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EXHIBIT 5 | Target LOgO

TARGET

Source: Target Corp.
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271
ce Sheet Statements ($ millions)
28 Jan 2006 29 Jan 2005 31 Jan 2004
1,648 2,245 708
5,666 5,069 4,621
5,838 5,384 4,531
1,253 1,224 3,092
14,405 13,922 12,952
19,038 16,860 15,153
1,552 1,511 3311
34,995 32293 31,416
4,956
5,779 ,
LiabiliE®  aple 6’?’?_)2 i 863
AccoY . prtion of LT debt and notes payable 374 304 382
curent PO payable o 1,633 s
oo™ rent libiliies e T 831t
er Sl y 2 ‘-‘
o (rent liabilities 9,119 9,034 “i 815
Totel ¢ debt 2,083 210 =
e i = 28
é‘ZESr jabilities 20,790 19,264 A
Total liabilities 1,609
’ i 81 '
pareholders eau!tY 2,192 Ai 8 9,523
common eaulty 12,013 ;2‘—5—93 31,416
ined earnings I 34,995 ; —
F*etaml' pilities and shareholders equity i
Total li@

gource: Target corp- Annual Reports.
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’ i formation
2 | Retail Company Financial In :
T a
EXHIBI Debt Fyiscal cﬂplta::;:‘“
Basic Debt il Beta En‘::la;d et et 3, gn
Re;;:"::) EPS ($ billions)  (S&P) (s blmon,)""‘3
($ billio Feb-
BBB  1.05 Feb.og

$58  $1.95 $°’§ BBB  1.25 Feb.oq :;"4

Bed Bath & Beyond Inc. $30.8 $2.33 :83 Y 085 Aug.05 323'2
Best Buy Co., Inc. $52.9  $2.24 et Rated 115 Janog . 5
Costco Wholesale CorP’-n . $26  $1.47 o BB+ 105 Jan-og 316.3
Cromg e 82 o b BBB  0.90 Jan-0g 523,
JCP’enney C;)f;’;gi"yv ; $13.4  $2.45 4 .O BB+ NMF  Jan-0g $26.g

rauCopon ion  $49.1  $5.63 : AA 080 Janog $100
Sears Holdings Corporat $315.7  $2.68 $38.8 99,9
Wal-Mart Stores, Inc. . s - A+ 1.05 Jan-06 $50.1
Target Corporation $52.6 ’

Fi (www.finance.yahoo.com [accessed 24 October 2008]) and Value Line Investment Survey,
Data Source: Yahoo! Finance . .

EXHIBIT 3 | Target Income Statements ($ millions)

Fiscal Year Ending 28 Jan 2006 m
52,620 46,
Net revenues 1 B 3? 23:
Cost of goods sold - 1 '409 1,2
Depreciation, depletion, and amortization I bbid ,\59
Gross income 1 6'52? 14,135
Selling, general, and, agmin expenses 11,961 10,534
Earnings before interest and taxes (EBIT) 4,323 3,601
Net interest expense 463 570
Pretax income 3,860 3,031
Income taxes 1,452 1,146
Net income before extra items 2,408 885
Gain (loss) sale of assets 1,313
\ —
Net income after extra jtems 2,408 3,198
\ ———
Capital expenditures (net of disposals) 3,330 3,012
Capital expenditures/saleg 6.3% 6.4%
Source: Target Corp. Annual Reports.




y7 1
f)"‘l9 Executive Vieg
r

Presiq

Corporate Secretary o General Counsel, ang
Execut!ve Vice President, Marketing
' Executl.ve Vice President, Property Deve\opment CEC
Michael Griffith Executn.ve Vl.ce President, Human Resources
onn P 2" ozlak Executive Vice President, Stores CEC
Jo Jeen Ai.sch Executive Vice President, Technology Services and
1J70Y H. Hscha'k Chief Information Officer
e M. Executive Vice President ang Chief Financial Officer CEC
scovanner President, Target Finangig) Services &E
Douglas J' Scu"y President ) ) ) CEC
Ter renc® S'teinhafel Chairman and Chief Executive Officer
Gred9 3 Ulrich

ising trainee in
ich, 62. Ulrich began his career at Dayton-Hudson asa mericgzr\;?;\f\:u(ison‘s e
d CEO Bob Umciti:m of CEO of Target Stores in 1987 and to the position o
dvance
Hea

' ry 2000 after previously
anner, 49. Scovanner was named Target CFO in February |
%% Do ,n. i Target as a merchandising
EVP and g?o of Dayton-HUds; Steinhafel, 50. Steinhafel began his career at Targ
ing 25 Stores Gregg Ste {in 1999, “
5erv,dent of Target oS named preSIden oted to EVP in Sep'(embel' 2006 2005 from the position
preside’ 979.He Risch was prom ted to EVP in February
yraine€ 1N Troy Risch, 37- hn Griffith, 44. Griffith was promo
n ’

f Stores lopment Jo
EVPO rty Deve

f Prope
EuFe

i t 0

source: Targe
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a
. uted as the tot |

. les estimates were comp al saleg

t incremental sa s €Xpe,
o thsz:ore Jess the sales cannibalized from "I‘argeteséosf.ts. :lrgady locagey ilr)x tchted for

ew . ics were divi
th:l nvicinity. The resulting NPV 'an.d IRl; \'/ne";culations usede getWeep Valye ce &y,
b tore sales and credit-card activity. NPV ca 4.0% di a9.0% dlscoum reated
by: f(;ows related to the store cash flows and a 4.0% discount rate for Credit., e for
cas The different discount rates were chosen to represent the differepg cony. o
. wa5~ funding store operations versus funding credit-card receivapje. OF cap,
r : "o :
el "I?he dashboards also presented a variety of demographic mformatnom inVeSt
Wag t men[.

cost details and sensitivity analyses. An importa‘r‘lt sensitivity featyre .
rison of the project’s NPV and IRR to the “prototype” NPy and [Rp Cop,.
d the question of how much a certain cog Or; Bse

eVenu

S

pa

. . o
sensitivity calculations answ . '
' i the project to achieve the same
item needed to change in order for the proj NPY o i .

would be experienced for the typical PO4 or SuperTarget store,

The November Meeting

Of the 10 projects under consideration for the November CEC meeting, Doug Scoy
recognized that five would be easily accepted, but that the remaining fiye CpRSa‘l;
likely to be difficult choices for the committee. These projects included four ney, Stere
openings (Gopher Place, Whalen Court, The Barn, and Goldie’s Square) gy, d ;)re
remodeling of an existing store into a SuperTarget format (Stadium Remodellle
Exhibit 7 contains a summary of the five projects, and Exhibit 8 contains the CPl)i
dashboards for the individual projects.

As was normally the case, all five of the CPRs had positive NPV, byt Scovanpey
wondered .1f the. projected .I\.IPVs were high enough tq Justify the required Investmen
Further, with stiff competition from other large retailers looking to get footholds i;;

be given to short-term versus

major growth areas, how much consideration should
long-term sales opportunities? For example, Whalen Court represented a massive invest
ment with relatively uncertain sales returns. Should Scovanner take the stance that the

CE'C Sl torgy less. about Whalen Court’s uncertain sales and focus more on the

ner




g

C
T — ase 19 Target Corporati
reg! e an ponsible for the proposa) o 267
viewing an ; a ;
re g presenting the proposal fr(-)m inception to , EC\)
details. The pre_CPRcompletlon and also fo
ey work required a Cena'"r\
weVeJr Ct were ultimately rejected
o » were the “emotional sunk
The committee consid Y proj gly In the merits of their pro-
; ; idered several f Ject was not approved P
reject a project. An overarchin “ral lactors in determinin ed.
about 100 stores a year while mgvobj.ec.twe was to meet the CE Wohether to accept or
to meet a variety of financial ;;'_“alpmg a positive brand imagr: ;:’;eg?al lof adding
Jectives, startin s Cts also needed
’ g

return as measured by di with providi '
ki Gler ﬁnanci':l C;S:(?Enteq cast.\-ﬂow metrics: N[I)’V ;n‘(;‘gn: RSll}table financial
Siderations included projected profit and ea(ln.temal o of
mings per share

impacts, total investment size, i
i €, Impact on
sitivity of NPV and IRR to sales variatits):lses I:,f QIher nearby Target stores, and sen-
on economic trends and demographic Shiftst; rojected §a\es were determined based
the entrance of new competitors and co .“'t also considered the risks involved with
eonyiitice atsmpled o Yeen i ompetition from online retailers. And lastly, the
year. If projects were approvid e project approvals within the capital budget fo; the
in excess of the budgeted -
o i borx geted amount, Target would likel
et could ?;;’S;n;g::tit;)nzufnd the shortfall. Adding debt unexpectedly to the ba\a:c)e':
rom equity analysts as to the incr d
holders as well as to the abilit cased risk to the share
. y of management to acc i 2
Finding 5608, g urately project the company's
Othe.r. considerations included tax and real-estate incentives provided by local
commu_mtngs as well as area demographics. Target typically purchased the properties
where it built stores, although leasing was considered on occasion. Population growth
anc! gfﬂuent communities were attractive to Target, but these factors also invited com-
petition from other retailers. In some cases, New Target stores were strategically
located to block other retailers despite marginal short-term returns.
When deciding whether to open a new store, the CEC was often asked to con-
sider alternative store formats. For example, the most widely used format was the

2004 version of a Target store prototype called P04, which occupied 125,000 square

feet, whereas a SuperTarget format occupied an additional 50,000 square feet to

accommodate a full grocery assortment. The desirability of one format over another

often centered on whether a store was expected to eventually be upgraded. Smaller
stores often offered a higher NPV; but the NPV estimate

did not consider the effect
of future upgrades or expansions that would be required if the surrounding commu-
nities grew, nor the advantage of opening a larger store in an area where it could serve
the purpose of blocking competitors from opening stores nea'rby. )

The committee members Were provided with a capital-project request “dashboard
for each project that summarized the critical inputs and assumptions used for the NPV
and IRR calculations. The template represented the §ummary sheet fgr an elal?orate
discounted cash flow model. For example, the anal){sm gf a new store 1r'1clud§ddmcre-
mental cash flow projections for 60 years over which time the model included a e

le of a dashboard
odeling of the store every 10 years. .
$ith a ditailed explanation of the “Store Sensit The example dashboard

Exhibit 6 provides an examp
jvities” section.
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is shopping experience was creat
Mart customer. This s _ ! ed by o
e right shopping ambience. The €Ompapy, Lnazhasiz'

the typical Wal-

: r that gave just th X
ing a store déco g awareness with large advertisip, c

i at promoting its brand Wil
if:;g:;);es:icsciﬁzsgpenges for fiscal 2005 were $1.0 b,l"lon or about 2,09, o :lfaigns;
26.6% of operating profit. In corqpargson, Wal-Max:t S advemsu?g' dollars b es ang
0.5% of sales and 9.2% of operating nzcome. Consnstent advemsmg spen ding rn to
in the Target bull’s-eye 1080’ (Exhibit 5) being ran'ked“amo,,g the most rec:su‘l
corporate logos in the United States, ahead of the Nike “swoosh.” Bhizeg

As an additional enhancement (o the customer shopping experience
offered credit to qualified customers through its REDcards: Target Visy Creziit acrget
get’s arl_

and Target Credit Card. The credit-card business accounted for 14.9% of Ty,
ating earnings and was designed to be integrated with the company’s overy)| P g
ategy

by focusing only on customers who visited Target stores.

Capital-Expenditure Approval Process
The Capital Expenditure Committee was composed of a team of top executiy,
met m(?nthly to review all capital project requests (CPRs) in excess of $100 ()()Oescthat
were either approved by the CEC, or in the case of projects larger than $’50 '.ll.)Rs
.rcquxred approval from the board of directors. Project proposals varied Widn:l lion,
included remodeling, relocating, rebuilding, and closing an existing store to ;—y §nd
a new store.* A typical CEC meeting involved the review of 10 to 15 CPR " ding
the proposals were considered economically attractive, as any CPRs with . Al'l Y
able economics were normally rejected at the lower levels of review Inq:lheesnon.
. rar
V) reached the CECe,

i}l:stance vyhen a project with a negative net present value (NP
the committee was asked to consider the project in light of its strategic importance {
0

the company.
received careful

Projects typj -
forwarded to ”)]’5 ‘(C;;'é’ freqmreq 4 10-24 months of dey lopment prior to being
tepresented the i ofr consideration. In the case of new Sthre proposals which
y of the CPRs, 4 real-estate Manager assigned to tlfat gec;graphic

g ’




such as just-in-time i
Inventor
sales.per square foot to achigv?anagement, low-cost distri
margins could also be enhanceq %Peranonal efficiency ligtlb'u“on  foks, and high
Y selling their own ‘branglslerS had found that Pl'Ogﬁt
» Or products wi
th exclu-

landscape. Increasi
: asing th e
growth and value. Ifgan eiiziiiles of existing stores was also an import
Forrenovation or fpgmdin Ing store was operating profitably, it COIl)lld il)nt source of
g in order to increase sales volume’ Or, if © considered
. Or, if a store was not

profitable, man i
agement would consider it a candidate for closure

Target Corporation
The Dayton Compan
y opened the doors of the fi :
Mi ; e first Target store in 1 i :
disl:(')frs;?ta.tarlh ) ;rr arget name had intentionally been chosen to lgiﬁzf;,“;r;é{c:ks\ev11\e,
Py hedreI : e]rg rom the Dayton Company’s more upscale stores. The Target Cznnew
1000, the 'T“ t95, tf:;tl fti)rst SuperTarget store opened in Omaha, Nebraska aniie?:\
1 arget.com Web site was launched. B ’ ’
. By 2000, the par
A parent company, Dayton

Hudson, officially changed its name to Target Corporation.”
By 2005, Target had become a major retailing powerhouse with $52.6 billion i
_revenues from 1,397 stores in 47 states (Exhibits 3 and 4). With sales of $30 bi\[{i:)rr\x
in 2000, the company had realized a 12.1% sales growth over the past five years and
had announced plans to continue its growth by opening approximately 100 stores per
e. While Target Corporation had never

year in the United States in the foreseeable futur
committed to expanding internationally, analysts had been speculating that domestic

growth alone would not be enough to sustain its historic success. If Target continued
most analysts expected capital expenditures would con-

its domestic growth strategy,
tinue at a level of 6%~7% of revenues, which equated to about $3.5 billion for fiscal

2006.
In contrast with Wal-Mart’s focus on low prices, Target’s strategy W
to its customers as

the customer’s shopping experience as a whole. Target referred
support the slogan, “Expect more. Pay less.” Target
profile of its “core

guests and consistently strived to
focused on creating a shopping experience that appealed to the
guest’: a college-educated woman with children at home who was more affluent than

as to consider

d with J. L. Hudson Company in 1969. After changing its name to Target, the
Field’s. In 2004, Marshall Field’s was sold to May
| May stores werc given

-Hudson stores as Marshall
derated Department Stores in 2006; al

S
3The Dayton Company merge
company renamed the Dayton
Department Stores, which was acquired by Fe
(he Macy’s name that same year.
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Mart operated store formats similar to Thtpey . |
; reas where one or more Wal-Mart stores wer, locgr. Mg
d merchandising assortments, which overlapped ;(,i' Al

food, commodities, electronics, t0ys, ang spomany
iy
8

different reasons. Wa :
stores operated in trade

Mart and Target also carrie "
of the same items in such areas

- d a customer base that overlappeg
g on the other hand, attracte Be Closely .

co,
Ct?st:ore customers, but there was less often overlap between Costeo a g
Target’s fferedf =
l'()m

h t to trade area and merchandising aslsortment% Costco alsq di
with; respec ip-fee format.” Most of the sales of t
Target in that it used a membership-fee hese cop, "

ies were in the broad categories of general merchandise and food. Genery] merchand?l
. Soriesa h()

included electronics, entertainment, spgrting goods, toys,b lapparel,.acces i
furnishing, and décor, and food items included consumables ranging frop, Pples
ZUCC&:;.-MM had become the dominant player in the inqustry vs-/ith Operations locat
in the United States, Argentina, Brazil, Canada, Puerto Rico, Umteq Kingdom, Centry
America, Japan, and Mexico. Much of Wal-Mart’s'succe.ss was attributed to jg T,
day low price” pricing strategy that was greeted with delight by consumers byt Create
severe challenges for local independent retailers who needed to remain Competitiye,
Wal-Mart sales had reached $309 billion for 2005 for 6,141 stores and a marke cap.
italization of $200 billion, compared with sales of $178 billion and 4,189 storeg in
2000. In addition to growing its top line, Wal-Mart had been successful in Creating
efficiency within the company and branching into product lines that offered higher
margins than many of its commodity type of products.

Costco provided discount pricing for its members in exchange for membership
fees. For fiscal 2003, these fees comprised 2.0% of total revenue and 72.8% of Operating

; , ' nt factor to Costco that an equity analyst

had coined a new price-to-membership-fee-income ratio metric for valuing the com-

pany.” By 2005, Costco’s sales had grown to $52.9 billion across its 433 warehouses,

branj? or:ier {0 attract shoppers, retailers tailored thejy product offerings pricing, and
tod 1 ’;gv;)ris;emﬁfc dc;:tomer segments. Segmentatjop of the customer population had
Yy of different Strategies, ranging from price competition in Wal-Mart

unique assortments of home and » i

: pparel items, wh;] | . I ;
Wal-Mart on ite M€ also pricing com titively with
il T resur;:sdcs)mmon to-both stores. The intensnty of com Stition :mong
’ ' €d In razor-thip marging making every Jino ; p .
Statement an important consideration fo all retailerg e item on the income

1 ’ :
Sam’s Club, which was owned by W;
' Y Wal-Mant, y difi
Of Wal-Mart reyenggy. Soemployed 4 Membership. fe, format and represented 13%
) : | epres
Costco Wholesale Corp. Initiation Report” by Wachovia o .. .
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Target Corporation

On November 14
» 2006, D
oug Scovanner, CFQ of Target Corporati
10N, was preparing

for the Novemb
€r meeting of th :
was one of five ex g © QﬁRlQl I Expendif i
ecutive officers who were ;n\é;nbers e ;tte; éCéC). Scovanner
xhibit 1). On

$300 million in ca ital-e :

£5 Jifniary, fless Wla)s . n:é)delzgltjl;e reguests. .With the fiscal year’s end approachi
growth and capital-expondioe ermine which projects best fit Target’s future St‘ng
shared early in 2007, with bothptzlilgs,bwng the knowledge that those plans WOU‘do:JZ
the 10 _projects coming before the Corﬁ:l;iuand_mvestmem Sorwomniy. Tn sevieviig
the projects, representing about $200 millioie,ir:trwis ctlecallr . ‘Scovanner i
greater part of the committee’s attention and disciis?s:t' Cap:lmlz b demfmd the

. The CEC was keenly aware that Target had be A .

in part because of its successful investment decisioenr; zssrong performmg b HMon
over, Target management was committed to continuing thr:a ccc)?r?t?nu?d B re
of opening approximately 100 new stores a year. Each inves[t)mgn: §;2¥§2;trateg\)é
have. long-term .implications for Target: an underperforming store would be a d\r’;?guon
earnings and difficult to tum‘around without significant investments of time and
money, whereas a top-performing store would add value both financially and strate-

gically for years to come.

Retail Industry

The retail industry included a myriad of different companies offering similar product
lines (Exhibit 2). For example, Sears and JCPenney had extensive networks of stores
that offered a broad line of products, many of which were similar to Target’s product

different strategy and a different customer base,
ment analysts, however,

lines. Because each retailer had a
r Target, although for

truly comparable stores were difficult to identify. Many invest
focused on Wal-Mart and Costco as important competitors fo
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