funds available, with long term
debt being used for 12.9%. These
sources will continue to be important.
and proceeds from exercise of employee
stock options should provide an additional
54,200,000 in capital during the next
three years, a substantial 13.7% increase
over our present net worth.

Our long term debt was increased by
$3.961,000 in 1971, This should be viewed
in the perspective as shown by the
Equity-Debt ratios on pages 40 through 42,
The 1871 ratio of $4.19 in shareholder
equity for every dollar in long term debil
closely resembles Lowe's capital structure
of most previous years, During fiscal 1668
and 1970, we delayed debt placement,
thinking that lower interest rates might be
forthcoming. When this did not
malerialize, and growth opportunitios
continued to do so, management decided
on a return to more normal capital
composition through increased debt.

A customer presenting a Lowe's credit card for
# purchase—a growing practice al our stores




Merchandise Producers

LOWE'S SOURCES AND RESOURCES

General: Al Lowe's we manufacture
nothing. Consequently, a fundamental
requirement for success is a continuing
avallability of quality merchandise at the
right price, at the right place, and at the
right time. Over the years a network of
suppliers has been evolved whose
productive capacity for merchandise of
quality and value constilutes a massive
resource and major asset to Lowe's.
Shown in the chart are major source
points for products in our operating area.

Purchasing: Robert E. Black, Director of
Lowe's purchasing department, puts it
this way: "The advantages of selling a
well-known, nationally-advertised,
top-quality product are quile obvious.
From a purchasing viewpoint, the
advantages of buying [rom these types of

manufacturers are not so readily apparent,

bul are of equal importance,

Lowe's volume of purchases and the
lead times required by our long-range
planning, necessitate buying from major
suppliers who have the physical facilities,
financial resources, long-range production
scheduling, multi-manufacturing and
shipping points, display material and
literature, advertising and promotional
programs, sales training programs,
after-sale parts and service arrangements,
necessary to serve Lowe's growth "

Lowe’s Supplier Network: These factors
incline Lowe's towards major suppliers,
with national organizations. Our growing
sales volume and their desire for a “piece
of the action™ has facilitated these
connections in recent vears, and the
roster of our manufacturing sources reads
like an excerpt from Fortune's top 500 list.
Abitibi, Alcoa, American Machine &
Foundry, Armstrong Cork, Bethlehem
Steel, Black & Decker, Boise-Cascade,
Borg-Warner, Celotex, Certaintead,
Fedders, Fisher, General Electric,
Georgia-Pacific, Hotpoint, International
Paper, Masonite, National Gypsum,
Owens-Corning, RCA, Skil, U.5. Gypsum,
LS. Plywood, Weyerhaeuser, and Zenith

A Fishor sterea componont, a new product line

which tvpilies our improving brand line
and quality

The plague for Brand Name Retailer of The
Year, an important milestone in national
recognition

Dale Brannock, our Senior Purchasing Agent
for Lumber and Plywond, “wired direct” to
the Weast Goast

A typical view of autside storage ot each
Lowe's store, with ample inventories

Owens Corning fiberglas insulation in a Lowe's
warshouss in preparation for the aulumn

sales surge.




Local lumberjacks and sawmillers provide a
portion of our most basie product requirements

are only a few of our larger suppliers.

Certain of our other manufacturing
sources are probably not as well known
by the general public, but are eminent in
their field. These include the Croft Metal
Company, leader in pre-built aluminum
building products, Modern Maid, a top
independent supplier of built-in
kitchen appliances, State Stove, Federal
Lighting, and Philip Carey. A third group
makes up an essential sub-section of our
supplier network. These are the hundreds
of smaller regional producers and
distributors who provide specialty
merchandise on a custom order basis.

Continuing our efforts to maintain a
high level of mutual confidence and
cooperation between ourselves and our
suppliers, our buyers are making more
personal visits to manufacturers and
distributors than ever before. Besides
seeing new products, and inspecting
facilities, their objective is to structure a
relationship as mutually satisfactory long
range business partners.

With the increasing demands of the
building boom, many products will be in
short supply with extended delivery
periods, thus reliable supplier relations
will be more vital than ever. We anticipate
continuing to receive our share of the
goods, due to our supplier network.

Merchandise Trends: Certain major trends
in our product lines should be noted.
First, we have increased the depth of our
invantories to reduce out-of-stocks and to
serve customers better. Also, we are
expanding our product selection, both in
consumer goods such as component stereo
and mini bikes, and in building supplies
such as central air conditioning and
Homestead house materials. Our
merchandise line is being further refined
as plastics, fiberglass, and vinyl become
more important building materials.
Finally, there are the "Lowe's-1t-Yourself”
products that really are easy for the
average homeowner to install with
household tools and achieve good results.
11



Suppliers of Services
LOWE'S SOURCES AND RESOURCES

Teletype: In this electronic world of
“global villages", “instant replay”. and
television programs from the moon,
nothing is more important to managemenl
than a rapid. accurate method of
communications. The heart of Lowe's
intracorporate system is a closed circuit
Teletype [rom American Telephone and
Telegraph. Each of our 75 store offices
has a teletype console, providing virtually
instanianeous communication with Lowe's
General Office and other stores on the
circuit,

Among the thousands of daily
Lowe'sgrams that zip between our stores
are price changes, sales reports,
merchandise requests, market changes,
and product information. Approximately
19,000 radius miles of leased line wires
are traversed every time each store sends
one message (o our teletype control
center at the General Office. Also, for
increased inter-store message capacity.,
there are six sub-circuits with 3,600
miles of line connecting the store circuit
perimeters. We have utilized this system
for sixtesn years. and teletype's

combination of speed, and printed copy
for accuracy and reference, provides
another major asset for the company.

Telephone: Phone also continues to thrive
al Lowe's. Besides its obvious general
usages, il has become the single most
important medium to our professional
sales force who serve the professional
market. An ever growing portion of our
sales volume is written from telephoned
orders, saving time for customer and
salesman alike.

We are testing more sophisticaled
applications of telephone usage, including
tape recorder attachments for after hours
orders, and long distance Xeroxing of
purchase orders to manufacturers,
layouts of advertisements, and other uses.

Computers: A continuing phenomenon is
the rapid increase in the development and
influence of computers and the science of
cybernetics. Lowe's attitude toward
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computers is not one of sociological
apprehension—we can always unplug
them — bul rather to utilize them for
control, growth, and profitability.

Lowe's dala processing system has
been acclaimed as the most sophisticated
in use by a mass merchandiser since its
inception in 1956, Beginning with a basic
foundation in inventory control, sales
analysis, and costing, the central syslem
has been expanded into payroll,
accounting, budgeting, and forecasting.
A significant advance occurred during
the mid-60's with the installation of
compulers on our sales floors 1o calculate
and print each sales ticket and provide
other unigue services. Currently, we are
resgarching a management information
system with an integral data transmission
network linking the central computing
facility with our specialized in-store
computers for data collection and

agsimilation,
Building on a present combination of an

IBM System /380 compuler in the general
office and IBM 402 and 526 accounting
machines in each store, we are planning
simultaneous expansion and refinement of
data entry and computing facilities.
Through a new Honeywell Keyplex system
providing direct data entry onto magnetic
disk storage and the planned addition of
video screen terminals in control areas of
the general office for direct access and
data entry into the central computer, we
will improve the currency and accuracy of
information used as a basis for
management decision-making.

With our sixteen years experience in
refail data processing, we will be able to
coordinate the present system with the
new data entry equipment so as o
facilitate addition of a second main-frame
computer to handle growth to 150 or 200
stores. Additional specialized computers
for the data transmission network and
data entry terminals will be added as we
continue the sophistication and refinement
of this unique communication system
for management control.

Transportation: From the massive weight
and bulk of the commodity products that
constitule a large portion of our sales
volume — gypsum board, asphalt shingles,
lumber, plywood, and cement —to the
smaller packaged products including
transistor radios, switch plates, hardware
and fitlings, a flexible, efficient. and
dependable transportation network is
vital. From the company's early days in
1946, transportation and the allied fields
of packaging and storage have been the
subject of consistent study. specialized
research, and cost-improving innovations
to improve the physical flow of
merchandise to the customers,

There are many transportation routings
at Lowe's: From the manufacturer directly
to the customer; from the manufacturer
directly to Lowe's stores, thence to
job-site or customer's home, delivered
either by Lowe's [leet of trucks, or by
customers’ own vehicles; or to Lowe's
stores via Lowe's concentration
warehouse In North Wilkeshboro, Weight
and quantity of order are the basic
variables in determining the most
economical routing of shipments.

When tolal delivery from our stores is
added to incoming shipments, trucks are
our most important transportation
system, with railroads a strong second,
Imports, and cargo lumber from the West
Coast are increasing the significance of
ocean freight to Lowe's, particularly so
as we have opened stores along the
Atlantic seaboard.

Good advice and good equipment from
such specialists in the field as Clark,
Hyster, and White in forklifts, Ford,
Strick, and Great Dane in trucking
equipment, Colson and Towveyor in
conveyors, aid us In keeping our
transportation network fast and efficient.

Outlock: We are forecasting thatl our
customers’ demands for services will
continue to increase, both in quantity and
in sophistication, for a continuing
challenge and opportunity for Lowe's,
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Lowe’'s Customers
LOWE'S SOURCES AND RESOURCES

The Marketing Basic: To o marketing
company, serving customers is the name
of the game. Therefore, we give primary
and continuing attention to the
preferences of our customers and their
changing needs for the goods and services
which we supply, We serve a wide
cross-section of people with varying
shopping habits and individual interests,
but there are certain attributes shared by
all. They appreciate prompt and courteous
allention. they expect value at the time of
their purchase, and efficient service both
during and after the sale. We classifv our
customers into two basic categories
Professional Buyers, and Retall
Cuslomers.

Professional Buyers: We define
professional buyers as those who
purchase the products we sell in the
course of their business, for non-personal
use, Included in this group are home
huilders, developers. contractors.
carpenters, electricians, painters,
plumbers, and industrial and institutional
purchasing agents. Within the 75 basic
marketing areas served by the present
Lowe's stores, these professional buyers
number approximately 90,000, Aboul
one-third of this number are Lowe's
customers for al least a portion of thelr
professional buying needs.

In o recent professional customer
survey, interesting comments were made
Joe Griffin of Sumter said, “Just keep the
material on hand, and | will do the
buying.” Jack Draim said 1 have built
houses for 20 years, and Lowe's of
Morristown was the first to send a man
out to my house (o see if everything was
all Fght.” There were sugeestions for
improvemants in various areas, and of
course a8 few o ||:II|||.1I|'|!-\. Muost of these
were made in a constructive manner
indicating additional latent business
potential. when we “shape up™!

Retafl Customers: Our retail customers are
primarily home owners or “householders”
buying for personal or family use. Since
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our merchandise line is composed
basically of products for home building
and remodeling, home furnishing and
entertainment, lawn and garden and
outdoor living. then the number of
households in each Lowe's market
provides the best census of marketing
opportunity. The present basic 75 slore
marketing areas serve just under
4,000,000 households, an average of
53.000 for each store market area.

Customer Sales Profile: Table A on

this page presenis the customer sales
profile of retail building material dealers
on a national and regional basis. These
two different surveys by leading trade
publications reached virtually identical
conclusions as to national customer mix
in 1968, Building Supply News found a
growth in the consumer portion and a
slight decline in professional business
during recent years. The Building Material
Merchandiser regional survey shows how
the customer percentages change as sales
volume per store increases.

Lowe's Customer Sales: Table B is a five
year recap of Lowe's sales to these two
major customer groups. Although sales to
professionals have been depressed by the
housing markel decline during this period,
1% of our 1871 sales volume came from
this source. Retail valume has had a
higher prowth rate during these years,
increasing [rom 29% to 39% of the total.

A comparison of these percenlages with
those of Table A shows that Lowe's has a
hroader retail customer base than the
typical dealer in our volume category,

9% versus 26.5%. (Lowe's average annual
siles volume for established stores was
£2,530,000 in 1971). The primary reasons
for this are our wider line of retail
products, our specialized sales force.
better retall locations and product display,
and an experienced and aggressive
advertising and merchandising effort.

Our objective is to maximize sales to both
customer groups during the 1970's

Holidays, weekends, and evenings are popular

shopping times for our relail customers Lo

browse and (o buy

Lowe’'s prafessional sales force serves

customers in the store, over the telephone,

and in the field

A
Customer Sales Profile, Building Material Dealers ®
South Atlantic Region, 1968**
United States” Dealer Sales Volume
Us
Weighted  Webghted Ti $500,000 1 Gver
WS 1 U0 Ao Amops SO0 S0 50000
Building Professionals % 833 424 413 4 52.1 463 604 (<
Industrial & Commercill % 103 113 112 10.8 1L7 105 131 1L7
Total Professional % 56 27 55 4 ®@8 S22 TS5 M6l
Retail Consumer % 44 463 415 d66 362 428 %5 78
100 100 100 100 100 100 100 100
*FROM BUILDING SUPPLY NEWS =EROM BUILDING MATERIAL MERCHAMDISER

Customer Sales Profile, Trends at Lowe’s

1966 1967 1968 1868 157 157 w
Sl % e % S S % Sie % Se % cgas
Professional 4720 71 $50M5 67 363930

$79.760 67 % 75100 58 SI4080 A1 137%
Retail Consumar 22320 0 /XS5 33 33100 39200 33 53400 42 @ BSEM 39 MO%

2 e

Total ST FAI0 9030 SISO Slzes0 siearA 7%

PERCENTAGES ROUNDED TO NEAREST WHOLE *.
“COMPOUND GROWTH RATES



Lowe's Stockholders
LOWE'S SOURCES AND RESOURCES

Stock Offerings: There have been two
offerings of Lowe's stock by the company’s
Profit Sharine Trust. Details of the
original 1961 offering may be found on
page 33. Until January, 1971, the Profit-
Sharing Trust had continued to retain all
its remaining shares, the total having
grown Lo approximately 1,900,000 shares
due to twa 100% stock dividends. During
1970, the Investment Sub-committes of
the Profit-Sharing Trust recommended a
secondary public offering of Lowe's
common stock, to assist i1 in meeting
ohligations 1o retiring emplovees, and to
alford greater diversification of
investments. Again, G. H. Walker & Co.
was the manager of the underwriting,
and formed a national syndicate of leading
investment banking firms, 400,000 shares
were underwritten and sold on January
26, 1971, with good markel response.
Market: The stock is traded fairly actively
over the counter (O-T-C). Prices are
guoted by the National Association of
Securities Dealers (N.AS5.D.) and
published daily in the Over-The-Counter
Markets section of various financial
publications. The O-T-C markel is a large.
decentralized, negotiation type market,
with at least 26,000 common stocks being
traded. Lowe's was one of the initial
2,500 stocks selected by the N.AS.D. to
be quoted on NASDAQ. a new
computerized guotation network. In a
survey of August 31, 1871, in Over The
Counter Securities Review, Lowe's ranked
50th in market value among all O-T-C
stocks in the nation. In a Barron's article,
Lowe's was listed in 11th spot in markel
vialug of O-T-C stocks held by
institutional investors

Exchange Listing: In reply to many
guestions about listing on the New York
Stock Exchange, we have not made a
decision to seek a listing there. Good
arguments can be made on both sides of
the gquestion, and we've heard and
discussed many of them. With the advent
of NASDAQ, versus the changes which
may be forthcoming to the Big Board as a



result of recommendations by the Martin
committes and others, we are maintaining
an open mind on the subject.

Communication: Since 1961, Lowe's
management has believed in growth, and
has attempted both 1o communicate this
slory to its stockholders and to translate
this policy into action and a sustained
growth record in sales and earnings.
Hased on our research, proxy tallies, and
other channels, we believe that most of
our stockholders agree with management’s
policies. An open door policy to all
security analysts and their penetrating
questions has been of continuing value to
Lowe's. Lowa's 1970 Annual Report has
receivid an “Oscar of Industry™ award
from Financial World, for excellence In
management-stockholder communication,
our fourth in three years,

Stockholder Composition: The number of
stockholders increased about 16% this
year 1o 2,463 from 2,117, An additional 600
fo 700 are in nomines accounts of various
brokerage firms. Our stockholder
geography is shown in the table at right,
65% live In the twelve states where we
operate stores, and the group includes
many suppliers. employees, and customers
~those who know us best. Howevoer, 41

of the 50 states. D.C. and Puerto Rico, and
5 foreign countries are represented.
Lowe's Profit Sharing Plan and Trust
continues (o be the largest stockholder,
with approximately 1,467,000 shares, Thus
each Lowe's employes has a direct interest
in our continued growth and profitability.

Stockholder Survey: We appreciate your
participation in our yearly surveys of
stockholders, We read every word of your
replies, and many suggestions have been
incorporated into our format of quarterly
and annual reports, The results of last
year's questionnaire are summarized in
the table at right. Almost 25% of you
responded to this survey, and this broad
sample gives confidence in these
interesting facts and opinions.

Massrs, D. V. Deal, G. E. Cadwgan. L. L. Riee,
L. G. Harring and W. H, McElwes, concluding
the lanuary, 1871 stock sale. Mr. Herring is
Trustee of Lowe's Profit-Sharing Plan




Population and Growth

THE 1970°'s/ NEW DIMENSIONS . .. NEW PERSPECTIVES

General: In these next four pages. we
summarize our marketing research
information on the fundamental market
dimension of Lowe's opportunity for
growth. These basic factors are people,
money. housing, and retailing. We believe
this overview will help you “position”
Lowe's in the economic mainstream of

the nation, giving you a clearer
perspective of Lowe's growth possibilities.

Population and Households: Chart 1 is

a census and projection of population,
households and families through 1980,
Since our product line and merchandising
efforts have primary orientation to homes.
home builders, and homeowners,
households are a principal measure of
marketing opportunity. Therefore the 20%
increase in households forecast by 1980
indicates solid growth potential. Chart 2
examines the factors behind the trends in
household formation, with marriages and
net increase in households growing more
smoothly than the 21 year old population.
Note that the total population is expected
to grow by only 11% by 1880. This
forecasts a drop in people per household
from 3.2 to 2.9,

Age Trends: A signiflicant change in age
of household heads is projected in Chart
3, with the 25 to 34 age group hecoming
the dominant group of householders
during the '700s. We can be sure thal their
style of living will be different, affecting [5]

marketing opportunities. We anticipate Regional
that the pace of change will quicken in

|

the products and services we offer, w Retal Age Groups:
m Income Sales 17 1824 5M B4 MLl
Regional Characteristies: 73 of 75 Lowe's (000,000 (000,000 % of Total
stores are located in the Southern Region, Mew England . . 118 § 426 $219 30 120 121 170 259
62 in the South Atlantic division, and 11 in Middle Atlantic .. . . .. .. . ::g Iil.i ?1.; o 1.2 124 179 %5
» East South Central. Chart 4 lists South Atantic .. 2 B 17 k8 U0 BI
LI:n]L‘u:I“I rL:.::h rE:-::::‘irj]II. I"IlTiIIui[uJ g East South Central ... ... 125 324 187 50 122 120 164 24
growth rates in Poj WestSothCentral 196 %3 23 32 5 25 163 BS
Effective Buying Income. and Retail Sales. Moot B4 9 e A 127 129 B4 26
In five of six of these measures, the o e R T N 269 943 513 30 128 137 174 Bl
growth rate of the Lowe’s marketing areas mmm ------------- E $ ﬁ il, ﬁli ﬁ 162 %4
far surpasses the national rates. Chart 5 Central ... . el =i i L ahn 153 833
: United States W50 ¥M2  PWI  ME 120 119 A B9

lists totals, and shows that the South
also has o more youthful population.
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Money and Spending

Gross National Product: During 1971, the
nation has achieved a long awaited goal —
a trillion dollar economy. Chart 1 portrays
the growth record of our GNP and also
indicates the concurrent growth paltern
in Personal Consumption Expenditures,
historically more than 60% of GNP and
moving loward the $700 hillion level.

Personal Income and Saving: We hope
the definitions printed with Charts

1 and 2 clarify some of these similar
sounding terms. Disposable Personal
Income growth is shown in Chart 2. Also
shown is the increment of personal
savings, running at an unprecedentedly
high rate for the last twelve months,
This savings rate cuts both ways at
Lowe's. It has swelled Savings and Loan
deposits for a favorable effect, but it

has dampened purchases of consumer
durables. On balance, the effect has been
positive for Lowe's.

Income Disposition Trends: Chart 3 details
the growth in dollars of Personal
Consumption Expenditures and Savings
during the 1960's, and the varying
percentage trends of the major spending
components. Non durable goods were up
75% in dollars from 1960 to 1970, but
down from 44.2% to 39.5% of the total,
and down further in 1871. Durable goods
dollar purchases increased 96% during the
ten years. and its percentage of total is
increasing again in 1871. Spending for
Services increased 104% in the decade,
and demand remains strong. Savings
dollars were up a whopping 218% from

5% of total to 8.1%.

Consumer Spending: Chart 4 presents a
slightly different division of the
components, totalling $615 billion in
personal consumption expenditures, Chart
5 forecasts a 1980 total of $1,150 billion,
an B7% increase, but exceeded by the
projected 125% increase in Lowe's
marketing sectors of Housing and
non-automotive Durable Goods to a total
of 5281 billion.
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Construction and Huusing
THE 1970's/ NEW DIMENSIONS . . . NEW PERSPECTIVES

Construction Spending: National trends
in construction spending are shown in
Chart 1. During 1971, the total spending
rate has passed the $100 billion level,
back again to about 10% of the Gross
National Product. A comparison of this
chart line with the smooth growth of GNP
line on the previous page indicates the
effect of tight money on this industry. The
declines in 1966-1867 and 1869-1970 are
obvious. Page 8 discusses financial
structure changes which will help
alleviate this problem in the future,
Trends in private and public construction
are also shown in Chart 1.

Spending Components: Chart 2 presents
totals of the major components of
construction spending and the changes
from 1965 through 1970, with "going rate”
figures through June, 1971, A study of
these figures reveals that New Housing
has been the most volatile performer —
dallar spending declined in three of the
seven periods, 10% in 1986 alone. s
percentage of the total also varied
substantially. However, the 1971 figures
indicate almost 4 50% increase in dollars
over 1970, reaching 30% of total
construction spending. The other
components have grown in a much more
stable pattern during these vears.

The Housing Mix: Chart 3 shows growth,
The 2,000,000 annual level of starts is
here. Conventional single family
residences are projected for a 35%
increase in 1971, achieving the 1,000,000
level. Apariment units have a 36%
increase forecast for 1971, Mobile home
estimates have a 12% increase, Lowe's Is
active in each of these market segments,
with single family units of most
importance to sales and profits.

Kegional Housing Starts: The economic
vitality of the South is further indicated
in Chart 4. Its percentage of the nation’s
housing starts is large and growing.

Housing: The Changing Mix owELLNG TS




Retailing and Competition
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Retailing: One of the more difficult
questions to answer from people who
have never visited Lowe's is “What kind
of stores are they?". The answer is
complex because our stores perform
many functions in a unique blend, We
have said they are a combination lumber
vard, building material supplier, appliance
and hardware dealer, and hard goods
discounter. These figures on America’s
retailers may help clarify the size and
shape of the retail market we serve,

Retail Volume: Table 1 presents total retail
slore sales in the United States from 1965
through 1970 with latest rate changes
through June, 1971, This is a giant
industry whose 1970 totals were
equivalent to 37% of G.N.P.. and 59% of
personal consumption expenditures. The
size of the various components may be
seen, along with recent growth rates.
Lowe’s fits logically, but only partially,

in the Lumber and Building Material
Group, due to our wide product line.

Regional Trends: Shown in Table 2 are
sales of selected store groups by region
with recent trends therein, Here also the
size and growth of the Southern region in
which we operate is impresdive. The 26%
increase in 1971 in the Lumber and
Building Material Group surpasses all
other growth rates shown.

Pertinent Groups: A more detailed
breakdown of two of the retail groups
is shown in Table 3, listing 1970 sales
volume, 1871 growth, and numbers of
competitors in 1967 in each category.
Lowe's does not really compete with full-
line furniture or farm equipment dealers,
aven though there is some product line
overlap, Therefore, the major relevant
retailing categories are 1A, 1B, and 2B.
This grouping posted sales of $19.761,000
in 1970, and the 1967 census indicated
about 81,000 stores shared this volume.
Table 4 provides additional information
about building material chain retailing,
21



Motivation — Growth Dynamics

LOWE'S: HOW WE GROW

The Lowe's Spirit: The most dynamic
aspect in our company is the spirit of our
people, who are highly motivated with the
desire lo succeed and to excel. This drive
and enthusiasm is noticeable, and
characteristic of Lowe's people.

Our Incentive Philosophy: A basic in
Lowe's philosophy is Management's belief
in incentives. First, we concern ourselves
with the working environment and
atmosphere, mental and emolional as well
as physical. to help each employee enjoy
his work and responsibility, and achieve
personal satisfaction in a job well done.
Our people have confidence that their
personal performance s appreciated. and
their contribution of loyalty, sincerity and
hard work is acknowledged to them.

We prefer to employ young aggressive
people who show gualities of enthusiasm
and an attitude that will assist in the
growth and prosperity of Lowe's. Our
policy is to promote from within, and our
people know that they have an opportunity
to grow professionally and financially and
will not be overlooked when Lowe's
growth creates new job opportunities.
During 1871, this growth provided 55
new jobs in management in the 11 new
stores alone. plus additional opportunities
in regional management and the general
office. 90% of these management jobs
were filled by promoting from within.

Money: Still No. 1: Money, and the
opportunity to earn a lot more, is the
foundation for our motivational program.
We pay all employees by the week;
salesmen are paid weekly commissions:
and for superior performance, we pay a
quarterly bonus. For achieving company
goals, budgets, and objectives, annual
bonuses are paid. Incentives of every type
are in constant use throughout the year,
including contests. new cars, trips. and
awards. These incentives lend zest and
enthusiasm to the accomplishment of our
corporate objectives.

With salary as our short term financial
incentive, management has extended its
22

stock option program deeply into the
ranks of key profit producers in the
company— store managers, office
managers, merchandise managers,
warehouse managers— giving them
additional medium range incentive to
increase the profitability of Lowe's.

The long range incentive par excellence
at Lowe's is the Profit-Sharing Plan and
Trust, discussed on pages 24 and 25.

Lowe's Hootenanny: [n 1963, Lowe's held
its first Hoolenanny sales meeting. Two
hundred people attended, wearing
overalls, straw hats and bandannas. The
enthusiasm and results from this meeting
began a precedent which has lasted

ning years,

Saturday night is fun night. A giani
reunion, where prevails a spirit of
friendship, of a big family gathering that
many observers say is typically and
uniguely Lowe's. For above the
entertainment and instruction, there is
the feeling of belonging to a winning
team and every person present knows
the Hootenanny comes on the heels of
another “Good Year” he has helped to
make; and each is thoroughly optimistic
that the Hootenanny is also the forerunner
of an even better year!

Sunday is for business. New product
lines such as the Homastead Packaged
Home are introduced. Resulls from the pasl
year are discussed and budgets for the
coming year are reviewed, and bost of
all, the new incentives are announced.
Evervthing from $25.00 sales bonuses, to
automobiles, to grand trips to Las Vegas,
Hawaii and Europe is used as an incentive
to achieve our goals and keep Lowe's
moving as the most successful company
of its type.

In Summary: We pay money. we promote
from within, and we establish creative
incentive plans through all facets of our
company. Yet with all these motivational
things going [or us, it is still the
self-starters, the self-motivated people
who become the leaders al Lowe's.



With Lowe's growilh, two Hootenannios wars
required in 1971, The theme was nautical and
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Some customers said these costumes werng

unustually appropriate

[ohn Walker welcomed the group to

thie meeting

Lowe's store personnel provided the musical

enlertainment




Motivation — Profit-Sharing

A voluntary withdrawal provision was adopted
n 1971, enabling Lowe's people. like the
Arnold Lakovs, 1o receive Profit Sharing

funids while still employed

Background: Lowe's uniguely successiul
Profit-Sharing Plan and Trust was
announced in 1957, Its acquisition of
Lowe's stock is detailed on page 33,

Membership: Every employee with six
months service is aligible for membership.
Each year, if the profit center to which he
is assigned achioves the profit objectives
set by management, an amount equal (o
15% of his annual compensation Is
contributed to the Trust in his name. This
signilicant program gives each employes
an individual sense of ownership
responsibility and participation in the
long term advantages of creative
capitalism. A substantial financial base
has been earned by many employees,

Shareholder Interests: A new study, Does
Profit Sharing Pav?. from the Profit
Sharing Rescarch Foundation ably and
convincingly details the reasons
shareholders should prefer profit sharing
companies. We quote: "What we need
today are organizational incentives—
programs which can simultaneously
motivate and unite all factors contributing
to corporate growlh— stockholders.
management, and employees. Profit
sharing is multi-motivational bacause it
focuses attention on a common goal —
increased profits—and rewards all factors”.
The study compared financial
performance of retailers with and without
profit sharing. There were 8 profit sharing
companies, including Sears. Penney, and
Macy: and B non-profit sharers. including
Allied, May, and Marshall Figld. The
study conclusion: “On all measures of
significance to stockholders. the profit
sharing group outperformed the non profit
sharing group by substantial margins"”
The adjacent charts. from the study,
show the difference. Profit sharing people
produce more profit per employee, more
return on investment and more profit
on sales. This results in higher earnings
per share, dividends, and market value,
Lowe's performance corroborales this,
Profit sharing boosts profit ability.






A montage of our 1871 advertizsing and sales
Motivatiun = ThE MarkEt promotion efforts. Shown are Arnold Palmer,

Richard Potty. and Roman Gabriel

LOWE'S: HOW WE GROW

A Marketing Definition: The concept of
Marketing which seems most appropriate
to us was written by Clarence E. Eldridge.
who defined it as, “The art of determining
the needs and wants of customers and
filling them, at a profit to the
organization.” This customer-oriented
approach is essential to marketing
success, and the profit discipline is
essential for corporate success. Therefore,
an increasing amount of emphasis is being
placed on research, in the attempt to

keep our antennae trained towards the
market, and to interpret the signals.

Marketing Research: Our research efforts
take varied forms. 12,000 research
opportunities visit our stores each day.
called customers. Lowe's personnel are
trained and financially motivated to
maintain a helpful, listening attitude, and
to channel this information back to the
person in decision-making authority.
Formal opportunities for market
information flow include weekly store
meetings of all personnel: weekly
written reports from each store manager
with sections for comments on inventories,
advertising. delivery, and customer
service: and regular managers’ meetings.
Our data processing system provides
valuable information feedback. Patterns of
customer behavior with regard to products
and services have often been spotted first
in IBM reports. We had not realized, for
example, the extent of increasing
consumer buying of 2 x 4 studs until a
purchase quantity analysis revealed it.
Formal marketing research is a
continuous process as our stores, product
line, and customer mix grow and evolve,
Customer surveys, market definitions, and
market studies are conducted regularly.

Merchandise Research: Merchandise
research is also required on a continuous
basis, and this necessitates the personal
judgment and talenl of people. Data
processing can tell us what is not selling,
but not why, or what will sell. This task
26




Full color “tabloids I

for Lowe's, being printed on a large Atlanta

fall= 1o our Marketing Managers,
Merchandising Managers and Purchasing
Apents who make a continued study of
merchandise trends. They listen to
galesmen, shop competitors, visit exhibits
and trade shows, and exercise basic
market judgment.

Advertising: Prerequisite to being one of
the nation’s fastest growing retailers is
having an innovative, aggressive
advertising strategy. The past five years
have seen a boom in Lowe's advertising
capahilities. Our advertising people. a
relatively small but solidly professional
group, have led Lowe's to the position

of acknowledged leadership in our field
The foremost goals of every person in the
group are to keep the customers “coming
through the doors”, maintain our
gompetitive superiority, and continue to
enhance Lowe's corporale image.

Re-writing the advertising record books
has bacome a pleasant habit at Lowe's.
and fiscal 1971 was no exception. Our
customer count for the year was
3,184,323, 17% hetter than 1970.

The newspaper medium continued lo
carry the bulk of Lowe's advertising in
1971, but as can be seen from the map,
Lowe's markel area is widely covered by
other media as well. Television continues
to grow as a part of our advertising
program. Radio has long been a favorite
with our store managers because of its
flexibility and is controlled almost
completely on a local level. We are now
for the first time using full color
billboards regularly. Full color pre-printed
mailers and newspapers inserts account
{u:' B |.||1_:|-' ||||rr||l|'| 11| EYLLT ad |Hli‘|'_H'|
Everything from sales tickets to postage
meter stamps is being designed to carry a
special Lowe's message in a creative

outlook and delinition of media

Outlook: We are confidently anticipating
the continued profitability of our market
motivation efforts. with an even larger
consumer franchise baing earned and
owned by Lowe's

L)

=]

eclive print agdvertising
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Lowe's Stores: Here's where it all comes
together —the goods, the serv
customers and their money, our people

and their motivations. These pictures are
typi
Saturday. a holiday sales event, or a Grand

g, the

il of scenes al Lowe's on a busy

Opening of a new store, There is a
minimum of formal ceremony — the
emphasis is placed on an air of festivity,
exciting promotions. and gelting
acguaintied with our visitors and [riends.
As these photographs indicate, the value
and interesting variely of our product line,
and the flair of our merchandisineg draw
attention from a wide cross section of
shoppers. And these customers see us as
# local business because our store
parsonnel are active community-minded
people. Known products, optimum service,
low prices. known people. It does make a
customer comfortable, contributing to
Lowe's growth

Promotions: Grand Opening and local
promotions vary from store to store, and
by season, but Include free refreshments
Buyer's Guide Catalogs, how-to-do-il
product demonstrations by manufacturer’s
representatives, carnival rides in the
parking lot for children and live music
entertainmant. Of all the hundreds of
different sales promotions we have used,
however, none has hF”'I'I a8 IJ!'II'l.'i"'I'D"l-"l-l'!n'
successful and popular as Lowea's “"Heart's
Desire” Grand Prize Drawing. Customers
are invited to choose what the Grand
Prize will be. We ask them to look over

all the products on display and to wrile
on the entry card the one that they svould
most like to win as their "Heart's Desire”

Then if their name is drawn, they have

selected their own award, from shopping
our product line. This insures that our
products and displays gat careful scrutiny,
particularly from the ladies.

An RCA color television console is the
most often-selected grand prize choice,
but many times the winning ticket has
called for an electric saw, toaster or other

Product Line Sales Analysis: Listed here
are the principal products we sell,
grouped in seven major categories. The
table at right shows the sales performance
of these categories and their S-year
erowth rate. We do not list "net product
profit”, because unlike manufacturers,
our retall stores are our profit cenlers
hoth conceptually and in reality.

(1} Lumber: Dimensional lumber, framing,
studs, flooring, mouldines, siding,

and shelving

Building Materials: Plywood. gypsum
board, roofing. paneling, carpeting,
components, cement. plaster, brick,
tile flooring, paint, doors. windows
and nails.

{3) Building Hardware: Plumbing

malerials, electrical supplies, heating
equipment. locks, hinges. lighting
fixtures, home water systems, and
central air-conditioning,

Home Appliances: Rangoes and
refrigerators, washers and dryers.
freezers, air-conditioners. wato
heaters, dishwashers, disposals, and
kitchen cabinets

House and Yard: Power lawn mowers,
riding mowers, garden tillers. power
tools. hand tools, electric housewares

4

bicycles, gym sets, swimming pools,
lawn furniture, outdoor living
equipment, mini-bikes, campers,
housewares, giltwares, and sporting
poods
(6) Home Entertainment: Color and black
and white television, tape recorders
stereophonic record players, high
ficlelity radio equipmenl
intercoms, puilars, amplifiers
tapeplayers, and cartridge lapes
(7) Mobhile Homes
Trend Analysis: An understanding study
of these product trends and growth rates
can only be made with a simultaneous
review of the trends in Lowe's changing
customer mix, as detailed in Table B on

surprisingly modest choice of merchandise. Page 15, Lowe's Customer Sales Profile



Total family shopping sppeal is a markeling
ohjective. Merchandise selection and store

atmosphere is essential

Rathor than cut a ribbon. we saw o hoard to
officially open our new stores. Shown hare

the Atlanta opening

Honest— we didn’t pose this shol —showing
relail cuslomaers an one side and professional

Duyers on Lhe olher

28



Growth and Expansion

LOWE'S: HOW WE GROW

Growth: Lowe's managemen! believes in
growth. Not only sales growth. but also
profit growth, and specifically {since
becoming a public company in 1961)
growth in earnings per share.

Sales & Store Growlh Rates: From 1961
through 1971, Lowe's sales volume has
increased at a 18.5% annual compound
rale. During this same period, sales
volume in the 15 original 1981 markets
has grown at a 5.2% annual rate. The
balance, of course, came from new stores,
which have been opened at a compound
rate of 17.5%. A comparison of this 17.5%
new store growth rate and the total sales
increase rate of 18.5% must take into
account differences in timing of new
store openings during the year, and
differing sales volume maturation rales.
However, il does show the hasic
importance of store expansion Lo our
growth. And the long-term 5.2% growth
rate in established stores indicates
additional sales growth potential in the
present 75 markets.

Earnings Growth: From 1961 through
1971, net earnings have grown from
£034.426 to 56,547,589, an annual growth
rate of 21.5%. The compound growth rate
in earnings per share. during this same
period, has been 21.1%.

Performance: Our objective is also to post
a balanced performance. In that regard,
we believe that an important measure of a
company's performance is the rate of
return on stockholders’ equity. As shown
in Performance Measurements in the 16-
vear review on pages 40 through 42,
Lowe's has consistently achieved
management’s objective of 20% on average
equity. This best measures a company’s
top management, whose policies on
capital composition and the debt-equity
ratio. have a significant effect on rate
of return on equity.

Perhaps a better measurement of
operating management is return on total
assets, and we believe that beginning

assels is the more relevant figure. In a
sense, the Board of Directors, at the
beginning of each fiscal year, entrusts
the assets of the company lo operaling
management to use and to increase,
Lowe's record in this measurement is
also shown in the 18-vear review. with
the basic trend upward, and 13.25%
reeturn achieved this vear.

A Comparison: Shown in the table are
various performance measurements of
three groups: the nation’s top ten retailers
inon-food); the two largest companies
with major chain building material
reztailing activity: and Lowe's lates! five
years. {We like to think of these three
groups as the Big, the Bad, and the
Beautiful!)

Many conclusions may be drawn from

this study. Sears’ return on sales, Penney's
relurn on equity, and Kresge's growth in
sales and earnings per share prove thal
giant companies can be nimble
performers. And expansion is not diluting
Lowe's performance. Our employees
doubled during this period and profit
per person increased. These comparisons
reinforce management's policy decisions
nol Lo lry o be all things to all people
ol Lo chase sach grass-is-greaner
prospect— bul o invest our resources of
time, energy, experience, and growth
investmen! funds into additional Lowe's
stores as our basic growth policy.

Expansion Department: Determining store
locations on a priority basis is the job
assignment of Lowe's Expansion
Department. It was formed in January,
1969, to bring specialized full-time
attention to this vital aspect of Lowe's
growth. Two executives have been
assigned to staff this department.

Choosing Markets: Growing
concentrically, and expanding our

merchandising influence in gradually

larger circles has much to recommend it.
One reason is that efficiency in logistics
is most likely to be maintained. Another



is that Lowe’s job of getting acquainted
with the public may be easier because of
spill-over of previous advertising and
other promational efforts. So growing

concentrically has been our basic pattern,

However. these same benefits and
reasons apply even more strongly to new

locations within Lowe's present perimeter,
or sphere of influence. And as our product

line has expanded, and as the economic
activity of our market area has Increased,
{see pages 18 through 21 for & measure of
this), we find that towns that previously
have heen passed over in favor of
higher-priority areas, are now prime
prospects for new Lowe's stores,

Criteria: The Expansion Department has

an extensive check-off list for prospective

stores. Some of the important
considerations are: the population and

size of the market, the accessibility of the

location to retail traffic, the zoning, rail
siding availability, adequate size (about
four acres) for warchouse, sheds, sales
floor and parking. eic., elc. Leads are

being followed up, and locations evaluated

on a systematic basis.

New Store Localions—Fiscal 1972: Our
expansion plans for fiscal 1972 call for
17 new stores, a 22.7% increase over the
present 75, Fifteen of these are listed on
page 2. and are already in process,

Aerial views give good “fixes” on prospective
new lucations and their proximity to peopile

rowds, oned rail

Stea] framework being erected for a new
Lowe's store with integral sales floor and

warehouse

View from the parking lot of the completed

store, showing the blue mansard margpee

design we use




Lowe’s Corporate History

LYY

The Corporate History of Lowe’s

Lowe's began very guietly. The original
company was Mr. L. 5. Lowe’s hardware
store in North Wilkesboro, N.C.. founded
in 1921, It was going its quiel way in
1940, when Ruth Lowe, daughter of the
founder, did two things that profoundly
influenced the history of Lowe's
Companies, Inc. She sold North
Wilkesboro Hardware to her brother,
James L. Lowe, for $4.200, And she
married H. Carl Buchan. |r.

He was then employed in the traffic
department of the Atlantic & East Carolina
Railroad. He continued to work for the
rallroad until 1942, when he enlisted in
the Army. Mr. Lowe joined the Air Corps:
Mrs. Buchan and her mother operated
MNorth Wilkeshoro Hardware

Private Buchan was sent to Officer
Candidate School and received a
commission, but was injured and
discharged in 1943, As he later recalled,
“lim Lowe told me if 1 would go home and
inventory the stock and make enough
maoney o pay him the amount of the
inventory, | could have half interest.”

The Birth Years: 1 immediately
proceeded to North Wilkesboro and
took a physical inventory. It amounted
to 12,500 and consisted of notions,

dry goods. snuff, produce, groceries,
small miscellaneous hardware and
building material. The business was
located in a building 25 x 140 feel. Aller
assuming management, | sold out all the
stock except the heavy hardware and
building materials. In a yvear or lwo)
Buchan said, “our business began 1o
prosper, and its Tuture was limited only by
our own imagination and ability.”

As far as retailing was concerned,
Buchan's imagination was innovative and
hold. He envisioned the mass marketing of
building materials even then. In 19449,
Lowe's opened its first expansion store,
in Sparta, North Carolina: 40 miles from
MNorth Wilkesboro, Buchan and Lowe then
acquired an automohile dealership and a

cattle farm—but Buchan, in the next three
years, devoled himself completely to the
low-margin marketing of building
materials, while his partner becams more
committed to automobiles and cattle. “In
18952 Carl Buchan recalled. 1 was ahle to
tracle my interest in these two operations
for Jim's interest in the two stores, | was
completely on my own for the first time.”

“Predictions were that 1 would [ail; my
trade connections said that | would not
last beyvond 90 days.” But about 90 days
later, he opened the Asheville, North
Carolina store, and Lowe's was on its way,
Sales zoomed from 1952 through 1959
sab.1 million, 6.4 million, 59 million, $11.8
million, $17.4 million, $18.2 million, $20.4
million. %27 million. The company added
stores: one In 1954, two in 1955, three in
1950, four in 1954, and two in THG0.

A management team began to develop
Petro Kulynych, who had started as a
clerk in 1946, hecame Vice President in
charge of Purchasing in 1954, Leonard
Herring, with extensive experience in
department store operation, joined the
company in 19535 and became Secretary
and Treasurer in 1956, Joe V. Reinhardt,
a specialist in electronic data processing,
joined in 19568 and began to develop an
integration of warehousing, materials
handling and data processing. Robert L.
Strickland, a graduate of Harvard
Business School, joined the company in
14957 to work in Advertising and
Marketing. John A. Walker, a sales
execulive of the Hotpoint Division of
General Electric Company, joined in 1958
and hecame Lowe's Sales Manager.

In the year ending July 31, 1960, sales
volume rose ta $30.7 million; and this, to
Carl Buchan, was only the beginning. 1
now desire 1o build this business into the
largest and most successiul of ils type in
the world, owned and controlled by those
who have built 117" he wrote. Bul on the
morning of October 22, 1960, the
execulive group, waiting for Mr. Buchan to
attend their weekly meeting, learned that
he was dead of a heart attack, ol age 43



Profit Sharing Ownership: Carl Buchan's
future planning had called for the Lowe's
Employees Profit Sharing Plan and

Trust to buy blocks of his stock —
periodically during his lifetime. and the
balance at his death. So during the next
trying months, the management group
remained intact, and working with the
executor of the estate, attempled to
determine the best alternative for the
future development of Lowe's in
accordance with the plans of Mr. Buchan,

The profit Sharing Trust had replaced
an existing pension plan, was just
four years old, and had only a modest
financial base. However, during 1961,

i plan of action was agreed upon,

OFf 1.000,000 shares of Lowe’s commaon
stock. 110,820 were owned by employees
and business associales of Buchan. The
Profit Sharing Trust bought the remaining
#8Y9, 180 shares of Lowe's common stock
from the Buchan estate and family for
$4.3 million in cash and a series of notes
totalling $1 million. The cash payment was
obtained from a short term loan; and the
loan was repaid from the proceeds of a
public offering of 410,000 shares of
common stock, at a price of $12.25.

G. H. Walker & Company of New York,
was managing underwriter for the
offering, on Oclober 10, 1961,

The Profit Sharing Trust retained the
balance of the Lowe’s common stock until
the secondary offering in January 1971 of
J00,000 shares al $43.25 per share,

. H. Walker & Co. again formed a
group of investment bankers to
underwrite and sell the stock. This group
included Merrill Lynch; Goldman Sachs;
duPont Glore Forgan: Eastman Dillon,
Unjon Securities: Hornblower &
Weeks-Hemphill, Noyes: Kidder Peabody:
Lehman Brothers: Paine, Webber,
lackson, & Curtis: Smith, Barney: White,
Weld: Dean Witter: Burnham; Clark,
Dodge: W. E. Hutton; Reynolds: Shearson,
Hammill: Shields: F. 5. Smithers:

Robert Fleming: and Laird. The reputation
and participation of this group insured a

successful transaction, and remains an
impressive endorsement of the increasing
investment quality of Lowe's stock,

Ten Growth Years: In the reorganization
of 1861, Edwin Duncan, President of The
Northwestern Bank, who had been the
company’s financial advisor since 1952,
became President and Board Chairman.
William H. McElwee. Lowe's general
counsel, became Vice President and
Director. Gordon E. Cadwgan. general
partner of G. H. Walker % Company,
became a member of the Board along with
the five members of the management staff.
Launching Lowe's Growth Phase with
vigor and a keen sense of opportunities,
this management group has steered
Lowe's to new highs. During these firs]
10 growth years. stores have been
increased from 15 to 75, sales from $31.1
to $169.7 million, earnings per share from
£0.23 to $1.56, and nel worth from 85
million to $30.5 million. In 1970, another
reorganization was effected as follows:
Mr. Duncan, Chairman of the Board;
Messrs Herring, Kulynyeh, Strickland,
Reinhardt and Walker. Office of the
President, with complementing duties,
Mr. Cadwgan and Mr. McElwee round out
the Board of Directors.

Lowe's: A Historic Marketing Innovation
The corporate details of Lowe's are
factual, but convey neither the

significant marketing elements of the time,

nor the excitement, ambition, and hard
work of the people involved.

In 1948, virtually all residential building
materials were sold through the
conventional distribution channels—
manufacturer to wholesaler, to retailer,
to builder or sub-contractor, then finally
to the consumer. The price paid by the
consumer reflected all these pricing
levels. Restricted franchises helped
perpetuale this costly and inefficient
system. Plumbing, heating and electrical
materials. needed in every home, were not
sold by most building material retailers,
requiring the customer to deal with other

inefficient distribution svstems also. The
Lowe's idea was beautifully simple—to
create one-stop shopping for the customer,
and to buy directly from manufacturers at
the same prices that wholesalers were
paying, and to sell directly to the general
public at the same prices the dealer had
to pay. In many cases, “"Lowe's Low Price”
at retail was less than the dealers’ buying
price from the wholesalers. This caused
confusion, anger. and somelimes chaops in
the trade channels, but it built a
reputation and was the foundation of a
great business,

When the material shortages of the
Korean War hegan to affect the business,
Lowe's Low Prices were nol raised, and
efforts to acquire materials were
Intensified, with successful results. So
when Lowe’s had merchandise that no one
else had, and the prices were still
startlingly low, a new dimension was
added to the growing legend. About this
time, Lowe's began to sell major
appliances in volume, a venlura that
would lead to a greatly expanded
merchandise ling, and help make Lowe's
Low Prices a household word in the area,

Lowe's people were voung, dedicated
and ageressive. They were inspired by
Buchan's drive and vision and spurred by
the personal incentives which have
become a hallmark of Lowe's. Many are
still with the company,

Just as the supermarket concepl
revolutionized grocery retailing in the
thirties, Lowe's new concept was to have
far-reaching elfects on the merchandising
of building materials and hard goods.

Ten More Growth Years: We have a 10
year vision of achieving $1 billion in sales
in 1981, We [eel that we are hallway
there. nol in sales, but in years, A 19%
compound growth rate in sales from our
1961 sales base of $31 million equals $1
billion in 1981, Through 10 years, we are
al 18.3%, and our slore expansion program
and the increase in sales per store should

put us on target by the end of this year.
Kk



Consolidated Earnings Statement

LOWE'S COMPANIES. INC. AND SUBSIDIARIES

Year ended July 31, 1971 with comparative figures for 1970 1971 1970
CURRENT EARNINGS
Income:
T e e O e D0 o e (U S S L $169,722,859 $128,491,284
R IO ONTIN s s i w6 AR P — 1,800
p il SRR e e R et e e e e e R ... . $169,722,859 $128 493,084
Costs and Expenses:
Cost of Sales, Selling, Administrative
AN General EXDBNSEE ... .....covvverianssrrsrsmsrainnsssssnss $152,528 411 $115,370,586
T T R e e eRe R B B R . 492,119 436,110
Dapreciation and Amortization ... ....ccoiiiiiieiiiiiiiiciinaiianan 1,626,661 1,220,867
Contribution to Employees' Profit-Sharing Plan .........cccoviuuan.. 1,669,121 1,199,946
Interast and Loan EXDENSA . .......veeisesoeessensssesisssssssiasss 479177 327,503
Total Costs and Expenses ..................cccivvrunnrnnnnnnns $1566,696,389 £118,555,012
Rl s e B ey e $ 13,027,470 § 9,938,072
Provision for Income TaXes .........cceeiesssaiesensssssssisissis 6,479,881 5,068,261
NEE EBIMINGS .\ e e e et e e e et et e e an e enes $ 6,547,589 $ 4,869,811
Per Share:
Shares Outstanding at End of Year ..........ccciiiiiiiiiiicaniasas 4,209,559 4,207 428
MNet Eamnings — Computed on Basis of Daily
Average Shares Outstanding ............cciiirivianennriianaaas $ 1.56 $ 1.16
RETAINED EARNINGS
Balance at Beginning of Year .......iviivinnrnnasssisressessssssss $ 22207553 £ 18,181 477
Nt Eamings <o o e st e sal il )s aracuaniniena s e aa s 6.547,689 4,869,811
LF T Rerstrepe s e mre cor O - . e e $ 28,755,142 $ 23,051,288
Less Dividends to Shareholders
($.21Y/2 and $.20 per Share Respectively) ..............ccviveennne. 907,027 843,735
Balance st End of Yedr ... ..oivviiminaneissanssssseassssvasssss $ 27.848,115 $ 22207553

SEE NOTES TO FINANCIAL STATEMENTS ON PAGES 37 AND 38




Consolidated Balance Sheet

LOWE'S COMPANIES, INC, AND SUBSIDIARIES

July 31, 1971 with comparative figures at July 31, 1970 1971 1970
ASSETS
Current Assets:
T L Il o S s $ 6,303,688 $ 4,857,958
Accounts Receivable Less Allowance for Doubtful Accounts —

1971 —$937,955; 1970 — 8727541, ... ..coiviinrnnaninasassnrenns 20,944,011 14,887,120
Inventories at the Lower of Cost (First-In, First-Out) or Market......... 27,332,077 19,040,313
Prepaid Expenses and Other Current Assets ................cvcnnn 331,268 292 870

Total Current AsSelS ... .......ccveieeseinasnarenanrscaasssssins $54,910,944 $38,878,261

Pro , Improvements and ment: At Cost Less
A':::Lt:'lulaiad Dupraciatians?g?i: — $5,463,728 — 1970 — $4,445,568. ... 14,087,212 10,389,480
Other Assets:
Unamortized Loan EXPenSe ......c.coscsrsrrasrrrnnrrcsssssassscas 11,228 9,830
Sundry Assets at Cost........cvieiiririniranrararanroterarinaonas 76,376 138,194
B T T e P A A Y e M U R S R $69,085,760 $49 415,765
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Lisbilities:
Trade Accounts Payable ........ccciiueeninscrisneisssssuiannnsans £21,008 6584 $15,178,120
Long Term Debt Due Within One Year.............ccoieeiiennnanns 478,622 475,162
Accruad EXPONSSS .........cosssssscsatssarssssnstsnsasssssnninn 331,677 1,886,272
Provision for Employees' Profit-Sharing .........ocoiiiiiiinaiiiiins 1,105,051 839,048
Provisions for Income TaxXes ......ocvveiiinunniinsnsnsnanrsnrraans 4,263 451 2,832,929
Total Current Liabilities ........ i ) N, . $31,197,485 $21,211,629
Long-Term Debt: -
MNotes Payable. . .- aiiiiiiiiisnalalaasaaii s rrasmassns 7,295,960 3,315,347
Tolal LiablBEes ... .o iivsvmnsvnsrnnmsinmssiassssasisscomsas £38,493, 445 £24,5626 876
Shareholders' Equity:
5% Preferred Stock — $100 Par Value, Authorized 500 Shares;

lssued and Outstanding, 450 Shares .........ci.ccviiiaiarrrnseaa $ 45,000 $ 45,000
Commen Stock — £.50 Par Value, Authorized 10,000,000 Shares;

Issued and Outstanding 1971 — 4,209,559 Shares, 1870 —

el e B T e e L e e B 2,104,779 2,103,714
a1 - BT [V e e e e S e e e e S B L S P S e 594 421 532,622
Retainsd ERmINGS. -« 5o celss s dieis s s eissinnis aan slasssiss s nlss o e sasa 27,848,115 22,207 563

Total Shareholders’ Equity .............c.ivvviiinnninronnnaanns $30,592,315 $24 888,889

Total Liabilities and Shareholders' Equity . ............... ... ... $69,085,760 £49,415,765

SEE NOTES TO FINANCIAL STATEMENTS ON PAGES 57 AND 38







Notes to Financial Statements

LOWE'S COMPANIES, INC. AND SUBSIDIARIES

Year ended July 31, 1971

Note 1—Principles of Consaolidation:

The consolidated financial statements
include the accounts of all subsidiaries,
all of which are wholly owned. There are
74 subsidiary corporations: 71 stores, a
lumber company, an advertising agency,
and a real estate investment company,
There were eleven new subsidiaries
organized and one liquidated during the
current year. All new subsidiaries, except
one store still under construction, began
operations before July 31, 1871,

Note 2—Long-Term Debt:

The Company's long term debt is
summarized as follows:

Loans from & Life Insurance Company:
Unsecured 5-3/4% Note Maturing 1977 _ . § 420,000
Sacored Noles Maturing 1979 1o 1984

Interest Rates 55/8% to 8% ......... 3072475
Loans fram Bank and Bank Holding Compary:
Unsecured 6-1/4% Nole Maluring 1972 2,250,000
Secured Notes Maturing 1973 to 1986
Interest Rates 6% o 7-1/2% .. ....... 1,731,679
Varipus Other Notes:
Unsecured Notes Maturing 1972 to 1980
Interest Rates 6% to 6-1/2% . ........ 150,428
Secured 8% Mote Maturing 1974 ., .. .... 150,000
TotalDebb .. ... ..oovvennns.... 57,774,582

Among other conditions, the life
insurance loan agreements require the
maintenance of consolidated net current
assets of $4,500,000. They restrict
dividend payments If consolidated net
current assets are less than $5,000,000
and limit them to 65% of consolidated net
income subsequent to July 81, 1861,

After giving effect to the dividends paid
for the year ended July 31, 1871, there
were accumulated earnings of $13,407.762
iree of the dividend restrictions. The
agreements also place cartain restrictions

on other current and long term barrowing
unless approval of the holders of the notes
is obtained, and provide for prepayments
at varying premium rates over the terms
of the loans.

Deeds of Trust on certain real estate
have been provided by the Company as
collateral on all secured loans.

The total debt maturities during the
next three years are as follows: 1872—
$478.622; 1873 —82.640.706:

1874 —5090,758.

Note 3—Long-Term Leases:

Lowe's Companies, Inc. and its
subsidiaries have thirty rental leases
explring more than three years after
July 31, 1971, with aggregate minimum
annual rentals of approximately $306,465.
One of the leases expires in 1980, none
of the others extend beyond 1882 except
by option of the Company.

Note 4—Income Taxes:

The Company and its subsidiaries have
followed the practice of filing separate
federal income tax returns using multiple
surtax exemptions as provided for under
the Internal Revenue Code of 1854. This
practice has been approved by the
Internal Revenue Service for all years
prior to October 31, 1964 and has resulted
in less tax provisions than would have
been required if consolidated returns had
been [lled. The Internal Revenue agents
have recently completed an examination
for the fiscal years between October 31,
1864 and July 31, 1868,and have submitted
reports making primary assessments
relative to the surtax exemptions
estimated at $860,000. In the event they
are not successful with the primary
assessments, the agents have submitted
three alternate assessments proposing

taxes ranging from approximately $325,000
to $800,000. Various other adjustments
have been proposed which are not
considered material in the aggregate. All
of the proposals are currently being
contested before the Internal Revenue
Service. Since the practice of using
multiple surtax exemptions has been
questioned and approved by the Internal
Revenue Service in all prior years, it is
the opinion of management and counsel
that the matter will be concluded without
material adverse effect to the Company,

Note 5—Employees’ Stock Option Plan:

There is in effect the 1868 Qualified
Employee Stock Option Plan approved by
the shareholders on November 12, 1868,
affective October 1, 1988, The plan
provides for the reservation of 200,000
shares of the unissued common stock of
the Company to be issued to employees
pursuant to options to be granted under
the plan. Options may be issued for a
period of five years at 100% of the fair
market value of the stock on the date the
option Is granted and may be exercised
for 25% of the total number of shares
granted during the secontl year from the
date of the grant and for 25% of such total
within each of the following three years.
If all or a portion of an option is not
exercised in the years it becomes
exercisable it may be carried over and
exercised at any time during the
remainder of the option period.

Al July 31, 1871 options had been
granted for 157,088 shares at $28.50 per
share or a total of $4,634.086, which was
the fair market value of the stock on
September 2, 1069, the date the
options were granted.

The following table sets forth the
transactions that have taken place
under the plan:



Beginning Exercisoble Date, | 8-2-70
Option Price per Share. . .3 29.50
Exercisable Dunng the Year Ended Jurr 31,1971, 39272
Exercised Year Ended July 31, 1971, . A Bk
Shares Forfeded . .. .. . e 13 095
Options Outstanding July 11 1911 141,862

The market value of the shares on the
date the options became exercisable was
$32.00 per share or a total of $1.258,704,

The market value of the shares acquired
under the options during the year varied
from $36.50 to $68.50. The market value
of the unexercised options at July 31,
1871 was approximately $68.50 per share,
or a total of $9,717.547.

Note 6—Employees' Profit-Sharing Plan:

There is in effect a qualified
noncontributory employee profit-sharing
plan established in June 1857. The
Company and subsidiaries generally
contribute to the plan the maximum
amount allowed under the Internal
Revenue Code; that is, 15% of the
aggregate annual compensation paid to
participating employees. The trust
created by the plan is the Company's
largest shareholder.

Note 7—Cosl and Expenses:

The Company’s cost and expenses are
classified as follows in its annual report to
the Securities and Exchange Commission:

7-31-71 7-31-70

Cost of Sales, Buying
Warehousing and
Occupancy Expense

Selling, Adminisiralive

$138.142.956 5104,506,196

and General Expenses 17,074 381 13,005,114
Provisions for Bad Debts 998,875 716,199
Interest and Loan

Expenses . 479,177 327,503

$156,695,389 5118,555.012
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The Board of Directors
Lowe's Companies. Inc.

We have examined the consolidated balance
sheet of Lowe's Companies, Inc., and subsidiary
companies at July 31, 1871, and the related
consolidated statements of earnings and retained
earnings and changes in financial position for the
year then ended. Our examination was 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
clroumstances,

In our opinion, the statements mentioned above
present fairly the consolidated financial position of
Lowe's Companies, Inc., and subsidiary companies
at July 31, 1971, the consolidated results of their
operations and the use of their funds for the year
then ended. in conformity with generally accepted
accounting principles applied on a basis consistent
with that of the preceding year.

) Lt v G,

]. A. GRISETTE & CO.
Certified Public Accountants
Lenoir, North Carolina
September 30, 1871
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Sixteen Year Review of Performance bl 2o Lol b i
been made _u.;l:ring tl::;n
sixteen years.

15 Year 10 Year 5 Year

Compound Compound  Compound
Growth Growth Growth
Rates Rates Rates
Year Ended July 31 1956-1971 1961-18T1 1966-1871 1971
Stores and People
1 HNumber of Stores .........c0ieunen R st R el T ATA AT A R T Vi 18.3% 17.5% 14.0% L]
2  Number of Employees ......ccissssessertronsscsssrssessnsnsssnns 17.0% 17.9% 18.4%% 2,0M
I T S TP T Taty e e e e e e e o L e = e nfa 17.2% 14.3% 3,194,323
4 Avarage Customer Purchase ........cccoeviinnanneens R § 56313
Comparative Income Statement (Thousands)
L e 2 [ T e N S O L I S 16.4% 18.5%: 17.1%: § 169728
8| ||| Pye=Tax Earninges |l oo e S S e S e Sl 20.1% 21.2% 19.8% $ 13027
Tl | T ot 0Ty ICOI [ il a1 ei g o o e wi e e it 20.0% 21.1% 21.0% § 6479
I =T o N, e iz 20.4% 21.5% 18.7%s § 6548
D | Cash Dividands Paid: o i iy s e s i s aia s wiains e o n/a 24.1% 81% $ 907
Dollars Per Share: (1)
10| R ERmInOE D) s s ines e L e i s ety e e ben e Ty Tl 20.1% 21.1% 18.1%: 5 1.56
11  Cash Dividends ........... A L o o P e o i n/a 24.0%; 7.5% $ 216
12 Shareholders' EQUItY .. ..cvvevvirrrernnrsnrsssrsnsnsssssssssnnnsan 28.1% 19.3% 20.6% 5 7.27
Performance Measuremenis®
13  Sales Per Beginning Asset Dollar .......cccvvviviivviniriacrcnannes $ 3.43
14  Sales Per Average Shareholder Equity Dollar ............. st tas § 6.12
15  Earnings As Parcent of Sales ................. s weeramrean O . 3.86%
16 Percent Return on Beginning ASsels ... ........cccvvvmemrenennnans 13.25%
17  Percent Relurn on Average Shareholders' Equity .........cc0nivee 23.64%
18 Compound Growth Rate in Earnings Per Share—from 1961 ......... 211 %
Comperative Balance Sheet (Thousands)
19 Current Asset Totals .................. e S e o 1 20.4%, 19.5% 18.6% § B49M
- L o T e e e T Pt e e oy $ 6304
21 Accounts Receivable (Met of Reserve) .. 26.9% 21.1% 17.6% $ 20944
22 Inventories (Lower of Cost or Market) ....... e e e 17.9% 19.0% 20.3% § 27532
23  Other Current Assets ..... e $ a3
2 Elxed g e e s G e e e R 34.9% 27.5% 20.7% $ 14,087
28 | OHher AR il s e R T A e Wb $ g8
B Tolal ASBEEE ... ..uerrrrinrannnssananesnnrsannrrennnrarnnen s 21.8% 19.3% 19.3% £ 69,088
27 Current Liabilities Totals ..........ccovviivrinnns S A R 19.7% 20.29% 18.0% $ 31,198
28 Accounts Payable ........... 19.7% 21.1% 18.3% £ 1999
20 Income Tax Provisions ... .....eseisseassecsnanssssasasssssaanians $§ 4203
30 Other Currant Liabilities .....oviivvissinssrvnsasisinssaresasnoss $ 45906
31 Long-Term Debt ....ovvrevrrrnnrnranssssrsrarrsrasrsranrssarsanns 28.2% 16.1%%s 18.5% $ 7206
32 Deferred Credits .........ccoivieiivananies e
33 Total Liabilities ............. i m et e o e e e | R T e uim e 20.7%, 19.0%% 18.0%s § 88494
34 Shareholders’ Equity ..... T O s LA g e LA A R a7 s T 23.3% 19.7% 21.0% $ 30,582
35 Ratio: Equity + Long TermDebt ...........ccociiiiiiiniiinnnnn e 4.19
Shareholders and Shares
38 Shareholders of Record (8) ..vvvsesvisisrisisriasnsisasnnnassnins 2,463
37 Shares Outstanding 31] ). ixsasnsrannires e e e iR 4,209
30 | Stock Prico Bangs (1) . ivveveriieirinionsiensrssasasnassanansss e $ 29
Auditors Notes Parlommance Mesturdments®
(1) As adjusted to give effect to a 100% stock dividend al May 2, 1968 Far clarification: 213 timas 215 = 18,
and & 2 for 1 stock split at Movember 21, 1969, Also, 214 limes #2156 = #17. Figures may vary alightly due to rounding.
(2) AMer deducting §2,280 dividends per year on preferred stock.
For the years 1956 1961, the mamings are based on 4,000,000 #16, Relurn on Assets, may also be compuied by dividing Net Eamings
shares, the outstanding shares at Oclober 10, 1961, by previous year's Total Aszals, which are Beginning Assats for
{3) Public offering of stock October 10, 1961, the current year. F17, Retun on Sharsholder's Equity, may
(4) Variation in the culstanding shares is the result of transactions under also be computed by dividing Net Eamings by the average of
amployoe stock lon plans. Mo shares have bean yanr's and current year's Shamholdare® Equity.ﬁprﬂuhlhwth
Issued for acquisitions. componants, and multiply tham.

40



10 Year 5 Year

Compound
Growth Growth Base
Rates Rates Year
1970 1869 1968 1967 19856-1966 1861-1966 1966 1965 1964
64 58 53 44 20.6% 21.0% a9 a5 28
1,670 1,450 1,228 1,007 16.1% 17.4% 891 752 636
2 m a8 2,290,346 2,084,158 1,764 569 n'a 20.0% 1,635,702 1,283,729 1,141,168
5 4'.’.139 $ 5198 § 4770 § 4314 $ 4710 § 444 4
§ 12847 £ 119,083 § 97,031 § 75695 16.0% 19.9%, £ TT043 $§ 67044 § 488680
§ 053 § 9514 $§ 7202 $ 6151 20.5% 22.7% £ 5286 § 3842 § 3086
£ 50ea § 4906 $ 3609 § 238 19.4%% 27.0% £ 249 £ 1,898 £ 1518
$ 4870 $ 4608 § 3553 $ 2770 21.1% 24 5%, $§ 279 § 2,046 $ 1568
$ B44 $ 780 $ 756 $ 661 nfa 43.5% $ 616 s 519 $ 460
5§ 1.6 5 1.10 s 86 $ 87 21.0% 24,1, $ 68 $ 50 $ 40
$ 20 § 185 $ .18 $ 16 n'a 43.0% $ 16 $ A28 $ 116
$ 592 s 4.96 % 4,05 s 3.37 24.7%% 18.2%, $ 2.86 $ 258 $ 1.93
$ 3.09 5 3.36 $ 3.24 s 265 $ 3.34 $ 5.20 $ an
5 5.62 $ 6.29 $ 6.27 $ 5.88 $ 724 5 B.63 s 6.94
3.79%, 8.87% 3.70% 3.66%, 3.62% 3.59% 3.22%,
11.72% 13.00% 11.99%, 9.70% 12.09% 11.49% 10.01%:
21.23%, 24.33%, 23.19% 21.51% 26.22¢/ 23.80%, 22.34%,
19.7% 21.6% 20.6% 19.5% 24.3% 21.1% 20.2%
$ 38878 § 33433 § 28817 $ 24164 21.1% 20.4% $ 23396 § 19,187 $ 15350
£ 4658 $ 4540 $§ 4129 £ 4814 $§ 304 § 38801 $ 3374
$ 14887 § 14559 § 11,880 § 9675 31.8% 24.8% $ 9310 § 7,165 $ 5586
$ 19,040 $ 14,183 $ 12476 $ 8532 16.8% 17.9% $ 10,931 $ B,166 $ 6337
5 293 $ 51 $ 133 $ 143 L1 131 -4 65 $ 53
$ 10,330 § 7918 § 6546 $ 5729 41.5% 32.6% $ 5,068 § g8 $ 2381
- 148 $ $ 205 - a9 s 106 $ ™ $ 73
$ 49418 $ 41560 $ 357368 $ 729932 23.1% 19.3% $ 2B550 $ 23,096 $ 17804
$ 21,712 $ 18505 § 14911 $ 12,503 18.5% 22.6% $ 13630 $ 11,213 $ 7454
$ 15178 $ 10997 $ 9703 $§ 8425 18.4% 24.4%, § 0406 $ 7913 $ 5149
$ 2833 $ 3380 $§ 2,708 § 2177 $ 02,182 $ 1671 § 1,142
§ 520 $§ 4128 $ 2502 § 19m $ 1952 § 1629 £ 1163
$ 3315 § 2192 $ 3434 $ 3527 33.2% 11.8%, $ 3127 $ 237 $ 2815
5 1 $ 3 $ ] $ 16 $ 28
§ 24527 $ 20697 5 18,346 $ 16033 29,19, 19.9% § 16,765 $ 13,606 $ 10,097
§ 24889 § 20863 $ 17,022 § 13959 24.5% 18.5% § 11,794 $§ 9490 $§ 7707
7.51 9.52 4.85 395 a7 3.99 2.95
2117 1,916 1,976 2,154 1,885 181 1,967
4,207 428 4,207,428 4,202,828 4,124 842 4,106,304 4,060,832 3,973,000
$ 36-19 $ 38623 $ 2412 $ 12-6 L 10-7 $ 8-5 $ B-3

Compound Growth Rates
Tha compound growth rale percentages shown for 18, and all other

growth rate calculations in this report were made with the
halp of Compound [nterest Tables published by Union Carbide
Corporation, for which we sxpress thanks,

11
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