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Alexis.hartman@csu.fullerton.edu 
March 26, 2020 

Recommendation: Buy, 23 shares, $2,041.02 

Intrinsic Value: $108.22 

Executive Summary 

I recommend initiating a 3% position equal to about 23 shares, in Ross Stores, Inc. (ROST) for the CSUF SMIF 
portfolio. At its current share price of $85.60, the stock presents a 26.43% potential upside opportunity when 
compared against valuation estimates. Based off of DCF valuation ROST currently has an intrinsic value of 
$108.22 per share, making this a strong pocket of opportunity. ROST has continually dominated the discount 
retail industry with a market cap of $31 billion and steady increases in year over year sales throughout the past 
decade. With millennials now comprising a large portion of the consumer market, off-priced retailers are 
expected to experience growth. As a result, Ross Stores, Inc. plans to nearly double its number of stores in 
operation. Given these factors, as investors navigate unprecedented market conditions, ROST will hedge against 
the effects of a potential recession while also allowing investors to capture growth and upside potential. 
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Company Overview 
Ross Stores, Inc. operates in the discount retail space. The company has a 
market capitalization of $31 billion, making it one of the biggest companies 
in the industry. The corporation is comprised of two main storefront 
subsidiaries: Ross Dress for Less and DD’s Discounts. Both stores 
operate under Ross Stores, Inc. providing consumers with clothing 
and home essentials at deeply discounted prices. The company’s 
presence extends throughout the United States and Guam, with 1,899 
stores currently in operation. In the long run, management plans to 
increase stores to 3,000 U.S. locations with a concentration on its 
Midwest saturation. 

The company operates on a simple business model: utilize efficient, 
low-cost store designs, capitalize on the close-out purchase model, 
and employ cost-conscious, high visibility marketing techniques. 
Through the use of the close-out purchase model, Ross Stores, Inc. 
can offer in-season discount items resulting in fast inventory turns. 
As a result of this strategy, the business boasts a return on invested 
capital of 33.55%, far exceeding its peer’s average of 7.19%. 

The business segments are composed of women’s, men’s, and 
children’s apparel, footwear, accessories, and home goods. By 
retaining industry experts on the executive team, Ross Stores, 
Inc. can capitalize on these segments with strategic 
merchandising techniques. After years as the Chief 
Merchandising Officer and Executive VP, Barbara Rentler 
now leads the company as CEO. With industry leaders 
directing the company, Ross Stores, Inc. has been successful 
in the implementation of its merchandising plans and has been 
able to achieve an impressive operating margin average of 
13.93% far surpassing the industry average of 6.80%. 

SWOT Analysis 

• Strengths:
o Advantage of closeouts in market
o Dividends paid quarterly, since 1994, pointing to a stable cash flow
o Low beta of 0., with a high operating margin of 13.93%
o Healthy debt/EBITDA ratio of 0.13 vs.an industry average of 2.29

• Weaknesses:
o Suppliers with manufacturing concentrations in China will result in less product availability
o Price to sales ratio 2.53 vs. industry average of 1.70

Segment Weightings 

Store Concentration by State 
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• Opportunities:
o Online retail capitalization to expand customer audience and decrease operating costs
o Climate change creating excess merchandise in department stores presents an in-season buying

opportunity within the close-out buying model
o Expanding millennial market with proven spending habits on tech instead of full-priced retail

• Threats:
o Draw down of $800 million revolving credit line due to economic slowdown
o Gross margin missed by .40% in Q4 as a result of tariff implementation

Catalysts 
Catalyst 1: As the Millennial generation ages, and therefore play a more 
significant role in the consumer market, priorities among those spending 
have shifted. As reported by Forbes, “66% of Millennials would switch 
brands if offered at least a 30% discount”. With the Ross Stores, Inc. off-
price operating model offering customers discounts of 20% - 60%, the 
target market is quickly growing fostering promising profitability for the 
retailer 

Catalyst 2: 

The expansion of Ross Stores, Inc. provides the opportunity for an increase 
in revenue and further reinvestment. As reported in the company’s investor 
relations report, the long-term goal is to operate 3,000 stores. With such a 
substantial increase in stores, combined with expert merchandising buyers, 
we can expect to see positive upside for shareholders. Ross Stores, Inc. has 
demonstrated financial responsibility over the past decade and has paid 
quarterly dividends to its investors since 1994. As a result of the growth 
opportunity from an increase in brick and mortar stores, and also the ability to 
drive sales through the online marketplace, Ross Stores, Inc. has excellent potential for expansion. 

Catalyst 3: 

As COVID-19 ravages 
through the markets, the 
U.S. economy is 
experiencing turmoil.  
Multiple leading economic 
indicators have been 
negatively impacted, 
providing signs of a market 
contraction. With 
unemployment claims 
increasing at a skyrocketing 
rate by 30.69% from the 
week of, February 14th 
through March 13th, 

Source: www.pewresearch.org 
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consumers will now have less disposable income as a result of the shrinking job market. As the virus continues to take its 
toll on the economy, it is expected that unemployment percentages may shift from their near all-time low of 3.5% to a 
whopping 10%. For the month of February, it is also imperative to note the decline in consumer spending in the retail 
space at -0.5%, missing the expected 0.2% growth initially projected. As the economic landscape continues to change and 
consumers grabble with the financial constraints of a possible recession, Ross Stores, Inc. should experience a rise in 
product demand, making this an increasingly attractive buy for investors. 

Risk 

During the Coronavirus economic crumble, ROST initiated a limit increase for its revolving credit line. The credit line has 
a limit of $800 million, up from its initial 2016 limit of $600 million, with a maturity of July 1, 2024. While none of the 
credit line is currently in use, and this may only be a precautionary liquidity measure, this presents an increase in the risk 
of future debt obligations if the credit line is deployed. This risk must, however, also be weighed against the company’s 
credit rating of BBB+ negating some of the risk posed by this action. 

Valuation, Recommendation, & Risks 
As a result of the factors above I recommend buying 23 shares of ROST as a value buy for the CSUF SMIF portfolio. 
After completing a DCF model on the company (Appendix on Page 9), we arrived at an intrinsic value of $108.22 per 
share - providing SMIF with a great opportunity. With a market price of $85.60 and an expected future value of around 
$108.22, the stock presents a 26.43% upside potential. Taking a more in-depth look at the financials, the current ratio of 
Ross Stores, Inc. demonstrates a healthy financial picture being greater than 1 at 1.27 and nearly in line with the industry 
average of 1.47. With a liquidity measure larger than one, it is clear that ROST can cover its near-term obligations 
without becoming distressed. On the other hand, the company’s 0.59 quick ratio in comparison to its peer’s average of 
0.44 showcases the company’s ability to withstand the impacts of potential slowdowns. In addition, ROST leads the 
industry with an excellent operating margin of 13.38%, nearly double the industry average of 6.80%. Combining its 
above-average operating margin with the projected store expansions, growth factors, and strong valuation result, Ross 
Stores, Inc. is a profitable investment. Through the addition 23 shares of Ross Stores, Inc. to the portfolio, CSUF will be 
able to achieve better sector allocation and a defensive holding within the consumer discretionary sector 
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 Disclosure
This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the 
right to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and 
representatives of SMIF may also serve on the board of directors. (All of the foregoing is hereafter 
referred to as the “Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed 
in this report accurately reflect his/her personal views about all of the subject corporation(s) and 
securities in this report; (2) the report was produced independently by him/her/them; (3) he/she/they 
does not carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any 
of the Subject Business involving any of the subject corporation(s) or securities referred to in this 
report; and (4) he/she/they has not received and will not receive any compensation that is directly or 
indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this 
report.
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Appendix 

Expanded Dodson Screening 
Criteria for Financial Condition and 
Attractive Valuation 

Kohl's TJX Burlington 

CRITERIA METRIC CURRENT 
METRIC 

5-YR.
AVG. or 

HIGH 

Industry 
Average 

Peer 
#1 

Peer 
#2 Peer #3 

Operating 
Solvency Current Ratio 1.27 1.54 1.47 1.68 1.24 0.97 

Operating 
Solvency Quick Ratio 0.59 0.71 0.44 0.4 0.56 0.44 

Leverage Long-term Debt/Equity 87.03 27.42 84.55 107.19 169.01 629.32 
Leverage Total Debt/EBITDA 0.13 0.16 2.29 1.51 0.42 1.19 
Profitability Return on Equity 49.84% 40.59% 13.26% 12.59% 59.51% 109.33% 
Profitability Return on Invested Capital 33.55% 0.56% 7.19% 6.84% 27.82% 18.03% 
Profitability Operating Margin 13.38% 13.93% 6.80% 6.07% 10.59% 8.49% 

Valuation 
(equity) Dividend Growth 0.91% 3.48% 2.45% 9.84% 17.95% n/a 

Valuation 
(equity) Price/Earnings 13.00 27.50 15.70 3.9 14.8 16.1 

Valuation 
(equity) Price/Funds from Ops. [REITs] n/a n/a n/a n/a n/a n/a 

Valuation 
(equity) Price/Sales 2.53 1.74 1.70 0.34 1.74 2.01 

Valuation 
(equity) Price 69.56 69.20 63.85 17 42.51 120.45 

Valuation 
(equity) PEG ratio 1.40 1.30 -1.85 1.6 1.59 

Valuation 
(equity) Enterprise Value/EBITDA 11.43 13.31 11.60 5.33 9.4 9.6 
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