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Date: 2/27/13 

    Analyst Name: Eric Klaasen 

CIF Stock Recommendation Report (Fall 2012) 

Company Name and Ticker: Costco Wholesale Corporation (COST) 

Section (A) Summary 

Recommendation Buy:    No Target Price: N/A Stop-Loss Price: N/A 

Sector: Consumer 
Defensive 

Industry: Discount stores Market Cap (in Billions): 
$44.1 billion 

# of Shrs. O/S (in Millions): 
425,658,364 

Current Price: $100.09 52 WK Hi: 105.97 
 

52 WK Low: 81.98 EBO Valuation: 104.6 

Morningstar (MS) Fair 
Value Est.:  $109 

MS FV Uncertainty: Low MS Consider Buying: 
$87.20  

MS Consider Selling: 
$136.25  

EPS (TTM): 4.11 EPS (FY1): 4.51 EPS (FY2): 5.13 MS Star Rating: 4 stars 

Next Fiscal Yr. End 
 ”Year”: 2013      
“Month”: August 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
 No 

If Less Than 8 WK, next 
Earnings Ann. Date: 

Analyst Consensus 
Recommendation: Buy 

Forward P/E: 19.5 Mean LT Growth: 13.04 PEG: 1.72 Beta: 0.68 

% Inst. Ownership: 
31.40% 

Inst. Ownership- Net 
Buy:   Y 

Short Interest Ratio: 3.1 Short as % of Float: 1.50% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 24.6 15.2 14.34 

P/S (TTM) 0.4 0.5 1.39 

P/B (MRQ) 3.5 3.2 1.45 

P/CF (TTM) 12.7 9.1 8.52 

Dividend Yield 1.1 1.9 0.86 

Total Debt/Equity (MRQ) 10.88 69.32 53.88 

Net Profit Margin (TTM) 1.80 3.04 7.88 

ROA (TTM) 6.36 5.92 8.31 

ROE (TTM) 14.7 20.8 14.03 
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Investment Thesis: Costco is one of 
the few membership warehouse 
companies in the world, and has few 
competitors in all of their markets. 
They have seen increases in revenues 
and earnings over the past year and a 
half. According to the books they are 
financially set.  
 
They do however lack when it comes 
to their ratios. They do have a lower 
P/S and Total Debt/Equity ratio, but in 
the Consumer Staples sector those 
stocks do not always indicate that the 
company is well off. In the CNS, the 
P/CF is one of the most important and 
currently they have a P/CF ratio of 
12.7, which is much higher than those 
in the industry and the sector.  
 
When you look into the stock price 
charts you can see that ever since the 
financial crisis, Costco has been on 
the rise, gaining close to $65 on the 
stock price over that time period. As 
of late, they are not continuing the 
trend. After hitting the 52 week high 
in early December, Costco has been 
stagnant and has stayed around the 
$100 range for the past 2 months. 
One reason being the current lawsuit 
from Tiffany jewelers over the sales of 
engagement rings.  
 
The stock appears to be a miss. The 
ratios and the current price trends 
indicate that the company is not as 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: Costco Wholesale corporation is 
engaged in the operation of membership warehouses 
throughout the world. They buy majority of its 
merchandise directly from manufacturers where they 
transport and sell it to those that are members in bulk. 

Fundamental Valuation: The EBO valuations have 
made the stock appear to be bearish due to the higher 
EPS forecasts and the higher target ROE compared to 
what they are at currently. All this showing that the 
stock is overvalued. 

Relative Valuation: Costco tend to be on the higher 
end of the valuations compared with their competitors. 
Their two true competitors Wal-Mart and Target show 
better ratios and earnings estimates than Costco. 

Revenue and Earnings Estimates: Costco is surprising 
everyone in their performance in both revenues and 
earnings estimates, beating estimates for the past 5 
quarters. Apart from quarters ending in the August 
quarter, there is a steady growth in both revenues and 
earnings per share 

Analyst Recommendations: In general analysts find 
Costco stock to be bearish with a mean rating of 2.00. 
However there are a good amount of analysts that 
want to hold the stock and one analyst that says the 
stock will underperform 

Institutional Ownership: 77.01% of the shares are held 
by those outside the company, and 31.4% is owned by 
top 10 institutions. There is currently only one company 
that owns more than 5% and that is Capital World 
Investors who have 6.6% outstanding stock 

Short Interest: Short interest is currently at a little over 
6 million and has days to cover ratio of 3.45. Currently 
there is no specific trend in how the short interest 
reacts. A month ago the days to cover ratio was 1.33.  

Stock Price Chart: Over the past 5 years, the stock has 
been outperforming the sector, the S&P, and its 
competition. With this they are struggling over the past 
month, trending slowly downwards after hitting their 
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well off as their revenues and 
Earnings indicate. 

52 week high at the beginning of December. The 
lawsuit from Tiffany has also been hindering the stock 
as of late. 

 

Section (B) Company Profile (two pages maximum)  

Company Summary 

Costco Wholesale Corporation is a membership warehouse club which provides a wide 

selection of merchandise in bulk form. They were formed in Kirkland Washington back in 1983 

by James Sinegal and Jeffrey Brotman. Currently they have their headquarters in Issaquah 

Washington. Costco has locations in the United Kingdom, Australia, Canada, Mexico, Taiwan, 

South Korea, Japan, and the United States. In 1995 Costco introduced their own house brand 

called Kirkland Signature based off of where they were originally founded. Their idea here was 

to make a private label product that could provide a brand name quality at discounted prices.  

 

Business Model, Competition, Environment and Strategy 

Costco has mainly one operating segment in their business, which are their warehouse stores. 

Compared with other warehouse clubs, they do the exact same. A company such as Wal-Marts 

Sam’s Club is the only competition that is also considered a warehouse club. While Wal-Mart 

and Target are somewhat competition due to the fact that they sell a wide variety of food and 

goods that Costco sells, just not in the extreme bulk that Costco does.  

The strategy that Costco brings to the table is the discount strategy. This is the main reason why 

Costco is showing such a consistent growth in revenues. The ability to provide goods in bulk at 

lower prices has been appealing to the general population. The only catch for these customers 

is that they have to pay an annual membership fee, which ranges around $100, which is 

believed to be worth it, in the amount of money the customer will end up saving. A worry for 

Costco going forward is growth in stores. They are currently trying to penetrate more areas on 

the east coast, but with the addition of more stores they are cannibalizing sales causing sales to 

fall in some areas.  
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Revenue and Earnings History 

This information is available in Reuters.com, “Financials” tab. Copy/paste the quarterly 

revenue and earnings per share numbers for the most recent three years. Add the numbers 

over four fiscal quarters to get annual revenue and earnings. For the current fiscal year, go 

ahead add up as many quarters as are available. NOTE: revenue numbers are “in millions”. 

Discuss any pattern in revenue and earnings (e.g., increasing year over year; seasonal; etc.) 

 

Revenue EPS 
2011 2012 2013 2011 2012 2013 

$88,915 $99,137 $23715* 3.30257 3.80665 .94838* 
*=Current quarter for 2013 only 

 

For revenue there seems to be an irregular pattern where the revenue rises until the 2nd period 

until there is a slight drop, followed by an extreme increase in revenue which stands far above 

any of the previous quarters and the following November period. Earnings per share continue 

the same pattern as the revenues, showing that Revenue and EPS are more correlated on each 

other’s performance.  

Section (C) Fundamental Valuation (EBO) 

Include the following here: 

Copy/paste completed Fundamental Valuation (EBO) Spreadsheet  
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Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  4.51 & 5.13 

Long-term growth rate:  13.04 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   12,690,728,143.32 

 # of shares outstanding: 435,658,364 

 Book value / share:  29.13 

Dividend payout ratio:  26.12% 

Next fiscal year end:   2013 

Current fiscal month:   6 

Target ROE:    14.70% 
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Output 

Above normal growth period chosen: 4 

EBO valuation (Implied price from the spreadsheet): 104.46 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

121.93 if changing above normal growth period to 6 

108.01 if changing growth rate from mean (consensus) to the highest estimate 15.00% 

102.25 if changing growth rate from mean (consensus) to the lowest estimate 11.80% 

71.23 if changing discount rate to 8% 

104.46 if changing target ROE to 20% 

 

Discount rate: 5.67% (Rf:1.88% ER:10% Beta: 0.68) 

Section (D) Relative Valuation 

Copy/paste your completed relative valuation spreadsheet here 

 

 

 

From the top panel 

Discuss whether your stock and its competitors have very different multiples. Point out if any of 

the five stocks have multiple that is far off from the others. Make an attempt to explain why 
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(you would want to read analyst research report in Morningstar Direct; you should also look for 

comments from other financial sites). The discussions should address all of the following 

valuation metrics: forward P/E, PEG, P/B (MRQ), P/S (TTM), and P/CF (TTM).  

Compare the implied prices derived from various valuation metrics. Also compare those implied 

price to the stock’s current price, and 52-week high and low. 

Costco compared with their competitors tends to be different than the rest. Their earnings 

estimate for the next fiscal year is below their true two competitors but it is much better than 

that of its minor competitors. Which can be a little bearish for the future, but when you look 

into the mean long term growth rate you can see that the growth rate of Costco is significantly 

better than everyone. In my opinion the earnings estimate for the next fiscal year and the mean 

long term growth rate do not truly show how the company will compare with their competitors 

in the future. For the rest of the ratios, Costco tend to be on the worse side of the spectrum 

when comparing to its competitors (apart from the P/S ratio). The P/CF is much higher than its 

true competitors, its ROE is below nearly everyone, and the P/B sits above 3 out of the 4 

competitors. Both the calculated forward P/E and the PEG are both higher than the 

competition. It seems that Costco is doing well for itself, but it is struggling compared to its 

competition. The one that makes sense to be struggling against is WMT, due to their large 

market cap but Target on the other hand is around the same market cap but appears to be 

outperforming Costco.  

From the bottom panel 

Discuss the various implied prices of your stock derived from competitors’ (“comparables”) 

multiples. How different are the prices derived from the various valuation metrics? Note any 

valuation metrics that seem to yield outlier prices and explain why (HINT: is that because that 

particular valuation metrics is not very relevant for the industry? Do you best to provide 

convincing arguments).  

For each valuation metrics, Compare the current price and 52-week high /low of your stock to 

the High-low range derived from multiples of its competitors. 

Among the valuation metrics analyzed, which ones do you think are most relevant as a 

valuation tool for your stock? 

Out of all the valuation metrics, only the high value dollar value and the DG value match close 

to what the 52 week high, and the median for P/CF matches close to what the 52 week low. 

Other than those few numbers there really are no numbers that meet what the current stock 

price or 52 week spread. From the looks of it, we would assume that majority of these 

valuations is not that relevant to the Consumer Staples sector. Those that are the most relevant 
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to the current stock price and the 52 week spread is the value ratio and the P/CF. These are the 

only two that are relatively close to what the stock is trading at. 

Section (E) Revenue and Earnings Estimates 

Copy/Paste the “Historical Surprises” Table from Reuters.com, “Analysts” tab (include both 

revenue and earnings; make note that revenues might be in “millions”) 

Review recent trends in company’s reported revenue and earnings, and discuss whether (1) the 

company has a pattern of “surprising” the market with numbers different from analysts’ 

estimates; (2) Were they positive(actual greater than estimate) or negative (actual less than 

estimate) surprises? (3) Were surprises more notable for revenue or earnings? (4) Look up the 

stock chart to see how the stock price reacted to the “surprises. NOTE: Reuters does not put 

the sign on the surprise. You need to put a “negative” sign when it is a negative surprise. 

 

 

There are real no patterns that go along with the historical surprises. All of the estimates were 

below the actual sales and the earnings per share. When the largest surprise hit in the quarter 

ending in August 2012, both Sales and earnings per share were the biggest surprise to take 

place within the last year and a half. Surprises were more notable for earnings, where the 

majority of the surprises were 1.2% and above. Apart from the quarter ending in November 
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2011, all surprises caused the stock price to increase with the surprise in November 2012 being 

the highest increase in stock price.  

 

 

Copy/paste the “Consensus Estimates Analysis” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

Review the range and the consensus of analysts’ estimates. (1) Calculate the % difference of the 

“high” estimate from the consensus (mean); (2) Calculate the % (negative) difference of the 

“low” estimate from the consensus; (3) Are the divergent more notable for the current or out- 

quarter, FY1 or FY2, revenue or earnings? (4) Note the number of analysts providing LT growth 

rate estimate. It that roughly the same as the number of analysts providing revenue and 

earnings estimates? 

 

Sales  Difference between mean and 
high 

Difference between mean and 
low 

Quarter Feb 13 2.5% 2.4% 

Quarter May 13 1.9% 2.6% 

Year Aug 13 1.3% 1.8% 
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Year Aug 14 2.5% 6.1% 

EPS  

Quarter Feb 13 4.5% 2.9% 

Quarter May 13 5.5% 4.0% 

Year Aug 13 1.9% 2.7% 

Year Aug 14 3.5% 4.6% 

LT Growth rate 13.1% 10.5% 

 

The most notable differences come in during the LT growth rate, the year ending in August 

2014 for revenue and the quarter ending in May 2013 for EPS. Majority of the other difference 

are quite close to each other and tend to trade off on those that are larger or smaller. The large 

differences in the LT growth rate could have come from the low amount of analysts. There are 

only 7 analysts analyzing the LT growth rate compared to an average of 16 analysts for revenue 

and an average of 21 analysts for earnings per share.  

 

Copy/paste the “Consensus Estimates Trend” Table from Reuters.com, “Analysts” tab (include 

both revenue and earnings) 

Review recent trend of analysts’ consensus (mean) estimates on revenue and earnings. (1) Are 

the consensus estimates trending up, down, or stay the same? (2) Is the trend more notable for 
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the near- or out- quarter, FY1 or FY2, revenue or earnings?

 

 

Analysts’ estimates on revenue for the most part are trending up. The only exception being for 

the year ending Aug 2014 where the estimates have dropped a little bit compared with what it 

was at 2 months ago. The same trend applies to EPS, where the only year where the estimates 

went down was for year ending in August 2014. The trend is more notable for revenues but 

only a little bit. The changes (both positive and negative) are miniscule compared to the 

numbers given.  

 

 

Copy/paste the “Estimates Revisions Summary” Table from Reuters.com, “Analysts” tab 

(include both revenue and earnings) 

Review the number of analysts revising up or down their estimates (both revenue and earnings) 

in the last and last four weeks. (1) Note whether there are more up or down revisions; (2) are 

the revisions predominantly one directional? (3) Any notable difference last week versus last 

four weeks, revenue versus earnings? 
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There were many more up revisions per quarter and year than there was down revisions. The 

only down revision came in revenues at the most recent quarter, where one analyst down 

voted and two up voted. There were no revisions in within the last week. There were no more 

than two revisions for a single quarter or year.  

 

You will need to incorporate what you see here with Morningstar’s analyst research report (you 

can access Morningstar Direct at the Financial Markets Lab.) and other readings/analysis you 

found from various on-line financial sites. Discuss whether you think the company has a good 

chance of making or beating analyst consensus estimate, and why. Based on how the stock has 

been trading lately, do you think market has already anticipated strong or lackluster financial 

outlook from the company? 

Based on the information given I believe the stock could beat analyst estimates. If it continues 

its trend from over the past year and follows all the up revisions, then it could most definitely 

beat estimates. But if you look into the stock price chart for the past year and look at the 52 

week spread, then you would think something else. The stock is currently trading at $5 less 

than the current 52 week high and the current trend for the last month is downward. A mix of 

these two things makes me wonder what the stock will be doing. If it follows analysts it will 

increase, but if it follows its current trend, then it will go down. With a mix of the ratios I 

believe that we may have missed out on the opportunity and that it will currently be trending 

downward.  
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Section (F) Analysts’ Recommendations 

Copy/paste the “Analyst Recommendations and Revisions” Table from Reuters.com, 

“Analysts” tab. NOTE: Make sure you copy the entire table including the “Mean Rating” at the 

bottom of the table. 
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*There have been no upgrades or downgrades for Costco within the last two months 

according to CNBC.com 

Review the trend of analyst recommendations over the last three months. Is there a notable 

change of analyst opinions, turning more bullish or bearish? How many different ratings out 

of the five possible ones did the company receive currently, one, two, and three months ago? 

Is there a notable trend of opinion convergence or divergence? Is what you see here 

consistent to comments in Morningstar analyst’s research report as well as various online 

financial sites you had researched on? 

NOTE: On a Five-point scale, Reuters assigns “1” to “Buy”, the most bullish recommendation, 

and “5” to “Sell”, the most bearish recommendation. Some other online sites have opposite 

scale, with their “1” being the most bearish and “5” being the most bullish recommendations. 

Overall Costco Stock looks bullish with a mean analyst recommendation of 2.00. It is 

0.20 less than it was 3 months ago. Overall analysts have been have been suggesting that we 

buy the stock more than they did a few months ago, but despite this there are still a substantial 

amount of analysts that are saying that we hold the stock and the one person that tells us that 

it will underperform. The one analyst that said to sell the stock 3 months ago is no longer 

feeling the same way as he/she did.  This could mean that this one person started to be 

optimistic, or that person could one of the two people that no longer give their 

recommendation.  

Section (G) Institutional Ownership 

Copy/paste the completed “CIF Institutional Ownership” spreadsheet here. 
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Combine information provided in all three sections to discuss whether (1) institutions, on net 

basis, have been increasing or decreasing ownership and how significant, (2) the stock has 

sizable institution interests and support, (3) the extent of the (> 5%) owners, and (4) this 

could be a bullish or bearish indication of future stock price movement.   

For the most part, there have been more institutions that are increasing their share held of 

Costco, but those that are decreasing their ownership are getting rid of a lot of their stocks. 

One firm specifically that decreased their ownership was Davis selected advisors (an 

independent investment firm from Arizona) who sold 2.7 million shares, decreasing their 

ownership by 15.3%. Without selling those stocks, they still would not have held over 5% of the 

company. Those that are currently holding shares are major firms such as Capital world 
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investors, vanguard, Blackrock, fidelity, and more. The only owner that owns more than 5% of 

the company is Capital World Investors who own 6.6% of the stock. This could be bullish 

indication for the stock, because those that hold the most stock are larger firms. Majority of 

those that are getting rid of the stock are smaller firms.  

Section (H) Short Interest (two pages) 

From http://www.nasdaq.com/ (NASDAQ’s website) 

Copy/paste or enter the data in the following table. You also need to copy/paste the chart to 

the right. 

Copy/paste or type the information from “short interest” table. You will start from the most 

recent release date, and go back for a year (some stocks may not have data go back for a 

year) 

http://www.nasdaq.com/
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Wal-Mart 
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Target Corp 

 

 

From http://finance.yahoo.com/ 

http://finance.yahoo.com/
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Complete the following table with information from the “share statistics” table.  

    

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

2,679,670   2,255,910  435.64M 431.27M  

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

6.41M  3.10  1.50%  7.46M  

 

 

Based on the short interest statistics and its recent trend, how is the market sentiment on the 

stock? Has the sentiment turned more bullish or bearish over the last year? How about in 

more recent month and why? 

 

From the looks of it, it seems as though the stock is becoming more bearish than it is bullish. 

The average volume of the stocks is much less over the past 10 days than it was 3 months ago. 

It seems that people are starting to sell the stock more and more than they were, meaning that 

they are less optimistic than they were a few months back. The float is a little bit less than the 

shares outstanding are, which can show that a sort of bad sign, but by the small amount in the 

difference, it is sort of irrelevant. The amount of shares short recently is looking much better 

than it did 2 weeks prior. This shows one of the only things that could indicate that the stock is 

bullish. Other than that, there are no indications that the stock will be bullish and outperform 

Section (I) Stock Charts 

A three months price chart 

Copy/paste the “3 Mos.” stock chart here 



22 
 

 
 

 

A one year price chart 

Copy/paste the “1 Yr” stock chart here  

 
 

 

 

 

A five year price chart 

Copy/paste the “5 Yrs.” stock chart here  
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Discuss what you observe from the stock charts. This should include comparing your stock to 

competitors, sector, and SP500 over the three different time horizons.  

 

In the 3 month, Costco and its main competitors are doing worse than the S&P 500 as well as 

the XLP as a whole which is doing about the same as the S&P. Costco however is beating out 

the competition despite a sharp drop in the beginning of December of last year. When looking 

into the year stock chart, Wal-mart is beating out everyone including the S&P and the sector. 

Costco is doing the second best, just slightly below WMT. Finally in the 5 year stock chart, 

Costco is dominating everyone thanks to a big year in 2011 and 2012. 

 

Moving Average 

6 month 
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2 year 
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When looking at the 6 month moving average, it encounters two death crosses and two golden 

crosses. The second pair of crosses happens very quickly, meaning that it wasn’t very significant 

that it even happened. By the way the stock is trending now, it appears that another death 

cross could appear very soon if the stock drops anymore. The 2 year moving average on the 

other hand looks much better, where there are no death crosses that are being made. It does 

come close at points where the stock price dips, but there are none. If the trend of the stock 

being stagnant and on the way down continues, we could see the first death cross on the 2 year 

moving average graph.  
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