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The Home Depot

Figure 1: Historical Return Performance (9/22/1981 - 7/31/2026)

Total Returns Annualized Returns
Home Depot S&P 500 Home Depot S&P 500
2-Year 1,822% 58% 338% 26%
3-Year 845% 66% 112% 18%
5-Year 994% 150% 61% 20%
Lifetime 1,718,337% 18,715% 24% 12%

Notes:

1. Return data from Global Financial Data (Finaeon).

2. Total returns assume dividends are reinvested.

3. The start date for the return data above is 9/22/1981, the IPO date of Home Depot.

4. The end dates for the 2-Year, 3-Year, and 5-Year periods are 9/22/1983, 9/22/1984, and 9/22/1986, respectively. The
lifetime end date is as of 7/31/2026. For the S&P 500, daily data were not available before 1988, so for any
calculations that fall within that period, we use the relevant month-end values.

Mental Model Summary Derived from The Home Depot

1. Avirtuous cycle — lower prices (~10% to 25% below competitors during formative years in 1980s') and greater
selection (25,000 SKUs? vs 8,000 at a typical hardware store?) attracted more customers (222,237 transactions
per Home Depot store vs. 53,159 at Lowe’s in 19804). Higher sales volumes improved purchasing power and
inventory productivity. Knowledgeable associates (2 — 3x service levels vs. competitors®) potentially reduced
the skill, confidence, and information barriers that prevented ordinary homeowners from undertaking home
improvement projects, thereby expanding both the number of customers and the scope of what each
customer could purchase. Home Depot reinvested cost savings from direct purchasing from manufacturers
into even lower prices, deeper assortments, and better service, pushing the flywheel.

Home Depot’s original model combined three benefits that traditional home-improvement retailers rarely delivered
together — 1) lower prices; 2) broader product selection; and 3) better service, particularly through knowledgeable in-
store associates who made do-it-yourself projects more accessible to ordinary homeowners while also serving
professional customers. The company refers this proposition as a “three-legged stool” consisting of “the lowest prices,
the widest selection, and the best customer service.”®

The company’s low-price proposition began with a fundamentally different cost structure from the traditional home
improvement industry in the 1970s. Home Depot purchased directly from manufacturers rather than relying
heavily on distributors and other middlemen, asked vendors to ship merchandise directly to stores, stacked
inventory on the selling floor, maintained a plain warehouse environment, and operated on a cash-and-carry
basis.

Before Home Depot entered the market, traditional home centers were relatively similar in both their sourcing and
pricing structures. Many purchased merchandise through the same types of regional wholesalers and then applied
broadly comparable markups at retail. The purchasing chain therefore typically involved two layers of economics.
Large regional wholesalers supplied products to local home centers on a reqular basis, generally under cost-plus
arrangements that provided the wholesalers with margins of approximately 16% to 20%.” The home centers then
added another layer of gross profit when the merchandise was sold to the customer. By purchasing directly from
manufacturers whenever possible, Home Depot sought to remove at least part of this intermediary markup and pass

! Do-It-Yourself Chain Surges in Slump. The New York Times. https://www.nytimes.com/1983/01/13/business/do-it-yourself-chain-
surges-in-slump.html

2 About Us. The Home Depot. https://corporate.homedepot.com/page/about-us

3 Using Lowe’s pre-big-box operating data from the period as an indicative reference. Lowe’s Annual Report 1980.

4 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

5 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

6 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

7 The Early Days. Breakthrough Retailing. Jim Inglis.
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much of the resulting savings on to customers. As a result, according to Bernie Marcus, Home Depot’s prices
during the 1980s were approximately 10% to 25% below those of competing retailers, depending on
products.& At the end of fiscal 1981, at least 97% of sales were cash-and-carry.® Customers paid immediately and
generally transported their own merchandise, reducing receivables and certain delivery and handling costs. Supplier
credit financed a meaningful portion of inventory (circa 46% at the time of IPO, average ~48% from IPO to 202510),
further reducing the company’s working capital requirements (at IPO, the cash conversion cycle was 45 days for
Home Depot vs. 65 days for Lowe’s').

The founders shared cost advantages with customers rather than retain all of them as higher margins. When founding
Home Depot in the late 1970s, Bernie Marcus and Arthur Blank modeled gross margins of approximately 29% to 31%,
far below the 42% to 47% margins then common among traditional industry operators at that time.12 The company’s
1982 annual report summarized the philosophy as being “geared to high volume and high turnover at lower than
normal margins.”'® Home Depot sought to maximize customer traffic, merchandise velocity, inventory productivity, and
total gross-profit dollars. As Jim Inglis, a former Home Depot executive, noted that Home Depot was willing to accept

lower gross margin, if the volume justifies (i.e., large enough dollar amount). 4

The relevant advantage was therefore not low margins or inventory turnover in isolation, but the interaction among
store volume, purchasing scale, gross margin, and inventory productivity. In fiscal 1980, Home Depot generated an
estimated gross margin return on inventory investment (GMROI) of approximately 238%, compared with

roughly 126% for Lowe’s."® Home Depot could accept a lower percentage margin because its prices, assortment,
and service generated substantially more customer traffic and gross profit from each dollar committed to inventory.

We believe Home Depot’s interaction of higher store productivity, greater sales volume per location, stronger inventory

economics, purchasing scale, and operating leverage, which together allowed the company to generate more

earnings from each dollar of capital invested in the business, are also reflected in its positive returns on capital over its

course of development. At the time of Home Depot’s IPO, we estimate that the company generated ROIC of
approximately 24.8% and ROTCE of approximately 47.1%, compared with roughly 10% ROIC and 20% ROTCE at
Lowe’s, '8 which we believe was broadly representative of the economics of a more traditional home improvement
store before Home Depot’s innovative big-box model. Although both companies’ returns fluctuated over time, the gap
persisted over the long term. From 1980 through 2025, Home Depot's ROTCE averaged approximately 37%, with a
median of roughly 30%, while ROIC averaged approximately 20%, with a median of about 17%; by comparison,
Lowe’s ROTCE averaged approximately 25%, with a median of nearly 21%, while ROIC averaged approximately
15%, with a median of roughly 12%.'7 Home Depot moved fast in the early years through capital efficient leasing. We
estimate that a leased store of Home Depot in the early 1980s required approximately 2.3 years to recoup its initial
investment, while a company-owned store required approximately 4.6 years.'8

The big-box format created a second leg of the system. Home Depot’s first stores measured approximately 60,000
square feet and carried roughly 25,000 products.'® Lowe’s standard store (reflective of a traditional hardware store at

that time) measured approximately 11,100 square feet, and less than 9,300 square feet based on average selling
space, and typically carried about 8,000 products per location.22 A Home Depot customer who might previously have
visited a hardware store for tools, a lumberyard for wood, and a specialty store for paint could instead find nearly
everything required for a project under one roof.

This breadth made Home Depot a destination rather than a convenience-oriented neighborhood hardware store.
Customers were willing to travel farther because the probability of finding the complete project assortment was much

8 Do-It-Yourself Chain Surges in Slump. The New York Times. https://www.nytimes.com/1983/01/13/business/do-it-yourself-chain-
surges-in-slump.html

9 Home Depot Annual Report 1982.

10 Home Depot Annual Report 1982 — 2025.

1 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

12 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

13 Home Depot Annual Report 1982.

14 The Early Days. Breakthrough Retailing. Jim Inglis.

15 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

16 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

17 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
8 Home Depot Annual Report 1983.

1% About Us. The Home Depot. https://corporate.homedepot.com/page/about-us
20 L owe’s Annual Report 1980.
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higher. In fiscal 1980, each Home Depot location handled an estimated 222,237 transactions, approximately four
times Lowe’s estimated 53,159 transactions per location.2’ Home Depot’s stores were more than twice as large and
carried approximately three times as many products, but the resulting traffic made the additional space and inventory

productive.

The third leg was a strong emphasis on customer service. A warehouse containing tens of thousands of unfamiliar
products could intimidate inexperienced homeowners. Associates therefore did more than direct customers toward
merchandise — they helped customers plan projects, identify the necessary tools and materials, learn the required
skills, and complete the work successfully. “Double and triple the usual service level (compared to traditional
stores),”?2 according to the founders, made the assortment usable and converted product availability into customer
demand. Home Depot’s service and culture operated as a demand-creation system, not merely as customer support.
Knowledgeable associates potentially reduced the skill, confidence, and information barriers that prevented ordinary
homeowners from undertaking home improvement projects, thereby expanding both the number of customers and the
scope of what each customer could purchase. These elements reinforced one another. Lower prices and excellent
service attracted greater traffic and sales volume. Greater volume improved purchasing leverage, inventory
productivity, and fixed-cost absorption. Those economics supported lower merchandise costs, broader assortments,
deeper availability, and further investment in associates, logistics, technology, and price. Better value generated still
more traffic, allowing the cycle to repeat. Broad selection without adequate merchandise velocity would instead
produce excessive inventory and working capital requirements. And a warehouse filled with unfamiliar products but
lacking knowledgeable associates could intimidate inexperienced homeowners rather than convert them into
customers. Home Depot therefore did more than sell home-improvement products; by hiring experienced
tradespeople and training associates to help customers solve project-related problems, it reduced the knowledge
barrier to DIY, converting uncertain repair needs into projects and ultimately into demand for tools and materials.

Competitors eventually copied the visible parts of the model. Lowe’s adopted larger stores starting in the 1990s,
broader assortments, direct sourcing, private brands, and similar pricing, and the two companies’ store formats and
gross margins largely converged entering the 2000s. Home Depot’s more enduring advantage was the operating
system beneath the box — purchasing scale, supplier relationships, inventory productivity, merchandising, logistics,
data, local-market density, and a service culture that coordinated these capabilities around the customer. A former
executive who spent approximately 30 years at Home Depot and later served as a senior vice president at Lowe’s
described the two chains in 2022 as increasingly similar on a store-by-store basis, noting that they “kind of carry the
same stuff...kind of have the same price...[and] kind of look and feel the same.”?® When asked why Lowe’s
profitability nevertheless remained below Home Depot’s, the executive pointed to differences in sales volume,
purchasing power, operating efficiency, and cost of goods. He also agreed that Lowe’s historically had less ability than
Home Depot “to negotiate with vendors” and obtain “the same discount or price or brand,” adding that improving those
retail fundamentals required both time and credibility with suppliers.

2. Averylong runway in a large, fragmented market supported by recurring installed-base demand. Home Depot
began with a negligible share (<0.05% at 1981 IPO?*) of an already substantial market (>$47 billion), while the
expanding and aging housing stock created a durable stream of maintenance, repair, renovation, and
replacement spending.

At the time of the company’s 1981 IPO, U.S. expenditures on residential improvements and repairs —
including maintenance and repair work, structural improvements, additions, and alterations — had increased
from approximately $27.5 billion in 1975 to more than $47 billion in 1980,25 representing a CAGR of
approximately 11.4% over five years prior to the IPO. Against this large and expanding market, Home Depot
remained an exceptionally small participant. With fiscal 1980 revenue of only $22.3 million,2¢ the company’s estimated

21 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

22 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

2 Interview with Former Senior Vice President, GMM-Décor at Lowe’s. Tegus. 3/17/2022.

241966 — 2007: Expenditures for Residential Improvements and Repairs. Census.
https://www.census.gov/construction/c50/histtabl.pdf

251966 — 2007: Expenditures for Residential Improvements and Repairs. Census.
https://www.census.gov/construction/c50/histtab1.pdf; 2008 — 2025: Improving America's Housing 2025. Joint Center for Housing
Studies of Harvard University.

https://www.jchs.harvard.edu/sites/default/files/reports/files/Harvard JCHS Improving Americas Housing 2025.pdf; Survey
Definitions and Explanations. Census. https://www.census.gov/construction/c50/appendix.pdf

26 Home Depot Annual Report 1982.
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share of U.S. home-improvement and repair expenditures was less than 0.05%. lts modest starting position
suggested a substantial runway for growth.

The industry was also highly fragmented. Precise competitor market share data from the period is limited, but Lowe’s,
founded in 1921 and which we believe was then the largest company in the sector,?” generated approximately $883.6
million in revenue,?® equivalent to only about 2% of the broader market. This estimate is broadly consistent with
Lowe’s own reported market-share figures in its core markets.2® The fragmented industry structure was also
consistent with Home Depot founders’ assessment that the industry contained “too many small chains” and lacked a
truly national operator.3°

The home improvement market subsequently continued expanding. U.S. expenditures on residential improvements
and repairs reached approximately $608 billion by 2025,3' representing an approximately 5.8% CAGR since Home
Depot’s IPO. Home Depot’s growth therefore reflected both expansion of the underlying market and extraordinary
share gains enabled by scale, broad product selection, national distribution, brand recognition, digital capabilities, and
service to both DIY and professional customers.

In addition to the retail market, Home Depot also took a major step in 2024 with its approximately $18.25 billion
acquisition of SRS Distribution, a leading specialty trade distributor serving professional roofers, landscapers, pool
contractors, and other trades. The purchase price represented approximately 16x EBITDA,3%2 and Home Depot
estimated that the transaction increased its total addressable market by approximately additional $50 billion, taking
the company’s overall market opportunity to roughly $1 trillion.33

The installed U.S. housing base has provided Home Depot with a durable source of demand. At the time of Home
Depot’s 1981 IPO, the number of housing units in the U.S. had increased from approximately 68.7 million in 1970 to
88.4 million in 1980,3* a CAGR of roughly 2.6%. Over the same period, annual sales of existing single-family homes
rose from approximately 1.9 million to 2.9 million,*5 a nearly 5% CAGR. By 2025, the total U.S. housing stock had
reached approximately 148.7 million units, representing a CAGR of about 1.2% since 1980.3¢ Approximately 3.9
million existing single-family homes were sold during the year.3” While lower CAGRs, each additional home
represents a long-lived stream of potential spending on maintenance, repair, renovation, and replacement, while
housing turnover frequently creates additional improvement spending as properties are prepared for sale or adapted
by new owners.

The aging of the housing stock may be even more important than its absolute growth. The median age of the housing
stock remained broadly stable, and even declined modestly, from approximately 25 years in 1940 to 23 years in 1980,
as postwar construction continually added newer homes to the overall stock.28 Since 1980, however, the trend has

27 Lowe’s stated in its 1985 annual report that it was the first company in the industry to surpass $2 billion in revenue.

28 Lowe’s Annual Report 1980.

2 Lowe’s Annual Report 1981.

30 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

311966 — 2007: Expenditures for Residential Improvements and Repairs. Census.
https://www.census.gov/construction/c50/histtab1.pdf; 2008 — 2025: Improving America's Housing 2025. Joint Center for Housing
Studies of Harvard University.

https://www.jchs.harvard.edu/sites/default/files/reports/files/Harvard JCHS Improving Americas Housing 2025.pdf

32 Morningstar DBRS Confirms The Home Depot, Inc. at “A”, Stable, Following SRS Acquisition Announcement.
https://dbrs.morningstar.com/research/430751/morningstar-dbrs-confirms-the-home-depot-inc-at-a-stable-following-srs-
acquisition-announcement

33 The Home Depot Completes Acquisition of SRS Distribution. The Home Depot. https://irhomedepot.com/news-releases/2024/06-
18-2024-153031934

34 Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government Printing Office,
Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf

35 National Association of Realtors/Haver Analytics.

36 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2025: U.S. Census
Bureau, Housing Inventory Estimate: Total Housing Units in the United States [ETOTALUSQ176N], retrieved from FRED, Federal
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/ETOTALUSQ176N, July 30, 2026.

37 National Association of Realtors/Haver Analytics.

38 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2024: Almost Half of
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reversed. The median age increased to approximately 25 years in 1990, 30 years in 2000, 33 years in 2010,
and 42 years by 2024. In other words, nearly all of the long-term aging reflected in today’s housing stock
occurred during Home Depot’s period as a public company. Older homes generally require more frequent
maintenance and eventual replacement of roofs, plumbing, electrical systems, windows, flooring, HYAC equipment,
and other components, while also creating demand for modernization and energy-efficiency upgrades. Much of this
work can be deferred, but not indefinitely. As a result, Home Depot benefits both when homes change hands and
when homeowners choose to remain in place and renovate, creating a recurring demand base tied to the size, age,
and ongoing use of the U.S. housing stock.

3. Home Depot entered the public markets with substantial CEO ownership (~16%) and founders collectively
(~40%), creating strong alignment between management and shareholders, as well as a healthy balance sheet
(net debt/EBITDA at 0.7x).

Home Depot entered the public markets with unusually high insider ownership. Although we were unable to locate the
original IPO prospectus, Built from Scratch indicates that management and insiders owned roughly 50% of the
company when the first stores opened, including approximately 18% for Bernie Marcus, 15% for Arthur Blank,
somewhat less than 15% for Pat Farrah, and 5% for Ken Langone.3°

Marcus, Blank, and Farrah sold portions of their holdings in connection with the IPO, while Langone reportedly sold
none. Based on our estimated share count around the offering,4® management ownership may still have been roughly
over 40% immediately after the IPO, with Marcus retaining about 16%, Blank and Farrah around 13% each, and
Langone about 5%. We believe this level of insider ownership created strong alignment between the executives
building Home Depot and outside shareholders.

At the time of its IPO, the company maintained a conservative balance sheet, with net debt equal to
approximately 0.7x its prior fiscal year EBITDA.

4. Home Depot was already profitable (>30% gross margin, ~6% operating margin*') and highly capital-efficient
(~47% ROTCE, 25% ROIC) at the time of its IPO, while its valuation was reasonable based on earnings (~46x
last-fiscal-year earnings) and its growth trajectory (sales growing at >200% YoY) at IPO and even attractive if
an investor underwrote five-year scale and operating leverage.

Home Depot completed its IPO on September 22, 1981, less than three years after its founding. In fiscal 1980, the
last full fiscal year before the offering, the company generated approximately $22.3 million of revenue from four
stores, representing year-over-year growth of roughly 218%.42 Based on our estimates, Home Depot was valued at
approximately 46x trailing earnings and 29.6x EV/EBITDA at the time of the IPO.

The company was also already demonstrating strong capital efficiency. We estimate ROIC at approximately 24.8%
and ROTCE at approximately 47.1%.

The IPO valuation looked considerably more attractive if an investor was willing to underwrite several years of
continued expansion. If a hypothetical investor at the time of IPO assumed that the company would continue its
momentum and increase its market share from the current 0.05% level to 0.5% in five years, implying an annual sales
of $245 million, an over 60% CAGR. Under this scenario, the store base would grow from four locations to
approximately 30, while operating expenses would decline as a percentage of sales as the company gained scale.
Benchmarking operating expenses against more established home improvement retailers at the time, such as Lowe’s
and Hechinger, our projected earnings at the end of year five would have implied a P/E of approximately 2x based on
Home Depot’s IPO valuation (for details of the assumptions, please see page 89).

In reality, Home Depot significantly exceeded this hypothetical underwriting case in terms of growth. By fiscal
1985, five years after the base period, revenue had surpassed $700 million,*® representing a CAGR of

the Owner-Occupied Homes Built Before 1980. National Association of Home Builders. https://eyeonhousing.org/2026/03/almost-
half-of-the-owner-occupied-homes-built-before-1980-2/? ga=2.136498288.1705651237.1785456639-2084079045.1783691170
3% The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank; The Financier. Built from Scratch. Bernie Marcus and Arthur
Blank.

40 Home Depot Annual Report 1982.

41 Home Depot Annual Report 1982.

42 Home Depot Annual Report 1982.

43 Home Depot Annual Report 1982.
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approximately 99%. The company had expanded to 50 stores, with average sales of roughly $14 million per location.
That growth, however, came with lower near-term profitability than our hypothetical case assumed. Gross margin
declined from 30.7% to 25.9%, primarily because new stores generated lower initial sales while carrying a relatively
fixed cost base, particularly as the company entered and established itself in new markets.** As a result, in reality,
Home Depot generated approximately $9.5 million of net income in fiscal 1985, equivalent to roughly $2.50 per share
after adjusting for stock splits during the period.4® Based on the company’s IPO valuation, this represented
approximately 5x P/E by the end of year five.

4 Home Depot Annual Report 1985.
45 Stock Splits. The Home Depot. https://irhomedepot.com/stock-information/stock-splits
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Figure 2: Valuation Metrics

Metric Amount ($ Million)  [Multiple / Ratio Analysis
Market Cap $ 39.5 -
Enterprise Value $ 40.5 1.8x EV/Sales
Cash $ 0.1 0.3% of Market Cap
LTD, STD, & Current Portion of LTD $ 1.1 $1.0M of Net Debt
- 0.72x Net Debt/EBITDA
Working Capital (inc. Cash) $ 14 3.5% of Mkt Cap
Net Working Capital (ex. Cash and STD) $ 1.4 3.5% of Mkt Cap
Total Equity Value $ (0.3) -138.8x Price/Book Value
Tangible Book Value $ (0.3) -138.8x Price/Tangible BV
Gross Profit $ 6.9 30.7% Gross Margin
Selling And Store Operating Expenses $ 46 | 20.6% Selling & Store Operating Expenses/Sales
Preopening Expenses $ 0.05 0.2% Preopening Expenses/Sales
G&A $ 1.0 4.3% G&A/Sales
EBITDA $ 1.4 29.6x EV/EBITDA
CAPEX $ 0.2 34.2x EV/(EBITDA-CAPEX)
Net Income $ 0.9 46.2x P/E LFY
Levered FCF $ 0.6 64.3x P/Levered FCF
Unlevered FCF $ 1.0 40.4x EV/Unlevered FCF
Owner's Earnings $ 0.6 64.3x P/OE

- 65.9x EV/OE
ROIC 24.8% -
ROTCE 47 1% -
1-Yr. Sales CAGR 217.7% From FY1979 to FY1980
1-Yr. CAGR of Net Income N/A Net Loss in FY1979
1-Yr. FCF CAGR N/A -
2-Yr. Sales CAGR N/A $0 Sales in FY1978, Just Founded.

Notes:

1. Home Depot completed its IPO on September 22, 1981, with its shares initially traded over the counter under the

Nasdaq symbol HOMD.“é We were unable to locate the company’s IPO filing and therefore estimated its IPO market

capitalization using its FY1982 Annual Report, which ended January 31, 1982 and appears to be the company’s first

annual report following the offering. According to the Statements of Stockholders’ Equity, Home Depot had 2,872,500

shares of common stock outstanding as of February 1, 1981. This amount was reduced by 3,125 shares contributed

to the company, increased by 24,000 shares issued upon the exercise of warrants, and increased by 400,000 shares
sold in the IPO,*7 resulting in 3,293,375 shares outstanding. At an IPO price of $12 per share,*8 the implied market
capitalization was approximately $39.5 million.

EV = market cap on 9/22/1981 + STD (as of 2/1/1981) + LTD (as of 2/1/1981) — Cash (as of 2/1/1981).

Because we were unable to locate the company’s IPO documents, we estimate its valuation using the most recent

fiscal-year results available before the IPO, those for the fiscal year ended February 1, 1981.4°% We use these results

rather than the fiscal second-quarter results, which would typically have ended on July 31, 1981, given that the IPO
occurred on September 22, 1981. Accordingly, the valuation above may not reflect the company’s actual trailing-
twelve-month financial results at the time of the IPO.

4. Because Home Depot, like many publicly traded companies in the 1980s, reported Statements of Changes in
Financial Position rather than the Cash Flow Statements commonly used today, we could not calculate free cash flow
as operating cash flow less capital expenditures. Instead, we approximate FCF as net income + depreciation and
amortization - change in working capital - CAPEX, using the items disclosed in the Statements of Changes in
Financial Position and the Income Statement.5° Unlevered FCF is calculated as Levered FCF + Net Interest Expense.

@ N

46 Since April 19, 1984, Home Depot’s stock became publicly traded on the New York Stock Exchange under the symbol “HD”. FAQs.
The Home Depot. https://irhomedepot.com/investor-resources/fags

47 Home Depot Annual Report 1982.

48 FAQs. The Home Depot. https://irhomedepot.com/investor-resources/fags

49 Home Depot Annual Report 1982.

50 Home Depot Annual Report 1982.
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5. Owner’s earnings are calculated as Net Income +Depreciation and Amortization — CAPEX — Change in Net Working
Capital. Because Home Depot’s FY1982 annual report did not provide sufficient balance sheet information to
calculate the change in net working capital as of its 1981 IPO, we approximate this amount using the increase in
working capital disclosed in the Statements of Changes in Financial Position.
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Company Overview

The Home Depot was founded in 1978 by Bernard “Bernie” Marcus and Arthur Blank, two experienced home-
improvement executives who began developing the company after being fired from Handy Dan, an established home-
improvement chain then. Although Marcus and Blank are generally regarded as the company’s principal conceptual
founders, The Home Depot was built with crucial early contributions from several other founding figures — investment
banker Ken Langone, merchandising executive Patrick “Pat” Farrah, and finance executive Ron Brill.5" The company was
incorporated on June 29, 1978. Its first two stores opened in Atlanta on June 22, 1979, and a third followed before the end
of the year. From the beginning, the founders envisioned an entirely new kind of home-improvement retailer, “an
immense warehouse store ... with high ceilings” that would combine an unprecedented breadth of merchandise,
direct purchasing from manufacturers, low prices, and knowledgeable salespeople capable of guiding customers
through home-repair and improvement projects (i.e., Do-It-Yourself).5?

Figure 3: Bernie Marcus and Arthur Blank®>3
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51 The Home Is Where Our Story Begins. https://corporate.homedepot.com/page/home-where-our-story-begins; History of The
Home Depot. https://corporate.homedepot.com/sites/default/files/BTS timeline 01 2018.pdf

52 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

53 Bernie & Aurthur Founders. https://corporate.homedepot.com/media/bernie-aurthur-founders
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We believe this formula (low price, high volume, broad selection, and knowledgeable staff) helped transform what had
been a fragmented hardware-store industry into a large-scale, one-stop retail category. Home Depot’s first annual report
published in 1982 described the original Atlanta stores as “prototypes for a national chain of no-frills, do-it-yourself
warehouses” and declared that “service is paramount.”®* The company therefore offered more than inexpensive
merchandise. It sought to give ordinary homeowners the product selection, practical instruction, and confidence that had
previously been available primarily to professional contractors. The combination of warehouse economics and expert
customer service became the foundation of Home Depot’s competitive position and corporate culture.

By fiscal 2025, Home Depot had become “the world’s largest home improvement retailer based on net sales.”®® The
company generated nearly $165 billion in annual revenue and operated 2,359 Home Depot stores across the United
States, Canada, and Mexico. It also operated more than 1,250 specialty-distribution locations through SRS Distribution,
which it acquired in 2024, and employed approximately 472,400 associates. Its product offering included building
materials, home-improvement and lawn-and-garden products, décor, and maintenance, repair, and operations supplies,
sold through both physical stores and digital channels. The company also provided installation and equipment-rental
services. Increasingly, Home Depot was developing an integrated distribution and fulfillment platform designed to serve
not only do-it-yourself customers but also professional contractors.

The immediate catalyst for Home Depot’s creation was the dismissal of Marcus, Blank, and Brill from Handy Dan in the
spring of 1978. At the time, Marcus was approximately 49 years old, Blank was about 36, and Brill was around 34.
Together, they had been the senior executives responsible for operating the successful home-improvement chain, which
was owned by the retail conglomerate Daylin. Their dismissal followed a struggle for control involving Daylin’s chief
executive officer, Sanford “Sandy” Sigoloff. Marcus and Blank later summarized the event in their book with a
memorable line: “The creation of The Home Depot began with two words in the spring of 1978: ‘You’re fired!’” %

They also recalled the uncertainty that followed:

“Twenty years ago, we were two out-of-work executives. Our situation was not a lot different than millions
of others who were shown the door. We had little in the way of capital and faced some daunting personal
and legal challenges as we tried to get our careers back on track.”5”

Marcus and Blank had no operating business and relatively little personal capital. They also faced substantial
professional, financial, and legal uncertainty. What they did possess, however, was decades of retail experience and a
shared understanding of the structural weaknesses of the home-improvement industry. Although the founders’ dismissal
created the opportunity to start a new company, the idea that became Home Depot had been developing in Marcus’s
imagination for several years.

In 1976, while opening a Handy Dan store in
Houston, Marcus described his vision to Ken
Langone, who would later become one of Home
Depot’s earliest investors and founding partners.
Marcus imagined a massive and revolutionary
warehouse store that could make conventional
home-improvement centers obsolete. He believed
the existing industry was fundamentally vulnerable
because it consisted of “too many small chains,”
lacked a dominant national operator, and charged
customers prices that were unnecessarily high.8
Marcus was so confident in the potential
advantages of scale that he told Langone that “If
Handy Dan has fifteen stores in Houston, three of

my new stores would make these obsolete.”%® At . ' : :

Ken Langone .~

54 Home Depot Annual Report 1982.

55 Home Depot Annual Report 2025.

56 Throwback Thursday: The Beginning of The Home Depot. https://corporate.homedepot.com/news/history/throwback-thursday-
beginning-home-depot; Introduction. Built from Scratch. Bernie Marcus and Arthur Blank.

57 Introduction. Built from Scratch. Bernie Marcus and Arthur Blank.

58 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

%9 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.
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— a warehouse-style store offering low prices, enormous selection, and knowledgeable service. No other chains had done
that. After Marcus and Blank lost their jobs, however, that vision became the basis for a serious business plan.

Following their dismissal, Marcus and Blank began meeting several times a week at a coffee shop located roughly
halfway between their homes in the Los Angeles area. Working with little more than pads of paper, Marcus described the
store he wanted to create, while Blank attempted to translate that vision into a workable financial model. Marcus
envisioned an immense warehouse measuring approximately 55,000 to 75,000 square feet (a Lowe’s store built in
1978 was around 10,000 square feet®’), with high ceilings and nearly twice the selling space of the largest Handy
Dan store at the time. Whereas Handy Dan carried a relatively narrow assortment concentrated on the bestselling items
in each category, the new stores would offer enormous quantities of merchandise and extensive selection. Products would
be stacked from the floor toward the ceiling so that customers would feel overwhelmed by abundance and would, in
Marcus’s words, virtually “smell a bargain” upon entering the store.%!

The company would also deviate from the industry’s purchasing practice. Rather than relying heavily on distributors,
middlemen, and regional warehouses, Home Depot would insist on buying directly from manufacturers. Manufacturers
would ship merchandise directly to individual stores, eliminating layers of distribution expense. The founders
intended to return those savings to customers through lower prices. Marcus and Blank projected annual sales of
approximately $7 million to $9 million per store. This appeared highly ambitious at a time when even the strongest Handy
Dan location generated only about $3 million in annual revenue. They also modeled gross profit margins of
approximately 29% to 31%, far below the 42% to 47% margins then common in the industry.%2 The lower-margin
structure would be supported by higher sales volumes, rapid inventory turnover, direct purchasing, and the scale of the
warehouse format. Blank initially concluded that the projected sales would not support the economics of Marcus’s
proposed store. Marcus’s response was characteristically direct — increase the sales assumption until the model worked.
Behind this apparently unconventional instruction was the central theory of Home Depot. Rather than adjusting the
concept to fit the sales productivity of existing home-improvement stores, the founders believed that a dramatically
superior retail proposition could generate an entirely different level of customer traffic and store volume.

Most importantly, the stores would employ highly trained people on the selling floor. These employees would do more than
move merchandise or process transactions. They would be capable of helping even inexperienced customers understand
and complete home-repair and improvement projects. This combination of vast assortment, low prices, high volumes, and
expert assistance became the core of the Home Depot model and continues to shape the company today.

The concept was further shaped by Pat Farrah, one of the home-improvement industry’s most imaginative merchants.
After meeting him, Ken Langone described Farrah as the “Michelangelo” of retailing.88 In January 1978, shortly before
Home Depot was established, Farrah opened Homeco, a 130,000-square-foot home-improvement warehouse in
Lakewood, California. The store displayed merchandise from floor to ceiling, sold lumber inside the building, operated
forklifts in the aisles, and instructed employees to run when responding to customers. Its energetic service style,
warehouse presentation, and unconventional merchandising would later influence Home Depot. Marcus visited Homeco
approximately six months after it opened. He immediately recognized much of his own retail vision in physical form, later
recalling, “As we walked in, | saw my dreams in living color.”* Homeco closely resembled what Marcus had imagined
— an enormous store combining wide selection, low prices, knowledgeable employees, energetic merchandising,
and an unusual commitment to customer satisfaction.

Despite attracting customers, the founders thought Homeco failed because of poor financial controls rather than a lack of
consumer demand. Farrah’s strengths were merchandising, salesmanship, and store culture, not financial management.
The company’s gross margin before it closed was only about 12%, compared with the 23% Farrah believed it was
achieving and an industry gross margin of roughly 44%. Two days after Homeco closed, Marcus invited Farrah to join
the new venture. Farrah subsequently became the third principal operating partner alongside Marcus and Blank. His
merchandising creativity and store-level intensity helped turn the broad warehouse concept into a distinctive retail

experience.

The early Home Depot was built through the complementary abilities of its founding group. Marcus supplied the broad
retail vision and became chairman and chief executive officer. Blank brought financial discipline, operating structure, and
analytical rigor and became president. Farrah contributed much of the company’s merchandising creativity, selling culture,

80 Lowe’s Annual Report 1978.

61 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

52 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

63 The Merchant, Act I. Built from Scratch. Bernie Marcus and Arthur Blank.
54 The Merchant, Act I. Built from Scratch. Bernie Marcus and Arthur Blank.
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and store-level energy. Ron Brill, who had worked with Marcus and Blank at Handy Dan, provided financial expertise and
became Home Depot’s chief financial officer. Ken Langone served as another essential member of the founding effort by
raising capital, cultivating relationships with investors and banks, and representing the company to the financial
community. The start of Home Depot effectively came to be through the combined contributions of all five founding
partners.

Financing the concept proved nearly as difficult as developing it. Marcus initially believed that approximately $25 million
would be required to launch the company, but the founders had nowhere near that amount. One early financing proposal
involved Texas businessman Ross Perot. Under the agreement, Perot would invest $2 million in exchange for 70% of
the company.® Marcus ultimately walked away from the offer because he believed Perot’s desire for control
would prevent the founders from managing the business according to their own principles. A seemingly minor
disagreement over Marcus’s automobile came to symbolize the larger issue. Perot disapproved of Marcus driving an old
Cadillac and preferred that he purchase a new Chevrolet, apparently believing the Cadillac projected the wrong image. To
Marcus, the incident suggested that Perot intended to exercise influence over both major corporate decisions and
personal matters. Marcus concluded that accepting the money would come at too high a cost in independence.

After the Perot negotiations ended, Langone turned to his own network of investors. He persuaded approximately forty
individuals to purchase $25,000 units of preferred stock. Together, they contributed roughly $2 million in seed
equity capital and received 50% of the company. Langone received a 5% interest, while Marcus, Blank, and the
remaining management group retained the rest. The $2 million was intended to cover salaries, employee benefits, and
operating expenses for as long as two years. Yet it remained, as Marcus observed, “a far cry from the original $25 million”
he had believed would be necessary.¢ Home Depot was therefore undercapitalized from the outset.

The seed equity alone was not sufficient to purchase inventory and open the stores. With the support of banker Rip
Fleming, Security Pacific National Bank subsequently extended a $3.5 million line of credit. The loan was secured in part
by letters of credit supplied by the original investors and was reportedly the first start-up loan the bank had ever made.%”

The founders originally hoped to launch the business in Los Angeles, but an extensive national search for suitable real
estate eventually led them to Atlanta. Atlanta offered several advantages. Large-format retail space was relatively
inexpensive, making it possible for the undercapitalized company to lease locations of the size required by its warehouse
concept. The city also provided a strong base from which to recruit employees and build a national organization. lts
transportation connections were attractive, and it was regarded as a place where executives and their families would be
willing to relocate and live. The opportunity became especially compelling when J.C. Penney agreed to sublease space in
four underperforming Treasure Island discount stores in 1978.8 These large buildings gave the founders access to the
kind of retail space they needed at a cost the new company could afford.

With financing arranged and a market selected, the founders still needed a name. One early candidate was “Bad Bernie’s
Buildall.” Their banker strongly discouraged it, warning that no loan officer would be comfortable lending money to a
company with such a name. “The Home Depot” was ultimately proposed by the wife of one of the original investors. After
passing a restaurant constructed from an old railroad car, she combined the word “Home” with “Depot.”8® The name
captured both the company’s category and the founders’ vision of a vast destination where customers could find virtually
everything required for a home-improvement project.

Home Depot’s first two stores opened in Atlanta on June 22, 1979, followed by a third location before year-end. The early
stores embodied the principal elements Marcus, Blank, and Farrah had developed — enormous warehouse interiors, high
ceilings, deep inventories, direct purchasing, low prices, energetic merchandising, and knowledgeable employees.

85 The Financier. Built from Scratch. Bernie Marcus and Arthur Blank.
%6 The Financier. Built from Scratch. Bernie Marcus and Arthur Blank.
57 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.
%8 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.
%9 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.
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Figure 4: First Home Depot Store 19797

The founders were not simply attempting to create a larger hardware store. They were building a new retail
category. Traditional hardware stores tended to be small, locally oriented, and limited in assortment. Home Depot sought
to bring together lumber, building materials, tools, plumbing supplies, electrical products, lawn-and-garden merchandise,
and other home-improvement categories under one roof, which we will discuss in detail. We believe Home Depot’s value

proposition rested on two ideas that might otherwise have appeared contradictory. The first was the economics of a no-
frills warehouse — low operating costs, high inventory volumes, direct purchasing, and aggressive prices. The second was
a labor-intensive commitment to customer service. Home Depot employees were expected to possess practical
knowledge and to teach customers how to complete projects, rather than merely directing them toward products. We
believe the company’s growth over the following four decades rested on its ability to reproduce this model across markets
while preserving the entrepreneurial, customer-focused culture established by its founders. When Home Depot opened its
first stores in 1979, each measured approximately 60,000 square feet and carried roughly 25,000 products.”! By
comparison, Lowe’s stores at the time were typically around 10,000 square feet and carried approximately 8,000 stock
keeping Units (SKUs) per location.”2 At the same time, the company competed aggressively on price; contemporary
reports indicated that Home Depot’s prices during the 1980s were approximately 10% to 25% below those of competing
retailers.”®

70 The Home Is Where Our Story Begins. The Home Depot. https://corporate.homedepot.com/page/home-where-our-story-begins
7 About Us. The Home Depot. https://corporate.homedepot.com/page/about-us

72 Lowe’s Annual Report 1980.

73 Do-It-Yourself Chain Surges in Slump. The New York Times. https://www.nytimes.com/1983/01/13/business/do-it-yourself-chain-
surges-in-slump.html
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Approximately three years after its founding, The Home Depot completed its initial public offering in 1981. Its shares
initially traded on the over-the-counter market before being listed on the New York Stock Exchange in 1984.74

The company’s growth since then has been extraordinary. From fiscal 1980, the last full fiscal year before its IPO,
through fiscal 2025, revenue increased from $22.3 million to nearly $165 billion, representing a CAGR of almost
22%. Home Depot did not provide a detailed product-category revenue breakdown in its first post-IPO annual report,
published in 1982, but its merchandise assortment already extended across the principal home-improvement categories,
including lumber, plumbing, paint, electrical products, hardware, and garden supplies.”®

By fiscal 2025, the company’s product mix remained broad but had become more formally organized across three major
merchandising segments. Building Materials, which includes categories such as lumber, building materials, plumbing, and
electrical products, accounted for approximately 32% of revenue. Décor, including appliances, bath products, flooring,
kitchens, lighting, and paint, contributed roughly 31%. Hardlines, which includes hardware, indoor and outdoor garden
products, storage, and related categories, represented approximately 29% of sales.”® The remaining revenue was
generated by other products and services.

Figure 5: Home Depot Revenue’’
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74 Since April 19, 1984, Home Depot’s stock became publicly traded on the New York Stock Exchange under the symbol “HD”. FAQs.
The Home Depot. https://irhomedepot.com/investor-resources/fags

7> Home Depot Annual Report 1982.

76 Home Depot Annual Report 1982.

77 Home Depot Annual Report 1982 — 2025.
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Figure 6: Home Depot Segment Revenue 1980 vs. 202578
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Home Depot’s physical footprint expanded alongside its revenue base. In fiscal 1980, the company operated
approximately four stores, all located in the United States. By fiscal 2025, its store count had increased to 2,359, a CAGR
of approximately 15%. Although Home Depot pursued international expansion at various points in its history, including
ventures elsewhere in North America, Latin America, and Asia, the company ultimately remained predominantly focused
on the United States. Of its 2,359 stores in fiscal 2025, 2,035 were located in the United States and its territories,
including Guam, Puerto Rico, and the U.S. Virgin Islands. These stores represented approximately 86% of the company’s
total store base, with the remainder located in Canada and Mexico.” The domestic market accounted for approximately
92% of fiscal 2025 revenue.

Figure 7: Home Depot Number of Stores?°
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78 Home Depot Annual Report 1982, 2025.
7% Home Depot Annual Report 2025.
8 Home Depot Annual Report 1982 — 2025.
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Figure 8: Home Depot Revenue by Region 1980 vs. 20258
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Home Depot’s long-term financial performance reflects not only substantial growth but also the benefits of scale and
operating leverage. Since the IPO period, the company’s gross margin has generally remained near 30%. It was typically
in the high-20% range before 2000 and remained above 30% in most subsequent years, averaging approximately 31%
over the full period and displaying a modest upward trend.

We believe several factors likely contributed to this improvement, including greater purchasing scale, the maturation of the
store base, a more favorable product mix, and increased penetration of proprietary merchandise, including private-label
and exclusive products that generally carry higher gross margins.82

The more significant margin expansion occurred at the operating level. Home Depot’s operating margin increased from
approximately 5.6% in fiscal 1980 to around 13% in fiscal 2025, averaging roughly 10% over the period. We believe this
improvement was driven primarily by increased operating efficiency as the company expanded its revenue and store
base. We estimate that the company’s selling, general, and administrative (SG&A) expense ratio declined from an
estimated 25% of revenue in fiscal 1980 to less than 19% in fiscal 2025. Because the company’s early financial
statements did not present expenses in a format directly comparable with its more recent reporting, the 1980 figure is
estimated by combining selling and store operating expenses, preopening costs, and general and administrative
expenses.83 Despite this limitation, the long-term trend is clear — revenue grew substantially faster than the company’s
central and store-level overhead, allowing a greater portion of gross profit to flow through to operating income.

The company’s returns on capital also remained strong over the period. ROTCE increased from approximately 47% in
fiscal 1980 to around 55% in fiscal 2025. Although the measure fluctuated meaningfully from year to year, it averaged
approximately 38% over the full period, with a median near 30%.

Home Depot’s ROIC similarly demonstrated strong underlying economics. ROIC averaged approximately 20%, with a
median of roughly 17%, and exhibited a generally upward long-term trend despite annual volatility.8 Together, these
measures suggest that Home Depot’s expansion was not driven solely by the addition of stores and capital. As the
business scaled, it also became more efficient and generated sustainable, progressively stronger returns from the capital
invested in its operations.

81 Home Depot Annual Report 1982, 2025.

82 Home Depot Annual Report 1982 — 2025.
83 Home Depot Annual Report 1982 — 2025.
84 Home Depot Annual Report 1982 — 2025.
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Figure 9: Home Depot Profit Margins?®
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Figure 10: Home Depot ROTCE vs. ROIC
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8 Home Depot Annual Report 1982 — 2025.
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Industry Overview

Since opening its first stores in 1979, The Home Depot has operated primarily in the home-improvement market, with the
United States representing its principal market. At the time of the company’s 1981 IPO, U.S. expenditures on
residential improvements and repairs — including maintenance and repair work, structural improvements,
additions, and alterations — had increased from approximately $27.5 billion in 1975 to more than $47 billion in
1980,%% representing a CAGR of approximately 11.4% over five years prior to the IPO. Against this large and
expanding market, Home Depot remained an exceptionally small participant. With fiscal 1980 revenue of only $22.3
million,8” the company’s estimated share of U.S. home-improvement and repair expenditures was less than 0.05%. Its
modest starting position suggested a substantial runway for growth.

The industry was also highly fragmented. Precise competitor market share data from the period is limited, but Lowe’s,
founded in 1921 and which we believe was then the largest company in the sector,8 generated approximately $883.6
million in revenue,®° equivalent to only about 2% of the broader market. This estimate is broadly consistent with Lowe’s
own reported market-share figures in its core markets.? The fragmented industry structure was also consistent with Home
Depot founders’ assessment that the industry contained “too many small chains” and lacked a truly national operator.®"

Over the following four decades, the market continued to expand. By 2025, U.S. expenditures on residential
improvements and repairs had reached approximately $608 billion,?2 a CAGR of about 5.8% since Home Depot’s IPO.
Using domestic revenue as a rough proxy for market participation, Home Depot’s $152.2 billion of U.S. revenue in 2025
would represent approximately 25% of this broad residential improvements and repairs market. Lowe’s domestic revenue
of approximately $86.2 billion would represent roughly 14%.9 These estimates are necessarily approximate because
retailer revenue and total improvement expenditures are not perfectly comparable — the expenditure data includes
spending on both materials and labor, while retailer revenue may include categories and customers outside the residential
repair market. Nevertheless, the comparison illustrates the scale Home Depot achieved relative to the market it originally
entered.

86 1966 — 2007: Expenditures for Residential Improvements and Repairs. Census.
https://www.census.gov/construction/c50/histtab1.pdf; 2008 — 2025: Improving America's Housing 2025. Joint Center for Housing
Studies of Harvard University.

https://www.jchs.harvard.edu/sites/default/files/reports/files/Harvard JCHS Improving Americas Housing 2025.pdf; Survey
Definitions and Explanations. Census. https://www.census.gov/construction/c50/appendix.pdf

87 Home Depot Annual Report 1982.

88 Lowe’s stated in its 1985 annual report that it was the first company in the industry to surpass $2 billion in revenue.

89 Lowe’s Annual Report 1980.

% Lowe’s Annual Report 1981.

91 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

921966 — 2007: Expenditures for Residential Improvements and Repairs. Census.
https://www.census.gov/construction/c50/histtab1.pdf; 2008 — 2025: Improving America's Housing 2025. Joint Center for Housing
Studies of Harvard University.

https://www.jchs.harvard.edu/sites/default/files/reports/files/Harvard JCHS Improving Americas Housing 2025.pdf

9 Home Depot Annual Report 2025; Lowe’s Annual Report 2025.
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Figure 11: U.S. Expenditures for Residential Improvements And Repairs 1966 - 2025%
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The tools and equipment category, one of the foundational inputs into home-improvement work, followed a growth pattern
broadly similar to that of the overall industry. Between 1975 and 1980, U.S. personal expenditures on tools and equipment
increased from approximately $2.7 billion to roughly $5.3 billion, % approximately 13.7% CAGR.

By comparison, Home Depot generated only $22.3 million of total revenue in fiscal 1980 across its entire merchandise
assortment, which included lumber, plumbing products, paint, hardware, unfinished furniture, and garden supplies.®® The
scale of the tools market alone therefore demonstrated the considerable opportunity available not only across the broader
home-improvement industry, but also within individual product categories.

By 2025, U.S. personal expenditures on tools and equipment had grown to more than $60 billion, nearly 6% CAGR since
1980. This sustained expansion reflects sustainable demand for tools and related products across maintenance, repair,
renovation, construction, and professional trade work.

Figure 12: Personal Consumption Expenditure: Tools And Equipment for House And Garden 1959 — 2025%

Personal Consumption Expenditure: Tools And Equipment for House And Garden 1959 - 2025
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9 U.S. Bureau of Economic Analysis, "Table 2.4.5U. Personal Consumption Expenditures by Type of Product" (accessed Friday, July 31,
2026).
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInNOZXBzljpbMSwyLDMs
M10sImRhdGEiOItblk5JUEFfVGFibGVITGIzdClsljilwMTciXSxblkNhdGVnb3JpZXMiLCITdXJ2ZXkiXSxblkZpcnNOX1IIYXIiLClyMDIOII0sWyJM
YXNOX1HYXIILClyMDI2110sWyJTY2FsZSIsli02110sWyJTZXJpZXMiLCJBIIOsWyJTZWxIY3RFYWxsX3IYXJzliwiMSJdXX0=

% Home Depot Annual Report 1982.

97 U.S. Bureau of Economic Analysis, "Table 2.4.5U. Personal Consumption Expenditures by Type of Product" (accessed Friday, July 31,
2026).
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInNOZXBzljpbMSwyLDMs
M10sImRhdGEiOItblk5JUEFfVGFibGVITGIzdClsljilwMTciXSxblkNhdGVnb3JpZXMIiLCITdXJ2ZXkiXSxblkZpcnNOX1IIYXIiLClyMDIOII0sWyJM
YXNOX1HYXIILClyMDI2110sWyJTY2FsZSIsli02110sWyJTZXJpZXMiLCJBIIOsWyJTZWxIY3RFYWxsX3IYXJzliwiMSJdXX0=
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https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=
https://apps.bea.gov/iTable/?1903=2017&1921=underlying&isuri=1&reqid=19&step=3#eyJhcHBpZCI6MTksInN0ZXBzIjpbMSwyLDMsM10sImRhdGEiOltbIk5JUEFfVGFibGVfTGlzdCIsIjIwMTciXSxbIkNhdGVnb3JpZXMiLCJTdXJ2ZXkiXSxbIkZpcnN0X1llYXIiLCIyMDI0Il0sWyJMYXN0X1llYXIiLCIyMDI2Il0sWyJTY2FsZSIsIi02Il0sWyJTZXJpZXMiLCJBIl0sWyJTZWxlY3RfYWxsX3llYXJzIiwiMSJdXX0=

Figure 13: Home Improvement Market by Product Type 1982 vs. 2025%
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98 1982 Census of Retail Trade - Merchandise Line Sales. Bureau of the Census.

https://dn790008.ca.archive.org/0/items/1982censusofreta823unse/1982censusofreta823unse.pdf; IBISWorld Industry Report

44411 Home Improvement Store in the US December 2025
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Although the home-improvement market had been fragmented at the time of Home Depot’s founding, the retail portion of
the industry became considerably more concentrated over time.

According to IBISWorld, Home Depot has become the largest home-improvement retailer in the U.S. by 2026,
accounting for approximately 51% of the estimated $298 billion home-improvement store industry.®® Lowe’s
ranked a distant second with an estimated market share of approximately 29%, while thousands of smaller retailers,
including Menards, a privately held company estimated to account for less than 5% market, shared the remaining 20%.
Figure 14: U.S. Home Improvement Stores Market Share '
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60%
50%

poos ./
30% \

20% \ /7

10% —

0%
2010 2015 2020 2025 2026

s Home Depot == owe's e (Other

Notes:

1. IBISWorld’s U.S. home improvement store industry survey covers a broad range of home repair and maintenance
products, including hardware, tools, electrical supplies, lawn and garden products, kitchenware, lumber, and structural
materials used in construction and renovation. Hardware stores, which are generally smaller and carry a more limited
product selection, are excluded from this survey. Home improvement retailers purchase goods from manufacturers
and wholesalers and sell them to end users, including do-it-yourself consumers and professional contractors. 101

2. Atthe time of writing, we did not find market share data from the same source covering periods earlier than those
shown above.

Historically, as mentioned, the home-improvement retail industry consisted largely of small regional operators, ranging
from full-line home-improvement stores to narrowly focused specialty retailers. This fragmentation persisted for decades
and, even as the industry consolidated, many significant competitors remained very small and privately held, limiting the
amount of publicly available financial information for meaningful comparison. Menards illustrates this dynamic. Founded in
the 1960s and concentrated primarily in the Midwest, the company has remained privately owned and today represents a
distant third, in terms of market share, among the major full-line home-improvement retailers. An estimate from a 2025
Business Insider report places Menards’ 2024 revenue at approximately $13 billion from more than 300 stores, 192
compared with approximately $160 billion of revenue for Home Depot from 2,347 stores globally, including more than
2,000 in the U.S., and less than $84 billion for Lowe’s from 1,748 U.S. stores. %

A handful of other publicly traded building-products retailers and suppliers have emerged over time, including Floor &
Decor, which specializes primarily in hard-surface flooring and related products, and Builders FirstSource, a wholesale
supplier and manufacturer focused largely on structural building materials and professional construction customers.
However, we believe these companies are substantially narrower in product scope and serve more specialized segments

% |BISWorld Industry Report 44411 Home Improvement Stores in the U.S. 2010 — 2026.
https://my.ibisworld.com/us/en/industry/44411/companies

100 |BISWorld Industry Report 44411 Home Improvement Stores in the U.S. 2010 — 2026.
https://my.ibisworld.com/us/en/industry/44411/companies

101 1BISWorld Industry Report 44411 Home Improvement Stores in the U.S. 2026.

102 |nside Menards, the Billionaire-Owned Midwest Home Improvement Chain. Business Insider.
https://www.businessinsider.com/menards-midwest-store-tour-photos-billionaire-owner-2024-5
103 Home Depot Annual Report 2024; Lowe’s Annual Report 2024.
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of the market, making them less useful as direct comparisons with full-category home-improvement retailers such as
Home Depot and Lowe’s.

While lacking perfectly comparable data, our above estimates imply that the contrast with the early 1980s is notable. At
the time of Home Depot’s IPO, even the largest industry participant controlled only a small fraction of the market. By 2026,
Home Depot and Lowe’s together represented approximately 80% of home-improvement store industry revenue. Over
time, we believe the advantages of scale, including purchasing power, broad product selection, national distribution, brand
recognition, digital capabilities, and the ability to serve both do-it-yourself customers and professional contractors, have
enabled the largest operators to capture a progressively greater share of the retail market.
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We believe the size, age, and turnover of the U.S. housing stock are important structural drivers of home-improvement
demand. Homes require periodic maintenance as they age, while transactions of existing homes could trigger repairs,
renovations, painting, landscaping, appliance replacement, and other improvement projects. Homeowners may also
renovate existing properties to accommodate changing household needs rather than move to a different home.

As charts below shows, at the time of Home Depot’s 1981 IPO, the number of housing units in the U.S. had increased
from approximately 68.7 million in 1970 to 88.4 million in 1980,'% a CAGR of roughly 2.6%. Over the same period, annual
sales of existing single-family homes rose from approximately 1.9 million to 2.9 million, %% a nearly 5% CAGR. These
figures point to steady long-term growth in both the installed housing base and the volume of housing transactions.

By 2025, the total U.S. housing stock had reached approximately 148.7 million units, representing a CAGR of about 1.2%
since 1980."% Approximately 3.9 million existing single-family homes were sold during the year. 17

Although growth in the number of housing units slowed over time, the installed base continued to expand. Each additional
home creates a long-lived stream of potential demand for maintenance, repair, renovation, and replacement products.
Consequently, even relatively modest annual growth in housing units can produce meaningful cumulative growth in the
addressable market over several decades.

Figure 15: Total Housing Units U.S.108
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Note:
1. At the time of writing, we were unable to identify a single source providing a continuous historical series on the total
units of existing U.S. homes. We therefore compiled the data from multiple sources, as detailed in the footnotes.

104 Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government Printing Office,
Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf

105 National Association of Realtors/Haver Analytics.

106 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2025: U.S. Census
Bureau, Housing Inventory Estimate: Total Housing Units in the United States [ETOTALUSQ176N], retrieved from FRED, Federal
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/ETOTALUSQ176N, July 30, 2026.

107 National Association of Realtors/Haver Analytics.

108 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1 , U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2025: U.S. Census
Bureau, Housing Inventory Estimate: Total Housing Units in the United States [ETOTALUSQ176N], retrieved from FRED, Federal
Reserve Bank of St. Louis; https://fred.stlouisfed.org/series/ETOTALUSQ176N, July 30, 2026.
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Figure 16: U.S. Existing Single-Family Home Sales 1968 — 2025'%°
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1. The sales volume figures shown above are reported at seasonally adjusted annual rates by the National Association
of Realtors.

109 National Association of Realtors/Haver Analytics.
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The aging of the housing stock may be even more important than its absolute growth. The median age of the housing
stock remained broadly stable, and even declined modestly, from approximately 25 years in 1940 to 23 years in 1980, as
postwar construction continually added newer homes to the overall stock.1? Since 1980, however, the trend has
reversed. The median age increased to approximately 25 years in 1990, 30 years in 2000, 33 years in 2010, and 42
years by 2024. In other words, nearly all of the long-term aging reflected in today’s housing stock occurred
during Home Depot’s period as a public company.

The composition of owner-occupied housing reinforces this conclusion. As of 2024, approximately 34% of owner-occupied
homes had been built before 1970, while another 13% were constructed during the 1970s.'"" Thus, roughly 47% of the
owner-occupied housing stock was already at least 45 years old, and nearly 60% had been built before 1990. By contrast,
only about 28% had been constructed since 2000, including just 4% after 2020. The relatively small share of recently built
homes means that new construction has not been sufficient to materially rejuvenate the overall housing base.

This age distribution matters because older homes generally require more frequent maintenance and are more likely to
need major repairs or replacement of roofs, plumbing, electrical systems, flooring, windows, appliances, heating and
cooling systems, and other structural or functional components. Aging homes may also require modernization to meet
current design preferences, energy-efficiency standards, building codes, or changing household needs. In many cases,
the work is not discretionary indefinitely — even when homeowners postpone a renovation, the underlying maintenance
requirement continues to accumulate through usage or as they age naturally.

There is no fixed rule governing how frequently homeowners must renovate their properties, and spending varies
significantly depending on the type of project, the condition of the home, and whether the work is performed by the
homeowner or a professional. Nevertheless, a 2022 survey found that homes constructed in different periods typically
incurred median renovation spending of approximately $15,000 to $20,000 during that year among its sample group,
including both do-it-yourself projects and work completed by hired professionals.t2 The survey identified the limited
supply and increasing age of U.S. housing as important drivers of renovation and design activity. As home prices,
mortgage rates, and other living costs rise, many homeowners choose to remain in their existing properties and renovate
them to better meet their current needs. Others purchase fixer-uppers, which may offer a lower initial cost of entry into
homeownership but typically require additional improvement spending after purchase. 3

The combination of an aging installed base and limited replacement through new construction creates a durable source of
demand for the home-improvement industry. New household formation and residential construction expand the number of
homes requiring future maintenance; existing-home transactions could trigger immediate repair, remodeling, painting,
landscaping, and appliance purchases; and the gradual aging of the housing stock increases the frequency and
complexity of required projects.

Home Depot’s long-term growth has therefore been supported not only by market-share gains and expansion in the
number of housing units, but also by the increasing repair intensity of the installed housing base. With nearly half of
owner-occupied homes built before 1980 and only a small proportion constructed in recent years, a large share of the
market is entering, or has already entered, the period in which regular maintenance, replacement, and modernization
spending becomes increasingly necessary.

110 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1, U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2024: Almost Half of
the Owner-Occupied Homes Built Before 1980. National Association of Home Builders. https://eyeonhousing.org/2026/03/almost-
half-of-the-owner-occupied-homes-built-before-1980-2/? ga=2.136498288.1705651237.1785456639-2084079045.1783691170

111 How OId is Today's Housing Stock. National Association of Home Builders. https://www.nahb.org/blog/2026/03/how-old-is-
todays-housing-stock

112 2022 Renovation by Home Age. Houzz. https://st.hzcdn.com/static/econ/2022 Renovations by Home Age Report.pdf

113 How a Home's Age Influences Owners' Renovation Plans. National Association of Realtors. https://www.nar.realtor/news/styled-
staged-sold/how-a-homes-age-influences-owners-renovation-plans
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Figure 17: Median Age of Housing Stock, U.S."4
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1. At the time of writing, we were unable to identify a single source providing a continuous historical series on the age of
U.S. homes. We therefore compiled the data from multiple sources, as detailed in the footnotes.

2. Data for 1950, 1960, and 2020 were unavailable from the cited sources. The gaps have been connected for illustrative
purposes.

Figure 18: Share of Owner-Occupied Housing by Year Structure Built''®
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114 1940 — 1990: Devaney, F. John, Tracking the American Dream, Current Housing Reports, Series H121/94-1 , U.S. Government
Printing Office, Washington, DC 1994. https://www.huduser.gov/portal/Publications/pdf/HUD-7775.pdf; 2000 — 2024: Almost Half of
the Owner-Occupied Homes Built Before 1980. National Association of Home Builders. https://eyeonhousing.org/2026/03/almost-
half-of-the-owner-occupied-homes-built-before-1980-2/? ga=2.136498288.1705651237.1785456639-2084079045.1783691170

115 How Old is Today's Housing Stock. National Association of Home Builders. https://www.nahb.org/blog/2026/03/how-old-is-
todays-housing-stock
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Business Model — Scale Economics Shared (Low Price & High Volume), Unparallelled Service, And Local Density

We believe Home Depot was conceived as more than a larger hardware store from the beginning. Its founders set out to
build a national, high-volume warehouse retailer capable of transforming a fragmented home-improvement industry
through scale, direct purchasing, broad assortment, low prices, and expert service. As aforementioned, the company
began with little capital and an unproven economic model, but its founding team brought complementary expertise in
retailing, merchandising, finance, operations, and organizational culture. Together, they developed a customer proposition
that was unusually powerful for its time — customers could find nearly everything required for a project under one roof,
purchase it at a lower price than elsewhere, and receive enough practical guidance to complete the work themselves.

Home Depot’s original model combined three benefits that were self-reinforcing and traditional home-improvement
retailers rarely delivered together — 1) lower prices; 2) broader product selection; and 3) better service, particularly through
knowledgeable in-store associates who made do-it-yourself projects more accessible to ordinary homeowners while also
serving professional customers.

+ Home Depot Flywheel -
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How Home Depot turns price, selection, service, and scale into a self-reinforcing system
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Conceptual synthesis by Worldly Partners based on Home Depot company filings, founder commentary, and expert interviews.

The big-box warehouse format itself was the most visible innovation at its time, in 1979, but the more enduring advantage
was the operating system beneath it. Home Depot built a high-volume model that shared the benefits of scale with
customers, generated greater traffic, strengthened supplier relationships, supported a broader assortment, and reinvested
the resulting productivity into stores, associates, logistics, technology, and price, creating a self-reinforcing flywheel that
became increasingly difficult to replicate as the company scaled.

Over time, this model developed around three mutually reinforcing pillars — shared scale economics, differentiated
service, and local market density. Lower prices and greater selection attracted more customers. Higher sales
volumes improved purchasing leverage and inventory productivity. Knowledgeable associates helped customers
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navigate the assortment and increased the likelihood that projects would be completed successfully. As Home
Depot added stores within local markets, it also improved brand awareness, distribution efficiency, product availability, and
service coverage.

This system produced extraordinary long-term results, evidenced by its financials. As aforementioned, the long-term
financial results illustrate the power of this system. In fiscal 1980, the year before its IPO, Home Depot generated $22.3
million of revenue from four stores. By fiscal 2025, revenue had reached $164.7 billion across 2,359 stores. Sales
increased approximately 7,379-fold, equivalent to a CAGR of 22% over 45 years, while the store base expanded
approximately 590-fold, or roughly 15% annually.'®

Average sales per store also increased substantially. Using year-end store count as a simple denominator, revenue per
store rose from approximately $5.6 million in fiscal 1980 to nearly $70 million in fiscal 2025, representing a CAGR of
5.8%. This calculation is imperfect because year-end store count does not fully reflect stores opened during the year, and
modern revenue includes meaningful non-store businesses. Nevertheless, it illustrates that Home Depot’s growth was
driven not only by adding locations, but also by increasing the productivity and economic output of each store.

Lower Margins, Higher Volume < Shared Scale

Home Depot’s business model since its founding was deliberately constructed in opposition to the prevailing economics of
the home-improvement industry. Before founding the company, Bernie Marcus and Arthur Blank envisioned stores
measuring approximately 55,000 to 75,000 square feet at a time when the largest Handy Dan store was roughly 35,000
square feet. "7 They projected annual sales of $7 million to $9 million per location, compared with approximately $3 million
at even the strongest Handy Dan stores. Most radically, they targeted gross margins of only 29% to 31%, far below the
42% to 47% margins common among traditional industry operators.

The initial plan appeared so implausible that Blank reportedly told Marcus, “The numbers don’t work.” Marcus’s answer
was simply: “More sales.”''® That exchange captured the essence of the Home Depot model. Unprecedented, the
company would not seek to maximize the profit earned on each individual item. Instead, it would maximize customer
traffic, merchandise velocity, inventory turnover, and total gross profit dollars. In order to do so, Home Depot purchased
directly from manufacturers, asked vendors to ship merchandise directly to stores, eliminated distributor markups where
possible, and operated in a no-frills warehouse environment. It also relied heavily on a cash-and-carry model under which
customers paid immediately and generally transported purchases themselves.

The company summarized the philosophy clearly in its 1982 annual report:

“The [company’s] merchandising philosophy is clear ... it's geared to high volume and high turnover at lower than
normal margins.”1®

At the end of fiscal 1981, the year of Home Depot’s IPO, at least 97% of sales were conducted on a cash-and-carry
basis. 20 Immediate payment reduced receivables and supported strong cash generation, while customer transportation of
merchandise potentially reduced the company’s delivery and handling burden. In this respect, the model shared certain
economic characteristics with other self-service warehouse retailers, including IKEA. (For those interested in the subject,
please see our study on IKEA at https://worldlypartners.com/businesshistory/ or the link below in the footnote.'?")

At the time of Home Depot’s IPO, relatively little information was available on directly comparable publicly traded
companies. Lowe’s nevertheless provides a useful benchmark, although it was still operating primarily as a small-format
home-improvement retailer (<10,000 square feet per store vs. Home Depot’s ~60,000; Lowe’s had not begun its transition
toward a large store format until the 1990s). Based on our comparison, Home Depot did not initially exhibit a significant
advantage in conventional inventory turnover. At the end of fiscal 1980, Home Depot turned its inventory approximately
5.4 times, compared with roughly 6.0 times at Lowe’s, a broadly similar range. What was already different, however, was
the amount of inventory Home Depot could economically support at each location. Even in this formative period, when the
company operated only four stores, average inventory per Home Depot store was approximately $0.72 million, about 27%

116 Home Depot Annual Report 1982, 2025.

117 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

118 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

119 Home Depot Annual Report 1982.

120 Home Depot Annual Report 1982.

121 |KEA Multi-Decade Study. Worldly Partners. https://worldlypartners.com/wp-content/uploads/2024/11/IKEA.pdf
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higher than Lowe’s roughly $0.57 million per store.'?2 We believe this was an early indication of the greater merchandise
volume that Home Depot’s large-format stores could support and, potentially, of the greater purchasing leverage each
individual store could generate with suppliers.

That gap widened materially as Home Depot scaled. Throughout much of the 1980s and early 1990s, Home Depot carried
between roughly 100% and more than 200% more inventory per store than Lowe’s. The difference began to narrow only
after Lowe’s started shifting toward the large-format model and opened its first large-format store in 1990.'22 By the
2000s, inventory per store at the two companies had become much more similar, and both subsequently followed broadly
comparable upward trends.

By fiscal 2025, Home Depot carried approximately $10.9 million of inventory per store and turned that inventory about 4.5
times annually.'?* Lowe’s, by comparison, carried approximately $9.8 million per store and turned its inventory roughly 3.3
times. 125

Figure 20: Home Depot vs. Lowe's Inventory per Store'2¢
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122 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

123 L owe’s Investor Fact Sheet 2023. https://corporate.lowes.com/sites/lowes-corp/files/2023-04/lowes-fact-sheet-final.pdf; Lowe’s
Annual Report 1991.

124 Home Depot Annual Report 2025.

125 | owe’s Annual Report 2025.

126 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
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Figure 21: Home Depot vs. Comp's Inventory Turnover'?
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Although Home Depot historically carried more inventory per store, the more revealing measure of its economics is not
simply how much inventory it held, but how productively that inventory generated gross profit. One useful measure is
gross margin return on inventory investment (GMROI). Home Depot has historically used inventory productivity as
an important consideration in merchandising and store economics, even where pursuing greater volume could
result in lower percentage margins on incremental business.128 |n fiscal 1980, the year before Home Depot’s IPO, we
estimate that the company generated a GMROI of approximately 238%. In other words, for every dollar of average
inventory investment, Home Depot generated nearly $2.40 of gross profit. Lowe’s small-store model, by comparison,
produced an estimated GMROI of approximately 126%, or less than $1.30 of gross profit for every dollar invested in
inventory. The contrast was substantial.

As both companies scaled and their business models gradually converged, particularly as Lowe’s transitioned toward the
large-store format pioneered by Home Depot, GMROI improved at both companies. Nevertheless, Home Depot
maintained a higher GMROI than Lowe’s in most years over the course of their development. Based on our estimates
from annual filings between 1980 and 2025, Home Depot’s average and median GMROI both exceeded 230%, compared
with approximately 185% for Lowe’s.

This distinction is important because it illustrates the deeper economic logic behind Home Depot’s low-margin strategy.
Lower gross margins did not necessarily imply inferior economics if the company could generate substantially more sales
and gross profit from each dollar committed to inventory. The relevant advantage was therefore not merely inventory
turnover in isolation, but the interaction among store volume, purchasing scale, gross margin, and inventory
productivity. A larger store carrying substantially more merchandise could still produce superior returns on inventory if
the additional assortment and lower prices generated enough incremental customer traffic and sales volume.

127 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025; Hechinger Annual Report 1990 — 1992, 1996.
128 The Early Days. Breakthrough Retailing. Jim Inglis.
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Figure 22: Home Depot vs. Comps Gross Margin Return on Inventory Investment'?®
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Note:

1. GMROI is calculated as gross profit divided by average inventory, with average inventory defined as the average of
fiscal year-end inventory balances for the current and preceding fiscal years, as reported in each company’s
respective annual filings.

12 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025; Hechinger Annual Report 1990 — 1992, 1996.
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While GMROI illustrates the productivity of inventory, we believe ROIC and ROTCE provide a more comprehensive
measure of Home Depot’s underlying economic advantage. A retailer can generate strong inventory turns and attractive
merchandise economics yet still destroy value if the business requires excessive investment in stores, distribution
facilities, technology, or working capital. ROIC and ROTCE therefore provide a broader measure of whether Home
Depot’s operating model translated into attractive returns on the capital required to support the business.

At the time of its IPO, we estimate that Home Depot generated ROIC of approximately 24.8% and ROTCE of
approximately 47.1%, compared with roughly 10% ROIC and 20% ROTCE at Lowe’s, whose returns had already been
declining from the levels achieved during the preceding decade as competition intensified and the housing market in the
U.S. slowed down starting in the mid-1970s.'3 Although these figures fluctuated meaningfully over time, Home Depot
generally maintained superior returns on capital throughout much of its history. From 1980 through 2025, Home Depot
generated average ROTCE of approximately 37%, with a median of roughly 30%, while ROIC averaged approximately
20%, with a median of about 17%.'3' Both measures declined during the 1980s as Home Depot increasingly shifted from
leasing second-use properties, as it had done around the time of its IPO, toward owning more of its real estate, which we
will discuss later in detail. We believe this increased the capital required to open and operate each store and initially
suppressed returns. Over time, however, returns gradually improved as the store base matured, existing locations
generated greater sales and earnings against a largely fixed capital base, and the pace of new-store openings slowed.

Lowe’s broadly followed a similar long-term pattern, but at lower levels of capital efficiency. From 1980 through 2025,
Lowe’s ROTCE averaged approximately 25%, with a median of nearly 21%, while ROIC averaged approximately 15%,
with a median of roughly 12%.132

We believe Home Depot’s persistently higher returns were not attributable to any single factor, but rather to the interaction
of several advantages discussed throughout this analysis, including higher store productivity, greater sales volume per
location, stronger inventory economics, purchasing scale, and operating leverage. Together, these advantages allowed
Home Depot to generate more earnings from each dollar of capital invested in the business.

Figure 23: Home Depot vs. Lowe's ROTCE
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130 National Association of Realtors/Haver Analytics.
131 Home Depot Annual Report 1982 — 2025.
132 | owe’s Annual Report 1980 — 2025.

Worldly Partners For Informational Purposes Only 33



Figure 24: Home Depot vs. Lowe's ROIC
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Figure 25: Home Depot vs. Lowe's Store Count
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Vendor financing provided another layer of support to Home Depot’s model. Home Depot disclosed that a significant
portion of its inventory was financed through supplier credit. 33 Although detailed terms were not provided, we estimate
that close to half of the company’s inventory at the time of its IPO was effectively financed by suppliers, based on the ratio
of accounts payable to inventory. From the IPO through fiscal 2025, that ratio averaged approximately 48%, suggesting
that vendor credit remained a meaningful source of working capital over time. This structure was particularly valuable for
an undercapitalized retailer such as Home Depot at its founding years. The company could take possession of inventory,
sell a significant portion of it for cash, and in many cases collect from customers before fully paying suppliers.

Figure 26: Home Depot Accounts Payable / Inventory Ratio '3
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In practice, Home Depot’s model rested on three mutually reinforcing advantages — price, selection, and service.

Rip Fleming, the banker who helped secure the company’s crucial early financing and later served as a special consultant
to the board, 1% first described the proposition as a “three-legged stool” consisting of “the lowest prices, the widest
selection, and the best customer service.” 13 Before Home Depot opened its stores in 1979, a homeowner or professional
worker might have needed to visit a hardware store for tools, a lumberyard for wood, and a specialty paint store for paint,
often without receiving useful instruction at any of them. Home Depot brought the full project together under one roof,
offering “all the materials, tools, and competent advice ... from skilled representatives” that a customer might need in one
location.137

The early stores were deliberately designed to communicate abundance and value. Merchandise was stacked toward the
ceiling, forklifts operated on the selling floor, and open cartons and bulk displays reinforced the warehouse atmosphere.
Before the first stores had enough merchandise to fill their racks, the founders reportedly stacked 500 empty boxes and
2,000 empty paint cans as high as ten feet in each store.'38 The staging was theatrical, but it served an economic purpose
— customers were meant to perceive immense selection, deep inventory, and bargain pricing from the moment they
entered.

133 Home Depot Annual Report 1982.

134 Home Depot Annual Report 1982 — 2025.

135 The Home Depot Billionaire’s Secrets of Success. https://aish.com/the-home-depot-billionaires-secrets-of-success/; Luther Foster
Fleming. https://www.independent.com/obits/2008/02/25/luther-fleming/

136 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

137 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

138 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.
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Figure 27: First Home Depot Store 197913°

“l'l

Seen this way, we believe Home Depot can be understood as an classic example of a scale economics shared flywheel.
Lower prices attracted greater traffic and sales volume. Greater volume increased purchasing leverage with
manufacturers, improved inventory turnover, and spread fixed costs across more sales. Those economics supported
lower merchandise costs, broader assortments, and better inventory availability, which could then be shared with
customers through still lower prices and a stronger overall value proposition. The resulting improvement in customer value
generated still more traffic and volume, allowing the cycle to repeat.

Importantly, the elements of the model depended on one another. Low prices without sufficient selection would
not make Home Depot a one-stop destination. Broad selection without adequate merchandise velocity would
instead produce excessive inventory and working capital requirements. And a warehouse filled with unfamiliar
products but lacking knowledgeable associates could intimidate inexperienced homeowners rather than convert
them into customers. Price, selection, service, and volume therefore had to operate as a system rather than as
independent advantages.

By fiscal year 1980, even with only a limited operating history, Home Depot had begun to demonstrate the viability of the
model. Revenue more than tripled to $22.3 million from 1979, when it first opened stores.'%? Gross margin was
approximately 30%, closely matching the founders’ original target of 29% to 31%. The company completed approximately
889,000 customer transactions (approximately 222,237 transactions each store), an increase of more than 170% from the
prior year, while average ticket rose more than 16% to $25.11.'4" The absolute figures remained modest, but the
underlying pattern was important. Home Depot was generating rising volume, as reflected in customer transactions,

139 Home Depot's First Stores — What They Looked Like. Business Insider. https://www.businessinsider.com/home-depot-first-stores-

photos-2019-4
140 Home Depot Annual Report 1982.

141 Home Depot Annual Report 1982.
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higher spending per visit, and industry-defying unit volumes while maintaining the low gross margin its founders had
originally envisioned.

In contrast, Lowe’s was vastly larger in 1980, generating approximately $883.6 million of revenue from roughly 11.4 million
customer transactions. Yet Lowe’s operated a much larger store network, and we estimate that it served only about
53,159 customers per store that year, compared with approximately 222,237 transactions per Home Depot store.142 While
the two businesses were not yet directly comparable in format or customer mix, the gap illustrates the extraordinary
volume Home Depot was beginning to generate from each individual store.

A central feature of Home Depot’s model was that scale benefits were repeatedly shared with customers rather than
retained entirely in the form of higher margins. As the company grew, it negotiated on increasingly large purchase
volumes, sourced more directly from manufacturers, and used rapid payment to obtain additional discounts when
economically attractive. Based on our estimates, Home Depot paid suppliers in approximately 33 days on average from its
1981 IPO through fiscal 2025.143 When discounts justified doing so, however, the company was willing to pay much more
quickly, sometimes within five days or less rather than under standard 30-day terms. 144

By comparison, we estimate that Lowe’s paid suppliers in approximately 43 days on average over the same period. 4%
Home Depot’s willingness to pay faster when discounts were available may have strengthened supplier relationships and
reduced merchandise costs.

The economic loop was straightforward. Greater volume produced better purchasing terms. Better product costs
supported lower retail prices. Lower prices generated still more volume. This differs from a business that uses scale
primarily to expand gross margin. Home Depot did benefit from improved product costs, but it also reinvested a
meaningful portion of those savings into price, assortment, inventory availability, store labor, and customer service. This
made its scale visible to customers and strengthened the flywheel.

Figure 28: Home Depot vs. Lowe's Days Payable Outstanding'4®
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However, at the time of writing, we were not able to find sufficiently broad and verifiable contemporaneous pricing data to
demonstrate that Home Depot’'s merchandise was, on average, cheaper than its competitors at the time of its IPO. Yet, we
believe it would be relatively easy for some investors at the time to likely test the proposition through store visits and item-
by-item price comparisons. There are, however, several pieces of evidence supporting the company’s low-price
claims.

142 | owe’s Annual Report 1980.

143 Home Depot Annual Report 1982 — 2025.

144 Growth. Built from Scratch. Bernie Marcus and Arthur Blank.

145 | owe’s Annual Report 1980 — 2025.

146 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
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In their memoir, Bernie Marcus and Arthur Blank recalled selling a 36-inch Caribbean Breeze ceiling fan for $29.95 when
customers were “used to paying $49.95 and more for the very same” fan, a discount of approximately 40%.%4Z Home
Depot paid approximately $27 for the fan, producing a gross margin of only about 9.8%, equivalent to a markup of
approximately 10.9% on cost. The founders also noted that an equivalent fan sourced through a domestic distributor
would have cost Home Depot approximately $35. This was clearly an unusually aggressive traffic-building promotion
rather than a representative company-wide margin. Nevertheless, it illustrates the logic of the model particularly well —
direct sourcing lowered Home Depot’s acquisition cost enough that the company could offer a dramatically lower retail
price while still earning some gross profit, justified by increased volume.

The founders’ original business plan provides a better indication of Home Depot’s intended normal economics. As
discussed above, Marcus and Blank recalled that conventional industry gross margins were approximately 42%
to 47%, while Home Depot intended to operate at only 29% to 31% and compensate through substantially greater
volume. 148

Before Home Depot entered the market, traditional home centers were relatively similar in both their sourcing and pricing
structures. Many purchased merchandise through the same types of regional wholesalers and then applied broadly
comparable markups at retail. The purchasing chain therefore typically involved two layers of economics. Large regional
wholesalers supplied products to local home centers on a regular basis, generally under cost-plus arrangements that
provided wholesalers with margins of approximately 16% to 20%.'*® The home centers then added another layer of gross
profit when the merchandise was sold to the customer. By purchasing directly from manufacturers whenever possible,
Home Depot sought to remove at least part of this intermediary markup and pass much of the resulting savings on to
customers.

It is important here to distinguish gross margin from markup on cost. A 29% gross margin corresponds to a markup of
approximately 41% on merchandise cost, whereas a 42% gross margin corresponds to a markup of
approximately 72%. If two retailers acquired an identical product at exactly the same cost, those margins would
imply a Home Depot selling price approximately 18% lower.1% In practice, Home Depot sought to acquire products at
lower cost through direct sourcing and purchasing scale, so the margin differential cannot be translated mechanically into
an observed retail-price discount. If anything, the simple comparison of gross margin may understate the pricing
advantage created by the model, because part of the purchasing benefit could be reinvested in still lower prices rather
than retained as additional gross margin. Nevertheless, it demonstrates the magnitude of the pricing difference embedded
in the founders’ intended economic model.

Other examples we found point in the same direction. The founders recalled that in 1984 Lowe’s sold the same fertilizer
spreader for $54.99 that Home Depot offered for $44.77, making Home Depot approximately 18% cheaper.'5' This
observed difference is broadly consistent with the theoretical price differential that we estimated, implied by Home Depot’s
lower intended gross margin. A 1983 New York Times report similarly stated that Bernie Marcus estimated Home
Depot’s prices were approximately 10% to 25% below those of competitors.152

While none of these examples above constitutes a complete market basket, taken together we believe they provide useful
evidence that low price was not merely a marketing claim but an observable component of the company’s early
proposition.

A direct comparison with Lowe’s early financial statements also requires caution. For fiscal 1980, Lowe’s reported sales of
approximately $883.6 million and a gross margin of only 17.4%, compared with approximately 30.7% for Home Depot. At
first glance, the figures might appear to contradict the argument that Home Depot operated at unusually low margins. We
believe, however, that much of this over 10 percentage point difference reflected different accounting treatments and
business mix rather than differences in merchandise pricing. Lowe’s deducted “cost of sales, buying, warehousing,

147 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.

148 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

149 The Early Days. Breakthrough Retailing. Jim Inglis.

150 Assume, for illustration, that both retailers acquire an identical product at a merchandise cost of $100. At a 29% gross margin, the
implied selling price would be approximately $140.85, representing a markup of approximately 41% on cost. At a 42% gross margin,
the implied selling price would be approximately $172.41, representing a markup of approximately 72% on cost. Accordingly, with
the same $100 merchandise cost, the $140.85 selling price would be approximately 18% lower than the $172.41 selling price.

151 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.

152 Do-It-Yourself Chain Surges in Slump. The New York Times. https://www.nytimes.com/1983/01/13/business/do-it-yourself-chain-
surges-in-slump.html
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and occupancy” before arriving at gross profit.’>* Home Depot, by contrast, deducted only “cost of sales,” with
selling and store-operating expenses, including occupancy costs, appearing below gross profit.'>* The two
reported gross-margin percentages therefore measured different layers of profitability and cannot be compared
directly.

Lowe’s also remained substantially a dealer and professional-building-materials business at the time. In fiscal 1980, it
reported retail sales of approximately $419.8 million, representing only 47.5% of its $883.6 million of total revenue. %> The
balance was generated largely from professional and wholesale customers, whose business Lowe’s itself stated “normally
yield[ed] a lower gross margin than do retail customer sales.” %

We therefore do not interpret Lowe’s lower reported gross margin in 1980 as evidence that its retail prices were
necessarily lower than Home Depot’s. Unfortunately, the disclosures available to us are insufficient to restate both
companies’ financial statements on an apples-to-apples basis.

What the comparison does show is how different the two businesses still were. Home Depot had been designed from
inception around enormous warehouse stores serving primarily retail DIY customers. Lowe’s entered the period as a
much older chain with a substantial professional-focused business and only gradually moved toward the same large-
format retail model.

Over time, Lowe’s increasingly moved in Home Depot’s direction. In 1980, approximately 53% of Lowe’s revenue came
from professional customers, with the remainder coming from retail customers. 5" Beginning in 1984, Lowe’s stated that it
was giving “top priority to retail sales.”'58 As aforementioned, the company opened its first approximately 100,000-square-
foot big-box store in 1990'%° and increasingly adopted the large-format, broad-assortment, high-volume retail model that
Home Depot had pioneered. By 2000, approximately 75% of Lowe’s revenue came from retail customers, including DIY
consumers. 160

Its merchandising economics evolved accordingly. Direct sourcing, private brands, product-line reviews, larger purchasing
volumes, and greater distribution scale all supported higher mature gross margins. As Lowe’s explained in 2015,
“Whenever possible, we purchase directly from manufacturers to provide savings for customers and improve our gross
margin.”'®" The company also described its private brands as providing “significant value and coordinated style across
core categories,” while its Value Improvement initiatives included improved line reviews, product resets, and inventory
productivity.

As the two companies’ store formats, sourcing strategies, customer mixes, and merchandising systems became more
similar, their reported gross margins converged as well (along with adjustments in accounting treatment over time). From
the 2000s onward, Home Depot and Lowe’s generally operated with gross margins in a similar range of roughly 30% to
35%.

That convergence is revealing. Home Depot’s original advantage was not simply that it operated at a permanently lower
accounting gross margin than every competitor. Rather, it had built a fundamentally different retail system decades earlier:
enormous stores, broad assortments, direct purchasing, rapid inventory turnover, high customer traffic, and deliberately
lower merchandise margins supported by extraordinary unit volume. Competitors could, and eventually did, adopt many of
those practices. But in Home Depot’s formative years, the model created a powerful feedback loop. The company used
lower margins to generate greater volume, converted that volume into purchasing and operating scale, and then shared
part of the resulting economics with customers through lower prices, greater selection, deeper inventory, and better
service.

153 Lowe’s Annual Report 1980.

154 Home Depot Annual Report 1982.

155 Lowe’s Annual Report 1980.

156 L owe’s Annual Report 1978.

157 Lowe’s Annual Report 1980.

158 Lowe’s Annual Report 1990.

159 Lowe’s Investor Fact Sheet 2023. https://corporate.lowes.com/sites/lowes-corp/files/2023-04/lowes-fact-sheet-final.pdf; Lowe’s
Annual Report 1991.

160 | owe’s Annual Report 2000.

161 | owe’s Annual Report 2015.
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The Rise of the Professional Customer

From the beginning, Home Depot was designed to serve not only amateur do-it-yourself (DIY) customers, who were the
company’s primary focus during its formative years, but also professional contractors, remodelers, and tradespeople.
The company’s increasing emphasis on the professional customer therefore did not represent a pivot of its original
concept. Rather, it was an extension of an opportunity embedded in the business from the outset.

Following its 1981 IPO, Home Depot’s first annual report described the company primarily as a do-it-yourself
warehouse, but noted that the format had been embraced by customers “whether they be novice or veteran do-it-
yourselfers, or small contractors or remodelers.”'62 Both groups were attracted by essentially the same proposition — a
broad assortment of building materials and national brands (gradually adding private labels in later years, circa 15% to
25% in 2020s'63), knowledgeable associates, deep inventory, and low prices. The merchandising model was explicitly
“geared to high volume and high turnover at lower than normal margins,” supported by direct purchasing, purchasing
scale, vendor-direct shipments, and a largely cash-and-carry operating model.

The significance of this early positioning is that Home Depot was not originally a consumer retailer that later discovered
contractors. Professional customers were present from the outset because the same characteristics that appealed to
ambitious homeowners — deep inventory, contractor-grade products, low prices and knowledgeable service — also
appealed to small remodelers and tradespeople. Nevertheless, the original Home Depot concept was marketed
principally around empowering homeowners. Arguably, we believe more professional customers were naturally drawn
to the stores because Home Depot could provide the readily available inventory they needed to keep jobs moving and
complete projects on schedule.

The first Atlanta stores were prototypes for a national chain of no-frills DIY warehouses, with enough inventory that a
homeowner could “essentially build an entire house from the store’s inventory.” %4 In the early years, contractors largely
shopped the same aisles and purchased from the same inventory as retail customers. What Home Depot had not yet
built was the specialized infrastructure that would later define its Pro business such as dedicated salespeople,
commercial credit, preferred pricing, order management, job-site delivery, and account relationships.

Home Depot began formally increasing its focus on professional customers in 1986.1%5 In 1989, it launched its
Professional Business Customer (PBC), program for smaller contractors and commercial accounts. Customers could
place orders by telephone, arrange delivery, and access commercial credit, features intended to make Home Depot
more practical for customers purchasing materials as part of a business rather than for an occasional household
project. %8 The opportunity was considerably larger than simply attracting incremental traffic into existing stores. In
1997, Home Depot estimated the U.S. professional market at approximately $265 billion, of which roughly $215 billion
could be served by its core business, compared with an estimated DIY market of approximately $100 billion. 67 At the
time, Home Depot believed it held only about a 4% share of the professional market.

The attraction of the Pro customer was also economically straightforward. Professional customers “shop more
frequently and buy larger quantities.”'%® A homeowner might remodel a kitchen once every decade; a contractor could
purchase lumber, tools, fasteners, roofing, plumbing supplies, or other building materials every week. Home Depot
consequently began building a more distinct service model around this customer. By 2000, 165 of its 1,134 stores
offered Pro-specific assortments, commercial credit, enhanced will-call and delivery capabilities, and dedicated Pro
desks. By then, Home Depot reported that “the professional contractor represents about 30% of [its] business.”169 In
2015, Marc Powers, then Home Depot Executive Vice President of U.S. Stores said the average DIY customer
interacted with Home Depot “approximately five times a year” with “annual spend of approximately $330.” By
comparison, the average professional customer interacted with Home Depot “on average 66 times per year”
and generated “annual spend of about $6,500.”17°

162 Home Depot Annual Report 1982.

163 |nterview with Former Brand Director at The Scotts Miracle-Gro Company. Tegus. 7/30/2021.

164 Home Depot Annual Report 1982.

165 The Home Depot's History. https://corporate.homedepot.com/sites/default/files/THD%20Timeline.pdf
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The first major attempt to extend the Pro strategy beyond Home Depot’s retail boxes came under CEO Bob Nardelli,
whose tenure we discuss in greater detail later in this study. From late 2000 through 2006, Home Depot assembled
what became Home Depot Supply (HD Supply) through a series of acquisitions of distributors serving homebuilders,
infrastructure contractors, municipalities, maintenance professionals, and other commercial customers. The ambition
was much broader than the traditional Pro desk. Home Depot increasingly sought to serve professional customers
across the life cycle of a property, from infrastructure and construction through ongoing repair and maintenance. By
2006, HD Supply represented approximately 13% of Home Depot's consolidated revenue. "

Strategically, we believe the expansion gave Home Depot capabilities that its retail stores were not designed to provide,
including wholesale distribution, commercial credit, specialized sales forces, and large-scale job-site delivery. At the
same time, however, the business substantially increased organizational complexity and contributed to a broader
expansion away from the core retail operation. As discussed later, this became one of the central tensions of the
Nardelli era.

In 2007, Home Depot sold HD Supply for approximately $8.3 billion, recording a loss of roughly $4 million on the
transaction, and initially refocused attention on its core retail business. 72

Home Depot expanded Pro business by reacquiring HD Supply in the end of 2020 for an enterprise value of
approximately $8 billion, at around 16x trailing-twelve-month EBITDA. 73 Management said the combination would
allow it to “better serve both existing and new MRO (Maintenance, Repair, and Operations) customers” in a market then
estimated at approximately $55 billion. 74 At the same time, Home Depot continued strengthening the Pro offering
within its existing stores through preferred pricing, commercial credit, tool rental, dedicated service capabilities, and
improved fulfillment.

The strategic logic was increasingly clear. Rather than choosing between the retail-store model and specialized
distribution, Home Depot could use both. For Pro customers, the stores could be particularly effective for urgent
purchases, smaller projects, product discovery, and fill-in orders. Specialized distribution could handle larger and more
complex planned purchases that required outside salespeople, commercial credit, large inventories of trade-specific
products, and coordinated job-site delivery.

By 2023, Home Depot disclosed that professional customers represented only about 10% of its customer base
but generated approximately half of total company sales.'”® In other words, the average Pro customer was
vastly more valuable economically than the average retail customer.

Home Depot took another major step in 2024 with its approximately $18.25 billion acquisition of SRS Distribution, a
leading specialty trade distributor serving professional roofers, landscapers, pool contractors, and other trades. The
purchase price represented approximately 16x EBITDA, 76 and Home Depot estimated that the transaction increased
its total addressable market by approximately $50 billion, taking the company’s overall market opportunity to roughly $1
trillion. 177

SRS materially expanded the kinds of professional purchases Home Depot could address. Unlike a small contractor
visiting a store for an urgent replacement item, specialty trades frequently require large planned orders, trade credit,
precise job-site delivery, specialized inventory, and continuous coordination with an account representative. SRS
allowed Home Depot to compete for those transactions without attempting to force them through the retail-store
operating model, creating convenience for different customers with various needs.

71 Home Depot Annual Report 2006.

172 Home Depot Annual Report 2007.

173 Fitch Affirms The Home Depot's IDR at 'A' Following Proposed HD Supply Acquisition.
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-the-home-depot-idr-at-a-following-proposed-hd-supply-
acquisition-outlook-stable-18-11-2020

174 The Home Depot Completes Acquisition of HD Supply. The Home Depot. https://irhomedepot.com/news-releases/2020/12-24-
2020-150014518

175 The Home Depot Adds New Enhancements to Pro Xtra Loyalty Program. https://irhomedepot.com/news-releases/2023/01-05-
2023-130234264

176 Morningstar DBRS Confirms The Home Depot, Inc. at “A”, Stable, Following SRS Acquisition Announcement.
https://dbrs.morningstar.com/research/430751/morningstar-dbrs-confirms-the-home-depot-inc-at-a-stable-following-srs-
acquisition-announcement

177 The Home Depot Completes Acquisition of SRS Distribution. The Home Depot. https://irhomedepot.com/news-releases/2024/06-
18-2024-153031934
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The distribution platform expanded again in 2025 when SRS acquired GMS for an enterprise value of approximately
$5.5 billion, or roughly 13x EBITDA.'7® GMS added drywall, ceilings, steel framing, and related interior building
products, extending the specialty-distribution platform beyond SRS’s existing positions in roofing, landscaping, and
pools. Home Depot described the broader strategy as serving professional customers “across their entire project — from
large, complex jobs to smaller renovations and repairs.”'7® This description captures what the Pro strategy had become.
Home Depot was evolving from a home-improvement retailer with a successful contractor desk into an interconnected
retail-and-distribution system. As aforementioned, its stores could handle urgent purchases, fill-in orders, tools, repair
needs, and smaller projects, while specialized branches, outside salespeople, commercial-credit capabilities, and
distribution networks could handle large, planned, and technically demanding jobs.

The change in customer mix has been substantial. In 2000, Home Depot estimated that professional contractors
represented approximately 30% of its business. 8% By 2025, we estimate that more than $90 billion of Home Depot’s
revenue came from roughly 9 million professional customers, representing close to 55% of the company’s $164.7 billion
revenue base.18!

These figures help explain why Home Depot has devoted increasing capital and management attention to the Pro
market. Professionals constitute only a small fraction of total customers, but their greater purchase frequency and much
larger transaction sizes allow them to generate a disproportionate share of revenue. There is, however, an important
economic tradeoff. Professional sales generally carry lower gross margin in percentage than many consumer-oriented
categories. Pros receive volume pricing and disproportionately purchase high-volume building materials such as
lumber, roofing, drywall, and other commodities that often generate lower percentage margins than categories such as
paint, décor, hardware, or proprietary merchandise.

Home Depot has acknowledged this mix effect. Discussing SRS in 2024, CFO Richard McPhail explained that “SRS
carries similar margins on similar products as The Home Depot,” but that SRS’s product mix carried a lower overall
gross margin rate than Home Depot’s corporate average.'® At the time of the acquisition, SRS was expected to reduce
Home Depot’s annual gross margin by approximately 45 basis points. GMS was subsequently expected to create an
additional approximately 40-basis-point reduction. 183

This does not necessarily make the Pro business economically less attractive. Percentage gross margin is only one
component of profitability. Larger orders, greater purchase frequency, purchasing scale, delivery density, customer
retention, and the ability to capture a greater portion of a contractor’s total project spending can offset a lower
merchandise margin. In this sense, the growing Pro business is consistent with Home Depot’s original philosophy — it
can be economically rational to accept a lower percentage margin when doing so produces substantially greater
volume and strengthens the customer relationship. As Jim Inglis, a former Home Depot executive, noted that Home
Depot was willing to accept lower gross margin, or even negative margin temporarily in some products, if the volume
justifies (i.e., large enough dollar amount). 184

Lowe’s provides an interesting historical contrast. During much of the 20t century, including around the time of Home
Depot’'s 1981 IPO, Lowe’s was much more heavily oriented toward professional builders and contractors. Professional
customers represented more than half of Lowe’s sales in the late 1970s.'85 As Lowe’s transformed itself into a large-
format consumer home-improvement retailer starting in the 1990s, however, the mix shifted sharply toward DIY
customers. By 2000, professional customers represented only about 25% of Lowe's sales.186
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In later decades, Lowe’s began rebuilding its Pro business. Professional sales represented approximately 18% of
revenue in 2019 and had risen to roughly 40% by 202687 (versus Home Depot’s ~55% '88).

The two companies therefore approached the market from almost opposite directions. Lowe’s began as a contractor-
oriented building-supply chain and gradually transformed itself into a consumer-oriented home center before rebuilding
its professional business. Home Depot began as a warehouse retailer marketed principally around the DIY customer,
but discovered very early that the same combination of low prices, deep inventory, broad selection, and knowledgeable
service was exceptionally attractive to professionals as well.

Over time, Home Depot increasingly built the infrastructure necessary to capture more of their spending. We believe
the result is one of the most consequential changes in the company’s business model. The professional customer was
always present at Home Depot, but the company gradually moved from serving Pros who happened to shop its stores
to designing an entire ecosystem around how Pros actually purchase. That distinction helps explain why the Pro
business has grown from roughly 30% of Home Depot’s sales in 2000 to more than half today, and why acquisitions
such as HD Supply, SRS, and GMS should be viewed not simply as diversification, but as an effort to extend Home
Depot’s original high-volume model beyond the its retail stores.

The increasing importance of professional customers has also affected Home Depot’s working-capital economics. One
important advantage of Home Depot’s predominantly retail-facing model at the time of its IPO was that it generated
exceptional receivables efficiency even though its inventory turnover was not meaningfully better than Lowe’s. As
aforementioned, in 1980, Home Depot turned inventory approximately 5.4 times, compared with roughly 6.0 times at
Lowe’s, 189 equivalent to about 68 days and 61 days of inventory, respectively. Yet Home Depot’s largely cash-and-carry
model meant that receivables were collected almost immediately. We estimate that Home Depot’s accounts receivable
turnover was approximately 130 times in 1980, compared with roughly 13 times at Lowe’s, whose customer base was
then much more heavily weighted toward professional contractors.

As Home Depot increased its focus on professional customers beginning in the mid-1980s, commercial credit became
a more important part of the value proposition. Because contractors making large or recurring purchases commonly
require credit arrangements, Home Depot’s accounts receivable turnover gradually declined as the Pro business
expanded.

Lowe’s moved in almost the opposite direction. Around the time of Home Depot’'s IPO, Lowe’s was much more heavily
oriented toward professional builders and contractors, who represented more than half of its sales in the late 1970s.1%0
Beginning in the 1990s, however, Lowe’s increasingly adopted Home Depot’s large-format home center model and
shifted its customer mix toward retail DIY consumers. As the business became more retail oriented, Lowe’s receivables
turnover improved substantially. Since 2004, Lowe’s has also sold certain existing and future receivables to General
Electric and its subsidiaries and, later, Synchrony Bank, formerly GE Capital Retail, allowing the company to maintain
relatively little customer receivables on its own balance sheet. !

187 Lowe's Special Call. 6/18/2026.

188 Home Depot Investor and Analyst Conference. 12/10/2025; Home Depot Annual Report 2000, 2025.
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Figure 29: Home Depot vs. Lowe's Accounts Receivable Turnover'%?
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The contrast can also be seen in the cash-conversion cycle. At the time of Home Depot’s IPO, we estimate that its cash
conversion cycle was approximately 45 days, compared with roughly 65 days at Lowe’s. Home Depot’s advantage
came not from superior inventory turnover, but principally from the ability to collect cash from customers almost
immediately while financing a substantial portion of its inventory through vendor payables. Over time, the two
companies’ cash-conversion cycles converged as their business models also became more similar — Home Depot
increasingly extended credit and built infrastructure around professional customers, while Lowe’s became more
consumer oriented and later outsourced much of its receivables exposure.

Figure 30: Home Depot vs. Lowe's Cash Conversion Cycle'?
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Today, the convergence extends beyond gross margins. Home Depot and Lowe’s also appear to operate with broadly
similar shelf prices across many comparable categories. A former executive who spent approximately 30 years at Home
Depot and later served as a senior vice president at Lowe’s described the two chains in 2022 as increasingly similar on a
store-by-store basis, noting that they “kind of carry the same stuff...kind of have the same price...[and] kind of look and
feel the same. % When asked why Lowe’s profitability nevertheless remained below Home Depot’s, the executive pointed
to differences in sales volume, purchasing power, operating efficiency, and cost of goods. He also agreed that Lowe’s
historically had less ability than Home Depot “to negotiate with vendors” and obtain “the same discount or price or brand,”
adding that improving those retail fundamentals required both time and credibility with suppliers.

192 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
193 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
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The implication is important. To the extent Home Depot has historically earned superior profitability while maintaining
comparable retail prices, at least part of the advantage appears to have come from lower buying costs and greater
operating efficiency rather than higher shelf prices. In other words, scale allowed Home Depot to preserve its customer
value proposition while retaining better economics underneath it.

Home Depot also institutionalized price competitiveness early in its development. Prior to 1987, the company stated
that it consistently sought to “keep [its] price at the lowest possible level.” %5 As Jim Inglis, a former executive at
Home Depot, stated in his memoir that recalling when he joined the company in 1980s, the company’s first job
“was always to generate high sales...accomplished by having the lowest prices.” "% Beginning in 1987, Home
Depot formalized this philosophy through a company-wide “warehouse pricing day-in, day-out” strategy, also knows as
Everyday Low Price (EDLP). Professional shoppers were employed to monitor competitors’ prices within local markets so
that Home Depot could keep its own pricing competitive.

The EDLP philosophy rested on several elements. Customers should not have to pay a high regular price in order to
receive a discount later, as traditional retailers would do. There should be no need to time purchases around limited
promotional events. Customers at Home Depot do not need a loyalty or rewards program for lower price. Home Depot
also aggressively reinforced its price image through competitive matching. Historically, the company not only matched
advertised competitor prices but, in many cases, promised to beat them by at least 10%, even when doing so
might have produced little or no margin on the individual transaction.'®” Home Depot now generally offers price
matching rather than an additional discount.

By the time Home Depot and Lowe’s reached maturity, this local price discipline had become increasingly reciprocal. A
national-accounts director at Woodgrain, a supplier to the home improvement industry, described the dynamic in moulding
and doors in 2025. According to the executive, Lowe’s and Home Depot were “pretty reactive and in tune with each other
in terms of pricing . If one of the other lowers prices, the other might wait to see if those prices stick or if it's just a
temporary drop. If they do stick, they'll be pretty quick to lower prices to match in that area or region.” 1%

Figure 31: Home Depot vs. Lowe's Gross Margin'®®
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We believe Home Depot’'s merchandising advantage eventually evolved beyond purchasing leverage. Its merchandising
teams worked directly with store associates to identify ways to make home-improvement projects simpler and more
economical.?%° They also collaborated with suppliers to refine product selection, quantities, packaging, and assortment.

The company’s 1997 annual report described a continuous category-review process in which merchants evaluated
product lines with vendors and made decisions intended to simplify assortments, improve quantities, and provide better
customer value. Home Depot stated that these reviews “generally result in increased sales and a lower cost of
goods,”?%! while also introducing new and differentiated products. Product-line reviews were therefore not
merely negotiations over price. They were designed to improve customer relevance, reduce unnecessary duplication,
increase sales, raise inventory productivity, and lower merchandise costs simultaneously.

In addition to national brands, the company also developed a growing portfolio of proprietary brands and products (i.e.,
private labels and exclusive) such as Behr paint, Hampton Bay lighting, and Husky tools, as well as exclusive products
supplied by outside brands. These offerings could increase sales, reduce direct price comparability, strengthen customer
loyalty, and differentiate Home Depot from competitors selling similar broad categories. 202

Over time, the company moved from simply selecting products to working with suppliers to develop products around
specific customer needs. In 2011, for example, Behr introduced KILZ PRO-X, an exclusive paint line designed for
professional painting contractors.2% Without providing financial figures, Home Depot stated that the formulation was
intended to improve spray, roll, and brush application while saving contractors time and money.

In 2015, management described its merchants as “partnering with [its] suppliers to bring innovative and exclusive items to
market.” One example was the exclusive LifeProof carpet line, which offered lifetime stain protection, resistance to
common household spills, softness, and durability.2%4 We believe a lifetime warranty or similar product commitment may
increase customer confidence and repeat visits. When customers encounter a problem, require replacement products, or
begin a related project, they are more likely to return to the retailer that sold the original product and stands behind it.

These examples suggest that Home Depot increasingly helped identify customer problems, define product specifications,
and provide suppliers with a nationwide launch platform. In exchange, suppliers gained access to a large and highly
productive distribution channel.

We believe Home Depot’s early competitors fell behind for structural rather than cosmetic reasons. Lowe’s recognized the
appeal of the model relatively early. Chairman Bob Tillman later recalled visiting an 85,000-square-foot Home Depot in
Orlando in 1981 and realizing, even before entering the building, that the company had “built a better mousetrap” because
the parking lot was full.2%% At the time, Lowe’s average selling space was less than 10,000 square feet per store.2% Yet the
company continued operating its smaller lumberyard-and-showroom format for much of the decade and did not open its
first approximately 100,000-square-foot big-box store until 1990.207

Home Depot overtook Lowe’s in annual revenue in 1989, generating approximately $2.76 billion compared with Lowe’s
$2.65 billion.2% The achievement was remarkable because Lowe’s had opened its first store in 1921 and had already
been operating for nearly six decades when Home Depot was founded.2%° From fiscal 1980 through fiscal 2025, Home
Depot’s revenue increased from $22.3 million to $164.7 billion, a CAGR of nearly 22%. Over the same period, Lowe’s
revenue increased from approximately $883.6 million to $86.3 billion, a CAGR of less than 11%.

The comparison began from radically different bases, but it demonstrates how quickly Home Depot’'s model gained
economic ground.

200 Home Depot Annual Report 1997.

201 Home Depot Annual Report 1997.

202 Home Depot Annual Report 1997.

203 Home Depot Q4 2010 Earnings Call. 2/22/2011.

204 Home Depot Investor and Analyst Conference. 12/8/2015.

205 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.

206 | owe’s Annual Report 1981.

207 Lowe’s Investor Fact Sheet 2023. https://corporate.lowes.com/sites/lowes-corp/files/2023-04/lowes-fact-sheet-final.pdf; Lowe’s
Annual Report 1991.

208 Home Depot Annual Report 1989; Lowe’s Annual Report 1989.

209 | owe’s Investor Fact Sheet 2023. https://corporate.lowes.com/sites/lowes-corp/files/2023-04/lowes-fact-sheet-final.pdf
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Figure 32: Home Depot vs. Lowe's Revenue?'?
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As discussed previously, the home-improvement market was highly fragmented when Home Depot entered it. Lowe’s was
likely the most significant full-category chain, while much of the remaining industry consisted of smaller regional and local
hardware, lumber, paint, and specialty retailers. As a result, detailed historical financial data for these smaller companies
is limited. Hechinger — initially founded in 1911 in Washington D.C. as a building wrecking and salvage but later pivoted to
retail hardware and home improvement — provides one useful reference point. It was a regional chain concentrated
primarily in the mid-Atlantic states. Its stores were attractive and well maintained, but the company continued purchasing
much of its merchandise through distributors, which resulted in higher product costs and less selection than Home Depot
could offer.211

Traditional regional hardware and lumber chains generally relied on higher margins and lower sales volumes. Matching
Home Depot’s prices would have damaged their legacy economics, while matching its assortment would have required
larger stores, substantially more inventory, direct purchasing, and a new logistics system. As Home Depot’s founders
described the contrast, competitors were “selling less at a higher price,” while Home Depot was “selling more at
a lower price.”?12

While consistent historical data is lacking, limited data shows that, from 1977 through 1996, before Hechinger was taken
private in 1997 and ultimately entered bankruptcy in 1999, its revenue grew from approximately $93 million to $2.2
billion,2'® a CAGR of nearly 18%. Home Depot did not yet exist in 1977, but from its 1981 IPO through 1996, revenue
increased from just over $22 million to nearly $20 billion,2'* representing annualized growth of more than 50%, reflecting
its better model and customer value proposition.

210 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1981 — 2025.
211 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.

212 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.

213 Hechinger Annual Report 1977 — 1996.

214 Home Depot Annual Report 1982 — 1996.
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Figure 33: Home Depot vs. Hechinger Revenue?'s
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We believe when seeing Home Depot’s emergence, the incumbents faced what amounted to an innovator’s dilemma. A
full response required them to: 1) reduce gross margins before achieving Home Depot’s volume; 2) build much larger
stores and carry substantially more inventory; 3) bypass established distributors and purchase directly, giving up years of
relationships; 4) develop national logistics and replenishment capabilities; 5) cannibalize existing store formats; 6) employ
more knowledgeable store labor while simultaneously lowering prices; and 7) replace established operating processes
with a different organizational culture.

These changes were not only individually costly and disruptive, but also highly interdependent. An incumbent could not
simply lower prices in an attempt to generate more volume without first building the infrastructure necessary to support
that volume, particularly the relationships to source directly. Additionally, without a comparably large store, broader
assortment, and substantially greater inventory availability, lower prices alone would likely have produced little incremental
traffic or sales, leaving the retailer with roughly the same volume at materially lower margins.2'® Likewise, expanding store
size without changing purchasing, logistics, labor, and merchandising practices would not have recreated Home Depot’s
economics.

Taken together, they required incumbents to undermine their existing business before they had evidence that the
replacement model would succeed.

215 Hechinger Annual Report 1977 — 1996; Home Depot 1981 — 1996.
216 The Early Days. Breakthrough Retailing. Jim Inglis.
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Home Depot’s pioneering big-box format in home improvements created a dramatic assortment advantage. When the first
stores opened in 1979, each measured approximately 60,000 square feet and carried around 25,000 products, far more
than most competitors.2'” In fiscal 1980, Lowe’s typically carried approximately 8,000 stock keeping units (SKUs) in each
store, despite offering roughly 12,000 SKUs across the company.218 Its standard store measured approximately 11,100
square feet. Based on nearly two million square feet across 214 stores, we estimate that Lowe’s average store was
actually below 9,300 square feet.

Home Depot’s stores were therefore more than twice as large and carried roughly three times as many products
in each location. We believe this difference in assortment and physical capacity played an important role in attracting
customers. For example, in fiscal 1980, Home Depot completed approximately 888,949 transactions at an average ticket
of about $25.11. Across four stores, this implied roughly 222,237 transactions (or customers) per store.?'® Lowe’s
completed approximately 11.4 million transactions at an average purchase of about $77.67.220 Across 214 stores, this
implied approximately 53,159 transactions (or customers) per location, about 76% less than Home Depot.

Thus, each Home Depot store appears to have handled roughly four times as many transactions (or customers) as the
average Lowe'’s store, supported by a selling space more than twice as large and an assortment approximately three
times broader. As aforementioned, Lowe’s continued operating smaller store formats and did not open its first
approximately 100,000-square-foot big box until 1990.22" This illustrated the lead Home Depot had accumulated before
the industry fully converged on the big-box format.

We believe the substantial difference in average tickets likely reflected differences in customer mix and store maturity.
Home Depot was only about two years old and focused primarily on retail DIY customers at the time of IPO, while Lowe’s
had operated for decades and generated more than half of its sales from professional buyers.?22 The comparison
therefore should not be interpreted as a direct measure of pricing or customer economics. It nevertheless illustrates the
extraordinary traffic generated by Home Depot’s early stores.

While Home Depot’s overall revenue was still small before its IPO, around $22.3 million at the end of fiscal year 1980
compared to Lowe’s $883.6 million, its sales per store over doubled from 1979 to 1980 to around $5.6 million, compared
to Lowe’s $4.1 million. At this stage, Home Depot’s average sales per square foot was around $72, compared to Lowe’s
$444 ($213 for retail sales only).222 Lowe’s figure was likely influenced by a different business mix, smaller stores, and
professional sales. For that reason, transactions and sales per store may provide a more useful comparison than sales
per square foot during this period.

As Home Depot matured, annual revenue per store increased from approximately $5.6 million in fiscal 1980 to nearly $70
million in fiscal 2025, a CAGR of about 5.8%. Average ticket rose from approximately $25.11 to more than $90, equivalent
to annual growth of nearly 3%. Over the same period, Lowe’s revenue per store increased from approximately $4.1 million
to $49.1 million, a 5.7% CAGR, while average ticket rose from more than $77 to approximately $106, a CAGR of less than
1%.

By 2025, the physical formats had largely converged. Home Depot’s average store contained approximately 104,000
square feet of enclosed space and an additional 24,000 square feet of outside garden area, typically carrying 30,000 to
40,000 products across national and proprietary brands.??* Lowe’s average store contained approximately 112,000 square
feet of retail selling space and an additional 32,000 square feet of garden-center space, carrying approximately 37,000
products.22

The then innovative, visible big-box format was therefore no longer unique. We believe the remaining advantage that
Home Depot has today depends on the broader system of merchandising, supplier relationships, customer service,
logistics, data, culture, and local market execution.

217 About Us. The Home Depot. https://corporate.homedepot.com/page/about-us

218 | owe’s Annual Report 1980.

219 Home Depot Annual Report 1982.

220 | owe’s Annual Report 1980.

221 | owe’s Investor Fact Sheet 2023. https://corporate.lowes.com/sites/lowes-corp/files/2023-04/lowes-fact-sheet-final.pdf; Lowe’s
Annual Report 1991.

222 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

223 Home Depot Annual Report 1982; Lowe’s Annual Report 1980.

224 Home Depot Annual Report 2025.

225 L owe’s Annual Report 2025.
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Figure 34: Home Depot vs. Lowe's Sales Per Store??¢
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Note:
1. The underlying data for the chart above is calculated as total revenue divided by the year-end store count for each
respective year, based on information disclosed in the companies’ annual reports.

Figure 35: Home Depot vs. Lowe's Sales Per Square Foot??’
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Notes:

1. Lowe’s stopped disclosing sales per square foot after 1992. For subsequent years, we estimate this metric by dividing
total revenue by total square footage, based on information disclosed in the company’s annual filings. These
estimates may differ materially from the actual figures.

2. Home Depot stopped disclosing sales per square foot after 2025. We therefore estimate this metric for the year by
dividing total revenue by total square footage, based on information disclosed in the company’s annual report.

3. The underlying data for a few years were unavailable due to inconsistent reporting. We connected these gaps for
illustrative purposes and do not believe doing so materially changes the overall shape of the chart.

226 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1979 — 2025.
227 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
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Figure 36: Home Depot vs. Lowe's Average Ticket Size??®
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Note:

1. Lowe’s first disclosed its average ticket size in its 1997 annual report, including historical data dating back to 1980.
For certain earlier years, we estimate average ticket size by dividing total sales by the total number of customers
served during the year, which produces figures similar to the company’s reported amounts.

Competitors eventually copied the visible elements of Home Depot’'s model without fully reconstructing the operating
system behind them. As the founders wrote in their memoir:

“You can copy A Black & Decker drill and sell it for the same price that we do ... but you can’t copy The Home
Depot culture.”222

Although the statement is naturally self-interested, we believe the historical record supports the broader point.
Store design and advertised prices on one-off products were relatively easy to imitate. The systematic
coordination among labor, culture, merchandising, suppliers, inventory, logistics, real estate, and customer
service was much harder to reproduce. By 1998, Home Depot operated 761 stores and generated $30.2 billion of
sales. Lowe’s operated 484 stores and generated $12.2 billion. Home Depot’s founders claimed that the average Home
Depot big box produced approximately 40% more sales volume and profitability than the average Lowe’s location at the
time.?30 They also stated that 20% to 25% of Lowe’s stores competed directly with Home Depot, while only 15% to 20% of
Home Depot stores faced a Lowe’s. If accurate, this asymmetry suggests that Home Depot had built a broader and
denser market position before Lowe’s fully adopted the big-box format.

The leadership gap persisted after Lowe’s became a sophisticated big-box competitor. In fiscal 2025, Home Depot
reported $164.7 billion of sales and 2,359 stores, while Lowe’s reported $86.3 billion and 1,759 stores.23' Home Depot’s
sales now include substantial non-store businesses such as HD Supply, SRS, and GMS, so the comparison is not
perfectly like-for-like. Nevertheless, the figures show that Home Depot’s early advantage was not eliminated when the
physical format was copied.

228 Home Depot Annual Report 1982 — 2025; Lowe’s Annual Report 1980 — 2025.
229 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.
230 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.
21 Home Depot Annual Report Annual Report 2025; Lowe’s Annual Report 2025.
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We believe Home Depot’s scale made its supplier relationships a two-sided competitive advantage. For a leading
manufacturer, the company offered substantial volume, broad geographic distribution, prominent shelf space, coordinated
merchandising, and direct access to customers at the point of purchase. Without providing detailed figures, a former
Home Depot private-brands executive identified the company’s “sheer volumes” as its greatest advantage in attracting
strong suppliers and securing favorable costs.?32 Home Depot could also use store resets, promotional events,
planograms, field-merchandising teams, digital advertising, and category management to elevate a supplier’s products.
The company was therefore more than a buyer; it was also a national distribution, marketing, and customer-acquisition

platform.

This advantage became more powerful in today’s digital era. According to the company in 2023, Home Depot reported
approximately 1.7 billion annual transactions and 3.5 billion website visits. Together, these interactions generated an
enormous body of information about customer behavior, project intent, product preferences, and purchasing patterns
across channels. Home Depot’s Retail Media+ platform, developed in the late 2010s, allowed vendors to purchase
advertising across Home Depot’s owned and external channels using the retailer’s first-party customer data. Management
referred to “trillions of data points” that could be used to target advertising and measure conversion.233

Exclusive Offerings

In return for its distribution, merchandising support, and customer access, Home Depot could receive channel exclusivity,
preferential access to new products, first-to-market innovation, and products tailored to the needs of its customers.
Former supplier and merchant executives describe exclusivity as an important part of this exchange. A former Home
Depot buyer explained that the company might give the manufacturer a multi-year contract, for example, 2 years, but
requiring them to supply Home Depot exclusively during this period, such as exclusive color, style, or any other
specifications.?3* Such arrangements benefited both sides. The supplier received predictable demand and national
distribution. Home Depot obtained a differentiated assortment that competitors could not directly replicate.

The relationship between Home Depot and Techtronic Industries (TTI) illustrates how scale can reinforce both retailer and
supplier economics. A former Bosch executive argued that TTI's exclusive relationship with Home Depot gave the
manufacturer sufficient volume to invest disproportionately in product development, sales, and marketing. This supported
the development of brands such as Ryobi, which has been exclusive to Home Depot in the North American big-box
channel, and later Milwaukee.23® Home Depot benefited from a stronger innovation pipeline and differentiated tool
assortment. TTI gained access to the largest home-center distribution platform for power tools and equipment, allowing it
to invest in research and development at a rate, relative to revenue, that was reportedly close to twice that of certain
competitors.

We believe this supplier relationship can therefore develop into another form of shared-scale flywheel. Home Depot’s
volume supports greater supplier investment. Greater investment by suppliers can produce better, more innovative, or
more differentiated products to Home Depot. Those products attract additional customer demand to Home Depot,
increasing sales volume further. Greater volume then improves Home Depot’s purchasing leverage and gives suppliers
still more reason to prioritize the relationship.

This differentiated Home Depot even when competitors sold the same broad merchandise categories. Home Depot and
Lowe’s might both offer paint, flooring, lighting, or power tools, but they did not necessarily carry the same brands,
formulations, models, colors, features, or product platforms.

The modern power-tool category shows how exclusive products can create genuine switching costs. Brand reputation
matters particularly to professional customers. In addition to signaling product quality, power-tool brands are associated
with reliability, durability, performance, technical standards, voltage, torque, and compatibility. Professionals depend on
tools to complete work efficiently, making reliability and platform compatibility economically important. Home Depot
management stated in 2023 that brands matter to professional customers, “particularly when it comes to hand tools and
power tools.”236

The company estimated that more than 350 million batteries in the installed market belonged to brands exclusive to Home
Depot within the big-box channel. Once customers invest in a compatible battery platform, they are more likely to

232 |nterview with Former Divisional Merchandising Manager Hardlines Private Brands at Home Depot. Tegus. 6/2/2025.
233 Home Depot Investor and Analyst Conference. 6/13/2023.

234 |Interview with Former Buyer at Home Depot. Tegus. 10/16/2020.

235 |nterview with Former Executive Vice President Sales & Marketing at Bosch. Tegus. 1/19/2026.

236 Home Depot Investor Day. 6/13/2023.
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purchase additional tools that use the same batteries and chargers. A Home Depot merchant described this installed
base as a “structural advantage” that had created “one of the best loyalty programs”237 by encouraging customers to
return and add to their existing battery platform.

This is a genuine switching cost. A customer’s prior battery purchase influences the next tool purchase, even when the
tools themselves are sold separately. The battery ecosystem therefore converts an initial product decision into a stream of
subsequent purchasing decisions.

The same logic applies, though less mechanically, to proprietary and exclusive brands such as Behr, Husky, Glacier Bay,
Hampton Bay, HDX, and Ryobi. These products differentiate the assortment, reduce direct price comparison, and can
generate stronger customer loyalty than widely distributed national brands.

Home Depot first referred to private-label brand names and service marks in its 1985 annual report, although the exact
timing of its earliest proprietary products is unclear. Private-label and exclusive products can benefit both customers and
the retailer. For customers, they are often priced below comparable national brands while providing acceptable or, in some
cases, superior quality. For Home Depot, they can carry higher gross margins, offer greater control over product
specifications, and reduce direct price comparability with competitors.

Home Depot’s management has acknowledged this relationship on several occasions. In 2012, the company stated that
greater penetration of proprietary merchandise would support higher gross margin.238 In its 2013 annual report, Home
Depot stated explicitly that proprietary products “differentiate [the company] from other retailers, generally carry higher
margins than national brand products and represent a growing portion of [the] business.”23°

Importantly, a higher margin for the retailer does not necessarily imply a higher price for the customer. Private label
products can often be priced approximately 10% to 20% below comparable national brands, and sometimes by even
more, while still producing a higher gross margin because the retailer avoids part of the brand, distribution, and
intermediary cost embedded in the national-brand price structure.24°

In 2010, Home Depot stated that proprietary products, including private labels, represented approximately 14% of its
business.?*' In 2021, a former brand director at Scotts Miracle-Gro, which competes with Home Depot’s Vigoro brand in
lawn and garden, estimated that private-label penetration could range from approximately 15% to 25% of Home Depot’s
business depending on the category.24?2 Lowe’s private label product is likely at the same level. In 2022, David Denton,
Lowe’s then CFO, stated that the penetration level might be around 15% to 16%, and aimed above 20% in the future.243

The detailed economics of proprietary products are not publicly disclosed, but the strategic role is clear. Private label and
exclusive products can simultaneously offer customers better value, provide Home Depot with higher margins, create
differentiated assortment, and increase repeat purchasing.

237 Home Depot Investor Day. 6/13/2023.

238 Home Depot Investor and Analyst Conference. 6/6/2012.

239 Home Depot Annual Report 2013.

240 |nterview with Category Manager at The Home Depot. Tegus. 10/8/2025.

241 Home Depot Investor and Analyst Conference. 12/8/2010.

242 |nterview with Former Brand Director at The Scotts Miracle-Gro Company. Tegus. 7/30/2021.

243 L owe's Companies, Inc. Presents at 11th Annual UBS Global Consumer and Retail Conference. 3/9/2022.
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Unparallelled Service

We believe one of Home Depot’'s most difficult-to-replicate innovations was not only simply its warehouse format or low
prices, but also its decision to combine warehouse economics with knowledgeable service. Traditional discount retailers
could lower prices by removing labor and assistance. Specialty dealers could provide expert advice, but often required
higher markups to support the service. Home Depot attempted to offer both — low prices and broad selection within a
warehouse environment, supported by associates who could help customers understand what to buy and how to
complete a project.

This service model was particularly important because Home Depot was not merely selling products; it was helping create
demand for do-it-yourself (DIY) home improvement. Many homeowners lacked the technical knowledge or confidence to
undertake repairs on their own. By employing experienced tradespeople and training associates to solve project-related
problems, Home Depot made DIY more accessible to ordinary customers. Knowledgeable service could also save
customers money, even when doing so meant sacrificing an immediate sale.

One early anecdote captures the philosophy. A customer entered a store prepared to spend approximately $200
on a new faucet. Instead of making the sale, an associate showed him how to repair the existing faucet for $1.50.
Bernie Marcus defended the associate: “The key is not to make the sale. The key is to cultivate the customer.”?#

Marcus argued that the associate deserved a raise because “that person did exactly what we want them to do.” Marcus
explained that Home Depot was there “to save money for consumers, not to sell them products they don’t
need.”245 The logic was that when the customer experienced another plumbing problem, he would remember the help he
had received and return to Home Depot. We believe this episode reflected a broader company principle — “Care for them
today and they’ll be back tomorrow.” Home Depot willingly sacrificed immediate revenue to build trust, repeat traffic, and
long-term customer value.

Traditionally, Home Depot developed knowledgeable associates through a hybrid approach — it hired people who already
understood the trades while also building product and project knowledge through extensive in-house training. In their
memoir, Bernie Marcus and Arthur Blank stated that the company has hired “an army of trained plumbers, electricians,
and other craftspeople as associates.”?*6 The company also recruited experienced retirees through its “Bernie Boys and
Girls” program, targeting older workers who possessed decades of practical knowledge but still wanted to remain
employed.?*” The founders described, for example, an eighty-year-old associate who had spent twenty-five years in the
hardware business, as well as Gene Lewis, who joined Home Depot after roughly five decades in the paint industry. At a
time when computerized paint-color matching did not yet exist, Lewis could reportedly match colors by eye and write the
formula on the paint-can lid so that customers could easily reproduce the color later. His expertise became valuable not
only to customers, who reportedly waited specifically for his advice, but also to younger associates who learned from him.
As the founders explained, the company’s first hiring preference was “people with experience,” followed by “people who
don’t have experience but are willing to learn and want to learn.”

That second category was equally important. Home Depot could not rely indefinitely on finding enough experienced
plumbers, electricians, painters, carpenters, and tradespeople to staff a rapidly growing national chain. If knowledgeable
service was going to scale, expertise had to be created internally rather than merely hired from outside. The founders
therefore described Home Depot as being “in the training business,”?*8 with associates progressing from basic store
fundamentals to specialized knowledge in departments such as paint and lighting. The company established internal
“colleges” for more complicated categories, including flooring, kitchens and baths, millwork, and cash-register operations,
and used experienced associates to teach both coworkers and customers. This approach was institutionalized as the
company expanded.

From the beginning, Home Depot required store associates to “be knowledgeable and capable of answering customer
questions about products and their application.”24° By the early 1980s, the company had already “instituted a formal
employee orientation and training program...all floor sales personnel attend training sessions conducted by
manufacturers’ representative and the company’s own staff.”250

244 The Associates. Built from Scratch. Bernie Marcus and Arthur Blank.
245 The Associates. Built from Scratch. Bernie Marcus and Arthur Blank.
246 The Customers. Built from Scratch. Bernie Marcus and Arthur Blank.
247 The Associates. Built from Scratch. Bernie Marcus and Arthur Blank.
248 The Associates. Built from Scratch. Bernie Marcus and Arthur Blank.
249 Home Depot Annual Report 1982.
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Home Depot continued investing heavily in training as it grew. In 2012, the management team stated that each year they
invest over 10 million hours in aggregate in training associates.25' A former Home Depot senior director subsequently
described category-specific instruction for kitchen designers and other specialists, including training at what the former
executive called “Home Depot university,” as well as online instruction. The former executive said:

Home Depot “definitely invests a lot making sure that their associates are knowledgeable, both about the projects
in the case of like kitchens or millwork, how to use the software and then about the products in general. They do a
lot of education on different product categories with the associates, so an associate can tell a consumer what
product is good, what product is better and what is the best product and kind of assess what the consumer needs.
Home Depot has also invested quite a bit in training its associates on their private brand products, so the
associate can serve as a brand ambassador and talk about the brand attributes and benefits to like, for instance,
getting a Hampton Bay fan as opposed to a different fan or Behr paint or HDX paper towels.”252

This indicates that associate expertise was not expected to come solely from prior trade experience. Home Depot
attempted to create, standardize, and continually update that expertise internally.

We believe knowledgeable service potentially performed several important economic functions within the Home Depot
model. First, it increased conversion. An inexperienced customer might postpone or abandon a project because of
uncertainty about the required tools, materials, or procedures. An associate who could explain the work reduced that
uncertainty and gave the customer enough confidence to begin. Second, good advice could increase the total project
basket. A customer purchasing one item might not realize that the project also required fasteners, sealants, fittings, tools,
protective equipment, or replacement components. By helping customers understand the complete job, associates could
increase sales while also reducing the risk that customers would need to make repeated trips because something had
been forgotten. Third, knowledgeable service reduced purchasing errors (as illustrated above in the $200 vs. $1.50 faucet
example). Selecting the wrong size, material, fitting, voltage, finish, or application method could result in wasted time,
product returns, project delays, and customer frustration. Associates with practical experience helped customers make
better decisions at the point of purchase. Fourth, the service model encouraged repeat business. A store that helped
customers solve problems became more valuable than one that merely stocked merchandise. Home Depot could
therefore build loyalty even in categories where many products were commodities and prices could be compared easily
across retailers.

The same capabilities could also be appealed to professional customers. Pros generally possessed greater technical
knowledge than DIY customers, but they still valued product availability, speed, accurate answers, and associates who
understood the trades. Effective service could help professionals locate products quickly, identify alternatives when items
were unavailable, and avoid delays that carried real economic costs on a job site.

Knowledgeable associates therefore served as both educators and salespeople. Their role was not simply to move
merchandise, but to convert customer problems into workable projects.

21 Home Depot Investor and Analyst Conference. 6/6/2012.
252 |nterview with Former Senior Director, Digital Communications & Story Lab at The Home Depot. Tegus. 3/4/2022.
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Home Depot reinforced this approach through an organizational philosophy often described as an “inverted pyramid.”
Customers and frontline associates were placed at the top, while corporate management existed to support the stores
rather than command them from above.

The company deliberately recruited plumbers, electricians, carpenters, contractors, and other experienced
tradespeople who could bring practical knowledge into the aisles. Store associates were given discretion to
resolve customer problems, and local managers historically exercised substantial autonomy over day-to-day
merchandising and operations.

We believe this philosophy extended all the way to the corporate level. Rather than referring to its headquarters as a
traditional corporate office, Home Depot called it the “Store Support Center,” reinforcing the idea that the role of the
corporate organization was to serve and support frontline associates in the stores. As Ken Langone noted, “what that
kid (store staff) does on the floor of that store over the long term is going to have more of an impact on how well
we do than anything Bernie or Arthur or | or anybody else could do.”2%3

Figure 37: Home Depot Inverted Pyramid And Values?>*
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Home Depot historically offered several reasons for experienced tradespeople to join the company. First, the founders
said that pay could reflect an individual’s technical knowledge rather than a fixed retail job classification. They gave the
example that, if an electrician could be productive and sell substantial quantities of electrical merchandise, the company
would pay the premium justified by that person’s skills.25% Second, associates could participate in Home Depot's
ownership and incentive programs, including a stock-purchase plan that historically allowed employees to purchase
shares at a 15% discount, a 401(k), and profit sharing.2% Finally, experienced or retired tradespeople could continue using
their expertise by advising customers, teaching clinics, and training younger associates. The examples we illustrated
above suggest that the social interaction, teaching role, and opportunity to remain active were particularly attractive to
retirees who found complete retirement unfulfilling.

There is qualitative evidence that Home Depot historically paid above competing retail wages, although not necessarily
more than an experienced licensed electrician, plumber, or other tradesperson could earn by remaining in the trade. Then-
CEO Frank Blake stated in 2012 that Home Depot paid “an above market level hourly wage,”?5" although the company did
not disclose the average premium over Lowe’s or other retailers. More important than the precise wage premium was the
way the founders thought about store labor. Marcus and Blank wrote that the company sometimes valued what a
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salesperson said “more than what a district manager [said]” because the salesperson was closer to the customer.2%® They
also rejected the idea that store payroll should be treated simply as a cost to minimize, arquing that “payroll is not an
expense to us; it's an investment.”25° Their broader philosophy was that if Home Depot “[puts] customers and associates
first...the rest will take care of itself.”260

This did not mean that labor spending was unconstrained or disconnected from financial performance. Rather, the
founders believed that capable, motivated associates could increase sales, improve customer retention, reduce errors,
strengthen local knowledge, and reinforce the company’s culture. Store labor was therefore viewed as a productive
investment in the customer proposition.

Home Depot’s service culture was more than a collection of benevolent values. We believe it also functioned as a
decentralized information and decision-making system. Associates working in the aisles encountered customer questions,
product failures, regional preferences, and emerging project needs before those issues became visible to senior
management. Store managers and local merchants could observe changes in demand related to weather, housing stock,
construction practices, customer demographics, and local economic conditions. This proximity allowed the company to
gather information that a fully centralized system might miss. Associates could identify products that customers repeatedly
requested, common points of confusion, gaps in assortment, and recurring installation problems. Local knowledge could
then inform merchandising, inventory, training, and supplier decisions.

Decentralization, however, did not mean that corporate leadership was disconnected from what was happening in the
stores. From Home Depot’s formative years, senior executives regularly visited stores and shared their observations with
one another. Ken Langone recalled that this practice was formalized at a 1983 board meeting. After describing
experiences he had gathered firsthand from associates on the selling floor, Langone realized that some other
board members had little idea what he was referring to.2' The board subsequently agreed that each member
would visit three stores every 90 days, inform the secretary or chairman which stores had been visited, prepare a
short summary of what they observed, and, most importantly, discuss those experiences at every board meeting.

We believe the purpose was to keep senior leadership in direct contact with the realities of the selling floor rather than
allowing information to become filtered entirely through layers of management. The same philosophy applied in the
opposite direction — associates were encouraged to speak openly about problems or opportunities as long as their intent
was to make the company better.2%2 The organizational ideal was therefore not independence between stores and
headquarters, but continuous information flow between the frontline and senior leadership.

Home Depot repeatedly emphasized the role of associates over its course of development. For example, in 1997, the
company described its store associates as its “greatest competitive advantage” and discussed the investments in training,
ownership, and cultural development required to preserve the model as the store base expanded.283 The statement
reflected an important challenge. Knowledgeable service may be relatively easy to provide in a small founder-led
organization, but much harder to reproduce across hundreds or thousands of locations. Home Depot’'s competitive
advantage depended not only on hiring experienced people, but also on creating systems that could recruit, train,
motivate, recognize, and retain them as the company scaled.

Home Depot’s conception of service traditionally extended beyond helping customers locate products or complete
purchases. Associates were encouraged to recognize the individual customer behind the transaction and, when
appropriate, respond with empathy and personal judgment. A 2018 Home Depot account involving a customer named
Meredith and a lumber associate named Demetrius best illustrates this aspect of the culture. Demetrius helped Meredith
evaluate her lumber options, confirmed that she had everything required for her project, and loaded the materials into her
vehicle. Meredith later described his service as “patient and thorough.”2%4 During the interaction, Demetrius noticed that
she appeared distressed and asked how she was doing. After learning that her father was dying of cancer, he
listened and gave her a card that read, “You Matter.” Meredith later called him “the angel | needed on a difficult
day.” Her father died one week later. Home Depot subsequently recognized Demetrius with a Homer Award, part of the
company'’s internal program for associates who go beyond their normal responsibilities in demonstrating its values.
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The significance of the episode lies not merely in the individual act of kindness, but in the organizational response. By
publicly recognizing the associate, Home Depot reinforced the idea that attentiveness and empathy were part of the
expected service culture rather than incidental behavior. Not every customer interaction carries such emotional weight,
nor can personal acts of kindness be reduced to a financial formula. Nevertheless, a culture that gives associates
permission to exercise judgment can strengthen trust and deepen the customer relationship in ways that scripted service
often cannot.

The service model was closely connected to Home Depot’s broader approach to decentralization. During the founder-led
era, roughly from 1979 through 2000, stores retained considerable autonomy over merchandising and operating
decisions. Arthur Blank estimated that local merchandising decisions increased sales by 15% to 20%,2° although
this was a management judgment rather than an independently verified measurement. This autonomy allowed
stores to respond to local conditions. Product needs differ according to climate, housing type, building practices,
regulation, customer demographics, and regional preferences. A store in Florida, for example, may face different demand
for storm protection, roofing, and outdoor products than a store in the Northeast. Associates and local managers are often
best positioned to recognize those differences.

Under Bob Nardelli, from approximately 2000 through 2007, Home Depot started to centralize purchasing, replenishment,
merchandising, and other important operating functions. The transition was painful and controversial, but some former
executives nevertheless regarded parts of it as necessary. An industry participant described centralizing purchasing and
buying as “the one thing he did do that was needed,” because it gave the company greater leverage with suppliers.256

We believe this evolution over time suggests that Home Depot’s model is effectively neither fully decentralized nor fully
centralized. The company benefits from centralizing activities where scale, consistency, and data produce an advantage —
purchasing, forecasting, replenishment, technology, logistics, inventory planning, and national supplier negotiations. At the
same time, it must preserve local input where proximity to the customer matters. Field merchants, store managers, and
associates provide information about local demand and customer behavior. Central systems can then translate that
information into repeatable purchasing, assortment, inventory, and training decisions across the network.

Based on the evolution of Home Depot’'s merchandising approach, we believe the best version of the model is therefore
neither fully decentralized nor fully centralized. Home Depot centralizes activities where scale and consistency matter —
buying, forecasting, replenishment, technology, logistics, and data — while retaining local input where customer knowledge
matters. Field merchants, store managers, and associates provide localization; central systems convert the information
into repeatable purchasing and inventory decisions at scale to negotiate better terms with suppliers. This balance is
difficult to establish because over-centralization suppresses entrepreneurship in the local markets, while under-
centralization forfeits scale.

Maintaining this balance is delicate process. Excessive centralization can suppress local initiative, weaken associate
engagement, and produce assortments that do not reflect actual market needs. Excessive decentralization can fragment
purchasing, reduce supplier leverage, duplicate inventory, and sacrifice the economic benefits of scale. Home Depot’s
organizational model therefore combines centralized infrastructure with decentralized judgment. The company uses
national scale to lower costs and improve consistency, while relying on frontline associates and local managers to
interpret customer needs and apply that system intelligently.

Therefore, as aforementioned, competitors can copy store size, shelf layouts, product categories, and advertised
prices. Replicating a service culture is more difficult. Knowledgeable service depends on a series of interconnected
choices: whom the company hires, how associates are trained, whether they are trusted to exercise judgment, how labor
is measured, whether local information reaches decision-makers, how exceptional behavior is recognized, and whether
management treats associates as a cost or as a source of competitive advantage.

We believe the Home Depot model worked because expert service was not added to the warehouse as a separate
feature. It was integrated into the economics of the format. Associates helped convert uncertain homeowners into DIY
customers, expanded project baskets, reduced mistakes, supported professional customers, gathered local market
intelligence, and built long-term trust. The result was a distinctive combination — the scale and pricing of a warehouse
retailer with the practical guidance of a specialty dealer. That combination made Home Depot more useful than simply a
transaction-oriented discounter and more economical than a conventional service-intensive retailer. It also helped
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transform home improvement from a category served mainly by tradespeople and specialized dealers into one that
millions of ordinary homeowners could navigate themselves.

The Nardelli Era (2000 — 2007)

Bob Nardelli’s tenure at Home Depot, from December 2000 to January 2007, was both consequential and deeply
controversial. A senior General Electric executive who had come close to succeeding Jack Welch as chairman and
CEO, Nardelli was recruited to lead Home Depot by co-founder and director Ken Langone, who served on GE’s board
from 1999 to 2005.267 His appointment marked a significant change for Home Depot — he was the first chief executive
hired from outside the company, following co-founders Bernard Marcus, who had led the business from 1978 to 2000,
and Arthur Blank, who briefly served as CEO in 2000.

Nardelli brought with him the process-oriented
management philosophy associated with GE, including
Six Sigma, 268 which uses measurement and statistical
analysis to improve operational consistency and reduce
inefficiency. His tenure is essential to understanding Home
Depot because it revealed how dependent the company’s
competitive advantage was not only on scale, purchasing
power and systems, but also on execution at the store
level and the judgment of knowledgeable employees.
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Under Nardelli, Home Depot gained greater purchasing
_ discipline, centralized replenishment, stronger data
V4 il NS capabilities and more standardized operating processes.
- '/ . : These improvements were increasingly necessary for a
AR\ \ ‘ ‘ ) retailer that had grown far beyond what founder-era
\‘\\\ \ \\\. .\ decentralization alone could effectively manage. Yet the
A - 3 company also reduced selling-floor labor, weakened store-
Bob Nardelli level autonomy and devoted substantial attention and
Out at Home Depot. https://www.nbcnews.com/id/wbnal16469224 capital to acquisitions and adjacent businesses. At the
same time, Home Depot’s service culture and store
energy deteriorated, while competitors (i.e., Lowe’s) improved both its stores and the customer experience.

When Nardelli became chairman and CEO in December 2000, he inherited a company whose operating infrastructure
had not kept pace with its rapid expansion. Home Depot had recorded four consecutive quarters of slowing
comparable-store sales growth.26° Many stores were becoming run-down, and the decentralized structure that had
once encouraged entrepreneurial behavior was making it increasingly difficult to coordinate purchasing, inventory and
corporate systems across a national chain. In a 2004 interview, Nardelli described Home Depot as having remained “in
start-up mode for 20 years.”?’° The company relied on outdated computer systems, customer-service standards varied
considerably by store, and basic companywide infrastructure was missing. Home Depot reportedly did not even have
the ability to send a single email to all employees.

It was widely recognized that Nardelli’s principal contribution was to introduce greater discipline, centralization and
technological sophistication. Under the traditional Home Depot model, store and regional managers enjoyed substantial
autonomy, including the ability to negotiate independently with suppliers. This structure encouraged local initiative and
helped preserve an entrepreneurial spirit, but it also produced fragmentation and limited the company’s overall ability to

use its full scale. Nardelli replaced much of this structure with centralized purchasing, standardized operating
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procedures and stronger financial and personnel-management systems. As he described the transformation, Home
Depot moved from “1,600 separate businesses under one banner” toward becoming a coordinated national retailer.27t
The company consolidated nine separate buying offices into one, allowing it to negotiate more effectively with suppliers,
lower purchasing costs, improve gross margins and capture greater economies of scale.

Nardelli also invested heavily in store renovation and transaction technology. Home Depot undertook an approximately
$250 million store-refurbishment program, introduced two-way cordless scanners and installed self-checkout systems in
hundreds of locations. The company reported that approximately 30% of customers used self-checkout where it was
available and that the technology reduced checkout times by about 40%.27? He also sought to strengthen accountability
through performance measurement, employee training and incentive programs. These initiatives included cash
bonuses tied to store-level sales performance and more formal systems for evaluating managers and employees.

Initially, Home Depot’s financial performance appeared to validate much of Nardelli’s strategy. During his tenure,
revenue nearly doubled, rising from $45.7 billion in fiscal 2000, the year before he took control, to approximately $90.8
billion in fiscal 2006, the year before his departure.2”3 This represented a CAGR of more than 12%. Net earnings
increased from approximately $2.6 billion to $5.8 billion, a CAGR of more than 14%. Centralized purchasing and tighter
cost controls also appear to have contributed to improved profitability. Gross margin expanded from approximately 30%
to 33%, while operating margin increased from roughly 9% to nearly 11%.

These results were meaningful. Nardelli professionalized a company whose internal systems had become inadequate
for its enormous scale, and he introduced capabilities that would remain important long after his departure. Home
Depot became a more coordinated buyer, a more sophisticated user of data and a more disciplined operator.

Figure 38: Home Depot Revenue And Profit Margins?™
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However, the same changes that improved efficiency also weakened some of the characteristics, which are not
quantifiable, that had historically differentiated the company.

As previously discussed, Home Depot had been built around an entrepreneurial culture in which knowledgeable store
employees and managers were trusted to solve customer problems. Store-level autonomy was not simply an
organizational preference; it was closely tied to the company’s service proposition. Employees were expected to
exercise judgment, understand local customers and help shoppers complete complicated home-improvement projects.
Nardelli’s highly centralized and metrics-driven management style reduced this autonomy. Regional managers resisted
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losing control over merchandising, and a number of experienced executives and managers chose early retirement. 275
Some managers also complained that new lean-inventory practices left stores without popular products, illustrating how
improvements in corporate-level efficiency could create practical problems on the selling floor of local stores.

More importantly, Nardelli's emphasis on cost control and process discipline was widely perceived to have come at the
expense of customer service. Reductions in experienced selling-floor labor made it more difficult for customers to locate
knowledgeable associates. This was especially damaging for Home Depot because its original competitive advantage
depended heavily on employees who could help customers understand products, diagnose problems, and complete
difficult projects.

Therefore, morale was weakened. Retrospective assessments generally concluded that Nardelli had correctly
identified Home Depot’s need for stronger systems, but had “overfocused” on process and marginalized
elements of the entrepreneurial, customer-oriented culture that had made the company successful. In effect, we
believe Nardelli managed Home Depot too much like an industrial or manufacturing company. In manufacturing,
standardization, measurement and cost reduction can often be pursued without the same immediate effect on the end
customer. Retailing, however, depends on countless interactions between frontline employees and customers. Home
Depot’s operating model could not be reduced entirely to measurable processes because its competitive
advantage also rested on softer characteristics — employee knowledge, judgment, morale, and customer trust.
The story of Meredith and Demetrius, which we have discussed above, illustrates the importance of this human
dimension. It is difficult to capture such qualities through conventional financial metrics, but their deterioration
can still materially affect the customer experience and, over time, the economics of the business.

Contemporary reports suggested that many talented employees left Home Depot after Nardelli became CEO. The
company also placed greater emphasis on hiring part-time employees to handle weekend traffic. A 2003 Wall Street
Journal report noted growing customer complaints about deteriorating service and difficulty finding desired products in
stores.276

The company’s aggregate employment continued to grow because its store base and other operations were expanding.
Total employment increased from approximately 227,300 in fiscal 2000 to 364,400 in fiscal 2006,%”” approximately 8%
CAGR. However, we estimate that the average number of employees per Home Depot store declined from
approximately 200 to 170 over the same period, an annual decrease of about 3%. Over the same period, estimated
sales per employee increased from approximately $201,000 to $249,000, or less than 4% CAGR, based on annual
revenue divided by year-end employee count. For comparison, Lowe’s moved in the opposite direction, with its average
employees per store increased from approximately 146 to 152 over the same period.?78

The decline continued into the Global Financial Crisis, with employees per store bottoming at approximately 141 in
2009. The figure subsequently recovered and returned to roughly 200 after 2019. Although employees per store is an
imperfect measure of service quality, we have observed that the trend is consistent with the broader evidence that
Home Depot reduced labor intensity during and immediately after the Nardelli era.27°

From a narrow efficiency perspective, this strategy had an obvious appeal. Fewer employees per store could
temporarily raise apparent labor productivity and utilization, including sales generated per employee. But Home Depot’s
historical service model depended on having enough knowledgeable associates physically available in the aisles to
engage customers, answer project questions, locate merchandise, and solve problems.

That creates an important tradeoff. A retailer can improve short-term labor efficiency by reducing staffing, but beyond a
certain point the same reduction can make associates harder to find, increase the number of customers each employee
must serve, and weaken the quality of individual interactions. For Home Depot, where knowledgeable service had
historically been part of the customer proposition rather than merely an operating expense, lower labor intensity risked
undermining one of the very capabilities that differentiated the company in the first place.
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Figure 39: Home Depot Average Number of Associates per Store 2000 — 200628°
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It was also in 2006 that Home Depot experienced its first decline in comparable store sales on an annual basis.
Home Depot recorded a 3% decline in comparable-store sales in fiscal 2006,%%! the year before Nardelli left the
company. This occurred as the U.S. housing market was reaching a turning point ahead of the Global Financial Crisis.
From 2005 to 2006, the U.S. home-improvement market declined by approximately 3%, while existing-home
sales fell by nearly 11%.2%2 The weakening macroeconomic environment clearly affected Home Depot. However
Lowe’s faced the same housing slowdown and still reported approximately flat comparable-store sales.28 At the time,
Home Depot attributed its decline primarily to weakness in the housing market, but we believe the deterioration in
customer service, the departure of knowledgeable employees and reduced store-level energy might have magnified the
effects of the unfavorable environment.

Lowe’s had historically been Home Depot’s closest competitor, and during the Nardelli years it continued improving
store presentation and the overall customer experience. As Home Depot became more centralized and operationally
disciplined (as reflected in its income statements), Lowe’s gained ground in some of the less tangible areas in which
Home Depot had historically been strongest. We believe this period illustrates an important characteristic of retail
competition. Strong service and employee engagement cannot eliminate cyclicality, but they can influence how
effectively a retailer competes within a difficult environment. When demand weakens, a company with a deteriorating
customer proposition may lose more than the market alone would suggest.

Nardelli also faced mounting criticism over capital allocation, executive compensation and shareholder returns. Home
Depot invested aggressively in acquisitions and wholesale distribution, particularly through the collection of businesses
that became HD Supply. These investments expanded Home Depot beyond its traditional retail boxes, but they also
absorbed management attention and capital while performance in the core stores was weakening. Although revenue
and earnings grew substantially during Nardelli’s tenure, Home Depot’s share price remained broadly stagnant and
significantly underperformed Lowe’s. Investors became particularly frustrated with the disconnect between shareholder
returns and executive compensation. Nardelli reportedly received approximately $245 million in compensation over his
final five years at Home Depot despite the company’s weak stock-price performance. 28

From December 2000 to December 2006, when Nardelli was the CEO of Home Depot, total shareholder’s return of the
company was about -7%, or -1% CAGR; while during the same time, Lowe’s brought nearly 2.9x returns to
shareholders, approximately 19% CAGR.28

Nardelli’'s conduct at the 2006 annual meeting further damaged his relationship with shareholders. Nardelli attended
without the rest of the board, limited the time available for questions and restricted shareholders’ ability to engage with
management.28® The meeting reinforced a growing perception that the company was unresponsive to its owners and
that Nardelli's management style had become overly insular.

Nardelli left Home Depot in January 2007 with a separation package valued at approximately $210 million.28” The scale
of the package intensified criticism of the board and became one of the most visible symbols of the governance
concerns surrounding the end of his tenure.
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Nardelli's record should therefore be understood as mixed rather than as an unqualified failure. He professionalized a
company whose infrastructure had become inadequate for its scale. He strengthened purchasing, financial controls and
personnel systems; invested in technology and store renovation; expanded the business into new markets; and
presided over substantial growth in revenue and earnings. Many of these initiatives were necessary. Founder-era
decentralization had worked exceptionally well when Home Depot was smaller and rapidly expanding, but a national
retailer with more than a thousand stores required stronger systems, coordinated purchasing and modern logistics.

We therefore believe that the problem was not that Nardelli pursued discipline, centralization or technology. It was that
he pursued them too aggressively and without sufficient regard for Home Depot’s culture, frontline expertise and
customer-service tradition, one of the most important competitive advantages that has differentiated the company since
its day one, which many Home Depot employees have long described as “bleeding orange.2 The company’s
measurable operating processes improved, but some of its less measurable competitive assets weakened. As Ken
Langone later observed, “Bob’s credit for the first four years he was there, everything he touched, he made
better...We were growing. We were opening up...But underneath the older stores were getting neglected...he
was cutting muscle.”28°

The response of Nardelli’'s successor, Frank Blake, whose appointment was supported by Ken Langone during the
board’s deliberations over Nardelli’'s replacement,2°° was revealing because it addressed many of the areas that had
been neglected. Blake was also a GE veteran and had joined Home Depot in 2002 as executive vice president for
business development.?®! However, after becoming CEO in 2007, he placed renewed emphasis on employees, stores
and the customer experience. In 2007, Home Depot invested more than $2 billion across five priorities: associate
engagement, product excitement, product availability, the shopping environment, and “Own the Pro.”2°2 The company
expanded employee-recognition and incentive programs, hired more than 2,500 licensed plumbers and electricians as
Master Trade Specialists and reported that voluntary attrition among full-time employees fell by almost 20%.

Blake summarized the change in priorities by stating that “the right long-term strategy starts with the customer
experience in our stores.”29 His response effectively acknowledged that Home Depot’s recovery required more than
improved systems. It required rebuilding employee engagement, restoring product knowledge and renewing the
company’s service culture.

At the same time, Blake did not abandon the useful operating improvements developed during the Nardelli period.
Home Depot sold HD Supply, restoring strategic clarity and allowing management to refocus on the core retail
business. It exited underperforming formats while continuing to develop centralized logistics and inventory systems. By
the end of fiscal 2009, Home Depot had opened 12 Rapid Deployment Centers serving approximately 65% of its U.S.
stores.?% These distribution centers aggregated the product requirements of multiple stores into centralized purchase
orders and allocated inventory to individual locations after products arrived at the center. The system improved
coordination, reduced the need for suppliers to ship separately to each store and gave Home Depot greater control
over product flow and availability. The company also introduced Customers FIRST training across the organization,
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https://knowledge.wharton.upenn.edu/podcast/knowledge-at-wharton-podcast/home-unimprovement-was-nardellis-tenure-at-
home-depot-a-blueprint-for-failure/

288 Give Me An "H". Home Depot. https://corporate.homedepot.com/sites/default/files/Transcript GMAH Crystal Hanlon.pdf
289 Ken Langone Conversation with Worldly Partners. 10/21/2024.

290 Ken Langone Conversation with Worldly Partners. 10/21/2024.

291 How CEO Frank Blake Rebuilt Home Depot. Institutional Investor.
https://www.institutionalinvestor.com/article/2bszmxoh4a200kout8hkw/portfolio/how-ceo-frank-blake-rebuilt-home-depot

292 Home Depot Annual Report 2007.

293 Home Depot Annual Report 2007.

294 Home Depot Annual Report 2007 — 2009.
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involving employees in stores and support centers. The initiative sought to reinforce customer-service behaviors while
the company continued using centralized distribution, data and inventory systems to improve execution.

Home Depot’s later development therefore did not require reversing every change made under Nardelli. Instead, it
required preserving the systems that allowed a large retailer to operate efficiently while restoring the culture, store-level
expertise and customer focus that made those systems economically valuable.
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Home Depot CEOs
Bernard (Bernie) Marcus (Co-Founder & CEO) 1978 — 1997

As discussed throughout this study, Bernard “Bernie” Marcus was Home Depot’s principal founding visionary and its
first chief executive. His contribution extended well beyond the warehouse-store format itself. Together with other co-
founders (Arthur Blank, Ken Langone, Patrick Farrah, and Ron Brill), Marcus helped define Home Depot’s original
approach to customer service, its unusually decentralized system of store management, and its belief that
knowledgeable employees with both decision-making authority and a financial stake in the business could become a
durable competitive advantage. These principles formed the foundation of what Home Depot would later describe as its
“orange-blooded” culture.

Figure 40: Bernie Marcus?®°

Marcus was born in Newark, New Jersey, on May 12, 1929, the youngest son of Russian Jewish immigrants.2%¢ He
grew up with three siblings in a tenement in a poor and sometimes difficult Newark neighborhood. His father worked as
a cabinetmaker, while his mother had taught at business schools before rheumatoid arthritis left her largely bedridden.
Despite the family’s limited means, Marcus later recalled that his mother expected her children to give part of their small
allowances to people who had even less. Her maxim was simple: “the more you give, the more you get.” This early
exposure to tzedakah, the Jewish tradition of charitable giving, would later influence both Home Depot’s community-
oriented culture and Marcus’s extensive philanthropy.

After high school, Marcus initially hoped to become a physician, but his family could not afford medical school. He
instead enrolled at Rutgers University and earned a pharmacy degree in 1954.2%7 Even during college, however, his
interests appeared to lean more toward selling and entrepreneurship than pharmaceutical practice. He reportedly
skipped some classes to sell Amana freezers door to door.

2% Bernard Marcus, Billionaire Cofounder of The Home Depot, Dies At 95. https://www.fox5atlanta.com/news/bernard-marcus-
cofounder-home-depot-dies

2% About Bernie Marcus. The Marcus Foundation. https://marcusfoundation.org/about-bernie/; Remembering Bernie Marcus.
https://corporate.homedepot.com/news/company/remembering-bernie-marcus

297 Remembering Bernie Marcus. https://corporate.homedepot.com/news/company/remembering-bernie-marcus; Bernard Marcus.
Rutgers University Foundation. https://support.rutgers.edu/distinguished-alumni/2000/bernard-marcus
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Marcus briefly worked as a pharmacist after graduation before moving into retail. He began by operating a cosmetics
concession inside a Two Guys discount store in Totowa, New Jersey, and was subsequently given responsibility for
sporting goods and then major appliances. By the time he left the business in 1968, he had risen to become a vice
president of Two Guys’ parent company, Vornado.2% Marcus then moved to California, first joining manufacturer O’Dell
in 1968 and later Daylin Corporation in 1970, where he became an executive of its home-improvement subsidiary,
Handy Dan.2% By 1972, he was serving as chairman and president of Handy Dan Improvement Centers. It was there
that he developed a close working relationship with finance executive Arthur Blank.3%

The defining turning point came on April 14, 1978, when Marcus, Blank, and Ron Brill were fired from Handy Dan.
Marcus was 49 years old. What could easily have marked the end of a long corporate career instead gave him the
opportunity to pursue an idea he had already been considering: a very large, one-stop home-improvement warehouse
offering broad assortment, low prices, and knowledgeable service to do-it-yourself customers. That concept ultimately
became The Home Depot.

Marcus became Home Depot’s first CEO in 1978 and remained in the role until handing the position to Arthur
Blank in 1997. During his tenure, the company went public in 1981 and grew from a small Atlanta start-up into the
largest home-improvement retailer in the United States by 1990.3" By the end of fiscal 1997, the year of the CEO
transition, Home Depot operated 624 stores and generated approximately $24.2 billion in annual sales.302

Yet the most enduring legacy of Marcus’s tenure was arguably not Home Depot’s physical expansion, but the operating
culture that made such expansion possible. Marcus emphasized deep product knowledge, frequent interaction between
senior executives and individual stores, and enough employee discretion to resolve customer problems without waiting
for approval from headquarters. In his retrospective account, he described the desired environment as one in which
associates were given “the freedom, training and motivation to act as entrepreneurs.”3% This was an important
distinction. Store employees were not intended merely to execute instructions; they were expected to exercise
judgment, take ownership of customer relationships, and behave as though the business were partly their own.

Marcus believed that this sense of ownership also needed to be reinforced financially. He later wrote that “without
sharing the company’s success with our associates,”3%* Home Depot would not have developed the same culture.
Employee participation in the company’s economic success therefore complemented the decentralized operating model
— associates were given responsibility, trained to use it, and given a tangible interest in the results.

After relinquishing the CEO role, Marcus remained chairman of Home Depot while Arthur Blank ran the company. He
stepped down as chairman on January 1, 2002, and retired from the board in May of that year.

Marcus died in Florida in 2024 at the age of 95.

2%8 Bernard Marcus. New Jersey Hall of Fame. https://njhalloffame.org/2015-nominees/bernard-marcus/

2% Bijllionaire Business Leader, Philanthropist Had Major Impact on Atlanta.
https://web.archive.org/web/20241112165813/https://www.ajc.com/news/billionaire-business-leader-philanthropist-had-major-
impact-on-atlanta/2DDWR6S7G5H2LLRSYMDO7WOBV4/

300 Remembering Bernie Marcus. https://corporate.homedepot.com/news/company/remembering-bernie-marcus

301 Home Depot Annual Report 1990.

302 Home Depot Annual Report 1997.

303 Home Depot Annual Report 2001.

304 Bernie Marcus On How To Hire Right. https://chiefexecutive.net/bernie-marcus-on-how-to-hire-right/
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Arthur Blank (Co-Founder & CEO) 1997 — 2000

Arthur Blank was Home Depot’s co-founder, longtime operating executive, and second chief executive. Whereas Bernie
Marcus was often identified with the company’s merchandising vision and public personality, Blank was generally
regarded as the more financially and operationally oriented of the two partners. For nearly two decades before
becoming CEO, he played a central role in translating the founders’ concept into the systems, discipline, and
organizational structure required to support one of the fastest-growing retailers in the United States.

Blank was born in Queens, New York, in 1942 to Molly and Max Blank, and grew up in the Jewish family. He and his
older brother, Michael, grew up in modest circumstances in a one-bedroom apartment, while their parents slept on a
foldout divan in the foyer.3% His father owned a small pharmaceutical company but died of a heart attack in 1957, when
Blank was 15. Blank’s mother, then only 37 and with no prior experience running a business, assumed responsibility for
the company while continuing to raise her two sons.

Blank later described watching his mother respond to that sudden responsibility as one of the formative experiences of
his life. In a 2024 commencement address at Babson College, he recalled learning from her to “make the right
decisions for the right reason.”3% He has repeatedly cited her resilience in the face of adversity as an important
influence on his own approach to business, leadership, and philanthropy.3°7 Although the connection is necessarily
retrospective, Blank himself has consistently identified his mother’s example as an important source of his emphasis on
personal responsibility and values-based decision-making.

Figure 41: Arthur Blank?3®

Blank attended Stuyvesant High School, New York City’s selective mathematics and science high school, before
studying business at Babson College in Massachusetts. He graduated in 1963 with distinction and a Bachelor of

305 Facing The Fire: Arthur M. Blank Endured A Deep Loss as A Child But Learned from His Mother’s Indomitable Will.
https://www.sportsbusinessjournal.com/Articles/2024/05/06/blank-early-years/

306 yndergraduate Commencement Speech — Arthur M. Blank ’63, H’98. https://entrepreneurship.babson.edu/arthur-blank-
commencement-speech/

307 Facing The Fire: Arthur M. Blank Endured A Deep Loss as A Child But Learned from His Mother’s Indomitable Will.
https://www.sportsbusinessjournal.com/Articles/2024/05/06/blank-early-years/

308 Home Depot Co-Founder Arthur Blank on Corporate Profits, Social Change. CNBC. https://www.cnbc.com/2020/09/14/home-
depot-co-founder-arthur-blank-on-corporate-profits-social-change.html
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Science in Business Administration.3%° After college, he worked for several years at accounting firm Arthur Young & Co.
before joining his family’s pharmaceutical business. When retail conglomerate Daylin acquired the company in 1968,
Blank remained with the new owner and began a career that would eventually bring him together with Bernie Marcus.

Daylin initially sent Blank to Griffin, Georgia, where he served as controller of a discount-drugstore chain. He advanced
to president and CEO of that operation in 1972. Two years later, Daylin appointed him controller of Handy Dan, its
largest subsidiary, and Blank relocated to Los Angeles. There he began working closely with Marcus, who headed the
division.

Their partnership continued after both men were dismissed from Handy Dan in 1978. Together with Ken Langone, Pat
Farrah, Ron Brill, and other early investors and executives, Marcus and Blank went on to establish The Home Depot.
From the company’s inception, Blank served as president and chief operating officer, effectively acting as the principal
operating counterpart to Marcus. While Marcus focused heavily on merchandising, culture, and the customer
proposition, Blank helped build the financial and organizational framework needed to replicate the concept across an
increasingly large store base.

Blank remained president and COO at Home Depot until 1997, when Marcus transferred the chief executive role to him.
By then, Home Depot had already become the leading home-improvement retailer in the U.S., and the central
challenge was no longer proving the warehouse-store concept but sustaining rapid expansion without losing operational
discipline.

Growth during Blank’s tenure as CEO remained strong. From fiscal 1997, the year of the transition from Marcus to
Blank, through fiscal 2000, Home Depot’s revenue increased from approximately $24.2 billion to about $45.7 billion,
representing a CAGR of nearly 24%.310 Over the same period, the store base expanded from 624 locations to 1,134, or
approximately 22% annually. In only three years, Home Depot nearly doubled both its revenue and physical footprint.

Blank served as president and CEO until Bob Nardelli succeeded him in December 2000. His subsequent departure
from the company, however, appears to have been more complicated than the public announcement initially suggested.
In February 2001, Blank announced that he would leave Home Depot and its board at the end of May. At the time, he
explained that remaining at the company risked creating uncertainty among employees over whether they should
continue looking to the former CEO or instead follow his successor.3!! Years later, Blank offered a different account. In
a 2016 interview, he described his exit as involuntary, saying that Home Depot’s board had effectively forced him out in
order to clear the way for Nardelli.3'2

After leaving Home Depot, Blank devoted much of his attention to professional sports, hospitality, retailing, and
philanthropy. In February 2002, he purchased the Atlanta Falcons for approximately $545 million, beginning the next
major chapter of his business career.3'3

Robert (Bob) Nardelli 2000 — 2007

Robert “Bob” Nardelli was Home Depot’s first chief executive recruited from outside the company. Appointed in
December 2000 after spending most of his career at General Electric, he was brought in to impose greater operating
discipline, standardize processes, and build the technological and organizational infrastructure needed to manage a
retailer that had expanded rapidly under its founders.

As aforementioned, Nardelli’s tenure was consequential but controversial. Under his leadership, Home Depot became
substantially larger and more profitable, strengthened its centralized operating systems, and built a sizable wholesale-
distribution business. At the same time, customer service was also said to have deteriorated, the company’s share price
stagnated, and employees and investors increasingly criticized both his management style and compensation. We
believe his tenure therefore provides an important case study in the difficulty of professionalizing a founder-led
organization without weakening the culture that had been central to its competitive advantage.

309 Arthur M. Blank. Arthur M. Blank Family Foundation. https://blankfoundation.org/member/arthur-m-blank/

310 Home Depot Annual Report 1997, 2000.

311 Home Depot Co-Founder Blank to Retire From Board. Los Angeles Times. https://www.latimes.com/archives/la-xpm-2001-feb-22-
fi-28718-story.html

312 Arthur Blank: | was Fired from Home Depot. YouTube. https://www.youtube.com/watch?v=8BsNSz-Chs4

313 Arthur Blank. New Georgia Encyclopedia. https://www.georgiaencyclopedia.org/articles/business-economy/arthur-blank-b-1942/
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Figure 42: Bob Nardelli3'4 -
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Nardelli was born on May 17, 1948, in Old Forge, Pennsylvania, a small coal-mining community. His parents, Raymond
and Clelia Nardelli, were children of Italian immigrants. His father was a World War Il veteran who held several jobs,
including one at General Electric, while his mother managed the household. The family later moved to Rockford, lllinois,
in search of better economic opportunities.31®

He attended Auburn High School in Rockford, where he participated in football and other sports, the Reserve Officers’
Training Corps, and the school yearbook. He also worked while growing up, including as a grocery-store bagger.
Nardelli later attended Western lllinois University on a football scholarship and became captain of the university’s
football team. He graduated in 1971 with a Bachelor of Science in business. After joining General Electric, he continued
his education while working and earned an MBA from the University of Louisville in 1975.316

Nardelli joined GE in 1971 as a manufacturing engineer. Over the following years, he held a series of manufacturing
and management positions across the company. His formative experience was therefore in industrial production,
process control, and the management of capital-intensive businesses rather than in consumer retailing.

In 1988, Nardelli left GE to join Case Equipment, a construction-equipment manufacturer, where he held senior
operating roles involving parts, components, and construction equipment. He returned to GE in 1991 to run Canadian
Appliance Manufacturing Company. The following year, he became president and CEO of GE Transportation Systems,
and in 1995 he was named president and CEO of GE Power Systems.

At GE Power Systems, Nardelli developed a reputation as a demanding and highly disciplined operating executive.
According to his corporate biography, the division’s operating profit quadrupled during his tenure from 1995 to 2000.3'7
His performance eventually placed him among the three senior GE executives considered potential successors to
longtime chairman and CEO Jack Welch. When Jeffrey Immelt was selected in November 2000, Nardelli left GE.318

Home Depot named Nardelli president and CEO in December. He was the first outsider to lead the company and had
no previous retail-management experience. Arthur Blank and Bernie Marcus became co-chairmen as part of the
transition.

For a more detailed discussion of Nardelli’'s operating decisions, acquisitions, cultural changes, financial performance,
and the controversy surrounding his departure, see the section “The Nardelli Era, 2000—2007” above.
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Frank Blake 2007 — 2014

Frank Blake became Home Depot’s chief executive at one of the most difficult moments in the company’s history.
Appointed in January 2007 following Bob Nardelli’'s resignation, Blake inherited a business facing weakening
comparable-store sales, deteriorating associate morale, criticism of customer service, and the onset of a severe
housing downturn (i.e., 2008 Great Financial Crisis). Blake ultimately became closely associated with restoring Home
Depot’s founder-era culture and refocusing the company on its core retail business.

Figure 43: Frank Blake3'®
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| Put Customers First. |

314 Bob Nardelli CEO Advisor in Residence, EY Center for Executive Leadership. https://www.ey.com/en _us/people/bob-nardelli

315 From Bag Boy to CEO: How Alumnus Robert Nardelli Worked His Way Up The Ladder. https://bobnardelli.com/wp-
content/uploads/2022/06/Bob-Nardelli-WIU-Article-2016-1.pdf

316 Robert Nardelli. Britannica. https://www.britannica.com/money/Robert-Nardelli

317 About. Nardelli On Leadership. https://bobnardelli.net/about/; Robert Nardelli. Britannica.
https://www.britannica.com/money/Robert-Nardelli

318 Bob The Builder. https://time.com/archive/6738777/bob-the-builder/

319 Home Depot Former CEO Frank Blake to Retire as Chairman. Fortune. https://fortune.com/2015/01/16/home-depot-former-ceo-
retires-as-chairman/
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A native of Boston, Blake earned a bachelor’s degree from Harvard University and later received his law degree from
Columbia University School of Law.32° His early career therefore followed a path through law and public service rather
than retailing. He clerked for U.S. Supreme Court Justice John Paul Stevens and subsequently served as deputy
counsel to Vice President George Bush and as general counsel of the U.S. Environmental Protection Agency.32!

Blake joined General Electric in 1991 and held a series of senior executive positions, including general counsel of GE
Power Systems and senior vice president for corporate business development. In 2001, he returned to government as
deputy secretary of the U.S. Department of Energy, where he helped oversee the department’s operations, policy
decisions, and approximately $19 billion budget.322

He joined Home Depot in March 2002 as Executive Vice President of Business Development and Corporate
Operations. His responsibilities included strategic business development, growth initiatives, real estate, store
construction, credit services, and the company’s Home Services business. By 2006, he had become vice chairman and
executive vice president.323

In January 2007, Home Depot’s board appointed Blake chairman and CEO after Nardelli’'s departure. Although both
men had worked at GE, Blake adopted a markedly different leadership style. He later described himself as an
“accidental CEO,”324 reflecting the fact that he had limited experience directly managing a profit-and-loss operation and
inherited a company facing troubles as mentioned at the beginning.

It is widely recognized that Blake’s most important contribution was arquably the restoration of Home Depot’s
original conception of the business as an associate- and customer-centered organization. Shortly after
becoming CEO, he revived the company’s “inverted pyramid,” under which customers and frontline associates sit at the
top of the organization while senior management — and ultimately the CEO — supports them from below. Blake
described his role to associates simply: “My job here is to clear away the things that get in your way.”325

The change was more than symbolic. Home Depot again placed greater emphasis on store-level expertise, employee
recognition, and the ability of associates to solve customer problems. During the first half of 2007, for example,
approximately 74% of stores qualified for a success-sharing payout, compared with 33% during the corresponding
period a year earlier. The company also expanded the presence of licensed trade specialists in stores, including more
than 700 electricians and plumbers at the time, both to assist customers directly and to transfer their technical
knowledge to other associates.326

Blake later summarized his management philosophy in terms that closely echoed the principles of founders
Bernie Marcus and Arthur Blank:

“Take care of your customers. Take care of your associates. Everything else will take care of itself.” 3%’

320 Frank S. Blake. Georgia Historical Society. https://www.georgiahistory.com/bio/frank-s-blake/

321 Frank Blake. The Hertz Corporation. https://ir.hertz.com/governance/board-of-directors/person-
details/default.aspx?Itemld=ed8f2d4a-2958-490c-b842-cbc74641b5b9; How CEO Frank Blake Rebuilt Home Depot. Institutional
Investor. https://www.institutionalinvestor.com/article/2bszmxoh4a2o00kout8hkw/portfolio/how-ceo-frank-blake-rebuilt-home-depot
322 Frank Blake Joins Macy’s, Inc. Board of Directors. https://www.macysinc.com/newsroom/news/news-details/2015/Frank-Blake-
Joins-Macys-Inc.-Board-of-Directors-11-09-2015/default.aspx; Procter & Gamble Announces Appointment of Director. 2/10/2015.
https://www.sec.gov/Archives/edgar/data/80424/000008042415000017/blakepressrelease.htm

323 Robert Nardelli Resigns as Chairman And Chief Executive Officer of The Home Depot And Is Succeeded by Frank Blake. 1/3/2007.
https://www.sec.gov/Archives/edgar/data/354950/000089882207000014/final8k.htm

324 How Home Depot CEO Frank Blake Kept His Legacy from Being Hacked. Fortune.
https://web.archive.org/web/20160825161241/https://fortune.com/2014/10/29/home-depot-cybersecurity-reputation-frank-blake/
325 How Home Depot CEO Frank Blake Kept His Legacy from Being Hacked. Fortune.
https://web.archive.org/web/20160825161241/https://fortune.com/2014/10/29/home-depot-cybersecurity-reputation-frank-blake/
326 Home Depot 10-Q Q2 2007. https://irhomedepot.com/~/media/Files/H/HomeDepot-IR/reports-and-presentations/quarterly-
earnings/2007-92-10g-10k.pdf

327 Home Depot CEO Stresses Customer Service and Employee Investments.

https://news.vcu.edu/article/home depot ceo stresses customer service and employee investments
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He also said that he had a “true belief that you have to start as a values-based company.”328 We believe these
statements represented more than a difference in executive temperament. They reflected a distinct theory of retailing —
because competitors could sell many of the same products, Home Depot’s differentiation depended heavily on
knowledgeable, motivated associates who could provide advice, solve problems, and help customers complete
projects. These capabilities are inherently difficult to quantify and, importantly, difficult for competitors to replicate simply
through capital investment or product sourcing.

The improvement in internal and customer measures during Blake’s tenure was notable. In Home Depot’s “voice of the
customer” surveys, the net percentage of customers who said they would strongly recommend the company increased
by 44% during his tenure, while employee confidence in the company’s ability to provide customer service rose by
95%.32° These measures support the view that Blake succeeded in repairing at least part of the cultural and service
deterioration that had emerged during the preceding period.

As aforementioned, during his early tenure as Home Depot CEO, Blake also sold HD Supply and exited EXPO Design
Center, THD Design Center, HD Bath, etc., refocusing resources and management attention on the core retail
business. Blake acknowledged the severity of the market but emphasized continued investment in stores and
associates “to set a strong foundation for the long term health of our company.”3%° In addition, he also led the company
to weather the housing crash in the Great Financial Crisis.

In November 2014, Blake handed the CEO position to Craig Menear. A few months later, he also transferred the
chairmanship to Menear and left Home Depot.

After leaving Home Depot, Blake continued to play an active role in corporate governance and nonprofit organizations.
He served on the boards of Procter & Gamble, Macy’s, and Delta Air Lines, becoming Delta’s nonexecutive chairman in
2016. He later served on the boards of Unifi and Hertz and continued his involvement with the nonprofit Georgia
Aquarium. 331

Craig Menear 2014 — 2022

Craig Menear grew up in Flint, Michigan, when the city was still closely associated with General Motors and automobile
manufacturing. His father, Kenneth Menear, spent 43 years working as a tool-and-die maker at AC Spark Plug, a
General Motors division.332 Menear later attended Michigan State University’s business school and graduated in 1979
with a bachelor’s degree.33% His academic concentration was human resources, but he ended up spending his entire
career in retailing. Looking back, however, Menear argued that the education remained highly relevant to executive
leadership:

“As the CEO of Home Depot, | probably spent 30 percent of my time on people. It's all about people, it’s all
about the team.”334

328 Home Depot CEO Stresses Customer Service and Employee Investments.

https://news.vcu.edu/article/home depot ceo stresses customer service and employee investments

329 How Home Depot CEO Frank Blake Kept His Legacy from Being Hacked. Fortune.
https://web.archive.org/web/20160825161241/https://fortune.com/2014/10/29/home-depot-cybersecurity-reputation-frank-blake/
330 The Home Depot Announces Fourth Quarter and Fiscal 2008 Results; Provides Fiscal 2009 Outlook.
https://irhomedepot.com/news-releases/2009/02-24-2009

331 Frank Blake. The Hertz Corporation. https://ir.hertz.com/governance/board-of-directors/person-
details/default.aspx?ltemld=ed8f2d4a-2958-490c-b842-cbc74641b5b9

332 Kenneth Menear Obituary (1923 - 2016). https://obits.mlive.com/us/obituaries/flint/name/kenneth-menear-
obituary?id=16896976; Craig Menear. Georgia Historical Society. https://www.georgiahistory.com/bio/craig-menear/; ACDelco -
Automotive Parts and Service Centers. https://web.archive.org/web/20110707080200/http://www.acdelco-
india.com/aboutus/history.html

333 Georgia History Today. Fall/Winter 2024. Vol. 18. No.2. Georgia Historical Society. https://www.georgiahistory.com/wp-
content/uploads/2025/02/GHT 2024 FW.pdf

334 Georgia History Today. Fall/Winter 2024. Vol. 18. No.2. Georgia Historical Society. https://www.georgiahistory.com/wp-
content/uploads/2025/02/GHT 2024 FW.pdf
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After graduating in 1979, Menear began his career at Montgomery Ward, the Chicago-based department store and
catalog retailer. He later worked at IKEA and Builders Emporium, accumulating experience across merchandising,
distribution, and home-improvement retail before joining Home Depot in 1997.33%5

Menear entered Home Depot as a merchant in the company’s Southwest division in Dallas and advanced through a
succession of merchandising roles. He eventually became merchandising vice president for hardware and, in 2007,
executive vice president of merchandising. In that position, his responsibilities extended well beyond product selection
and vendor relationships to include areas such as marketing, global sourcing, online operations, private brands, and
elements of the company’s supply-chain transformation. In February 2014, he was named president of U.S. retail.3%%

When Home Depot appointed Menear president and CEO in November 2014, he had already spent approximately 17
years at the company and nearly his entire career in retailing. He was also the first career merchant to lead Home
Depot since co-founder Bernie Marcus. Frank Blake initially remained chairman, allowing for a staged transition, before
Menear succeeded him as chairman in early 2015.3%

Figure 44: Craig Menear®*

335 Home Depot CEO Craig Menear's Life And Career.
https://web.archive.org/web/20190329150319/https://www.businessinsider.com/home-depot-ceo-craig-menear-bio-2019-3#after-
college-menear-landed-his-first-post-grad-role-at-montgomery-ward-a-department-store-chain-that-went-under-in-2001-11

336 Georgia History Today. Fall/Winter 2024. Vol. 18. No.2. Georgia Historical Society. https://www.georgiahistory.com/wp-
content/uploads/2025/02/GHT 2024 FW.pdf; The Home Depot Names Craig Menear CEO, Effective November 1, 2014.
https://irhomedepot.com/news-releases/2014/08-21-2014-014518189

337 The Home Depot Names Craig Menear Chairman. https://irhomedepot.com/news-releases/2015/01-16-2015-014516878

338 Craig Menear. The Home Depot. https://corporate.homedepot.com/media/craig-menear-chairman-ceo-and-president
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Unlike Nardelli and, to a lesser extent, Blake, Menear did not arrive with a mandate to fundamentally reshape Home
Depot’s culture. The organization he inherited had already been refocused on stores, associates, and customer service.
His task was to preserve those strengths while responding to changing customer expectations, e-commerce, mobile
technology, more complex fulfillment requirements, and intensifying competition. Home Depot’s announcement of his
appointment reflected that balance, highlighting his role in product innovation, the company’s growing online business,
and the reengineering of its supply chain while reiterating that customer service would remain its “#1 priority.”339

The central strategic idea of Menear’s tenure was that customers should experience Home Depot as one integrated
business rather than as a collection of separate stores, websites, distribution facilities, and delivery channels. This
concept became known as “One Home Depot.”34°

In December 2017, the company announced an accelerated multiyear investment program spanning stores,
associates, digital capabilities, customer experience, and supply-chain and delivery infrastructure. Menear explained
the rationale:

“The retail landscape is changing at unprecedented rates and we plan to invest for the future to address the
evolving needs of our customers. We will accelerate our investments, while continuing to focus on delivering
the value our shareholders expect from The Home Depot.”34!

The strategy was designed to make the shopping experience increasingly seamless across channels. Customers could
research products online, seek advice from associates in stores, place orders digitally, pick them up at convenient
locations, or arrange delivery directly to a home or job site. In this model, physical stores were not treated as legacy
assets threatened by e-commerce. Instead, they became an important part of Home Depot’s fulfillment infrastructure as
well as centers for service, product expertise, returns, and order pickup.

Professional customers were another major focus of Menear’s tenure. Contractors, property managers, maintenance
professionals, and other tradespeople generally purchase more frequently and in larger quantities and dollar values
than the typical DIY customer, but they also require a more demanding set of capabilities, including dependable
inventory availability, specialized products, commercial credit, account management, and reliable job-site delivery.

Home Depot used acquisitions selectively to deepen these capabilities. In August 2015, it completed the $1.625 billion
acquisition of Interline Brands, a national distributor of maintenance, repair, and operations products, at approximately
11x last-twelve-month EBITDA.342 Menear said the combination would allow Home Depot to serve professional
customers “whether in-store, online or at their place of business.”

In December 2020, Home Depot re-acquired HD Supply that it had sold during Frank Blake’s tenure for an enterprise
value of approximately $8 billion, at around 16x trailing-twelve-month EBITDA.343

We believe these acquisitions illustrate an important difference between the Blake and Menear periods. Blake sold
noncore operations to restore focus to the retail stores. Once that core was stronger, Menear selectively added
distribution and service capabilities that could be connected to Home Depot’s stores, digital platform, and professional-
customer relationships.

In fiscal year 2013, the last full fiscal year before Menear became CEO, Home Depot reported $78.8 billion in sales and
$5.4 billion in net earnings. By fiscal 2021, his final full year as CEO, sales had reached $151.2 billion and net earnings
$16.4 billion, a CAGR of approximately 8% and 15%, respectively. Home Depot employed approximately 500,000
associates and operated 2,317 stores near the end of his tenure, compared with 2,263 stores and 365,000 employees
before he took over.3#

339 Meet Our New CEO: Craig Menear. https://corporate.homedepot.com/news/company/meet-our-new-ceo-craig-menear

340 The Home Depot Updates Strategic Priorities. https://irhomedepot.com/news-releases/2017/12-06-2017-110035522

341 The Home Depot Updates Strategic Priorities. https://irhomedepot.com/news-releases/2017/12-06-2017-110035522

342 |nterline Brands Announces Second Quarter and Year-To-Date 2015 Sales and Earnings Results. 7/31/2015.
https://www.sec.gov/Archives/edgar/data/1292900/000129290015000034/ex991earningsresults-fy15g2.htm; The Home Depot
Announces Agreement to Acquire Interline Brands. https://irhomedepot.com/news-releases/2015/07-22-2015-014515131

343 Fitch Affirms The Home Depot's IDR at 'A' Following Proposed HD Supply Acquisition.
https://www.fitchratings.com/research/corporate-finance/fitch-affirms-the-home-depot-idr-at-a-following-proposed-hd-supply-
acquisition-outlook-stable-18-11-2020

344 Home Depot Annual Report 2013, 2021.
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During his tenure, Menear consistently treated Home Depot’s culture as a competitive asset rather than as a constraint
on modernization. He continued the inverted-pyramid philosophy revived under Blake, in which senior management
exists to support frontline associates who serve customers. Rather than attempting to establish a highly personalized
management doctrine, Menear emphasized continuity with the values established by the founders and restored during
the preceding era.

Near the end of his tenure, he identified this cultural continuity as perhaps the leadership team’s most important
achievement:

“I'm extremely proud of the progress this team has made together, but perhaps our greatest accomplishment
has been nurturing the culture of our company, which | believe is a competitive advantage.”34°

Home Depot appointed Ted Decker president and CEO in March 2022, while Menear remained chairman to support the
transition.346 The board credited Menear with developing a strong leadership team, advancing the company’s
interconnected-retail strategy, delivering substantial shareholder value, and preserving Home Depot’s values-based
culture. Menear retired from Home Depot and its board in September 2022 after approximately 25 years with the
company, with Decker succeeding him as chairman.

Edward (Ted) Decker 2022 — Present

Decker grew up in Fairview Township near Erie, Pennsylvania, and graduated from Fairview High School in 1981. His
interest in business developed at an early age. Beginning around age eight, he mowed lawns for extra money and later
operated a small landscaping business.3*” While attending college at William & Mary, he spent his summers sealing
driveways. He eventually began purchasing sealer directly from the manufacturer rather than through a local hardware
store after realizing that buying at the source was both more efficient and less expensive.

Decker graduated from the College of William & Mary in 1985 with a bachelor’s degree in English major. He has
credited his liberal-arts education with strengthening his critical-thinking skills and his ability to analyze and
communicate complex ideas. After developing an interest in international finance, he joined PNC Bank, where his work
included an assignment in Sydney. He later earned an MBA from Carnegie Mellon University in 1993. Before joining
Home Depot, Decker held finance, planning, and business-development positions at Scott Paper and Kimberly-Clark,
including assignments in London.348

He joined Home Depot in 2000 as director of business valuation and subsequently advanced through a wide range of
senior roles. Over the following two decades, he gained experience across corporate strategy, finance, merchandising,
marketing, supply chain, and store operations.34° This broad internal experience distinguished him from several
previous Home Depot leaders and meant that, like Craig Menear before him, Decker entered the CEO role with an
extensive understanding of the company’s operating model and culture.

One of Decker’s first major decisions as CEO involved frontline compensation. In February 2023, Home Depot
announced approximately $1 billion of additional annualized compensation for hourly associates.3%° The increases
applied to both newer and more-tenured employees, and the company stated that starting wages would be at least $15
per hour in every U.S. market, even though the statutory minimum wage remained $7.25 per hour in some states.35!

Decker framed the investment not simply as an increase in labor expense, but as an investment in Home Depot’s
customer-service model and future leadership pipeline:

345 Home Depot Q4 2021 Earnings Call. 2/22/2022.

346 The Home Depot Names Ted Decker CEO, Effective March 1, 2022. https://irhomedepot.com/news-releases/2022/01-27-2022-
214618774

347 Fairview Native Ted Decker Named President, COO of Home Depot.
https://web.archive.org/web/20201201124341/https://www.goerie.com/story/business/2020/10/19/fairview-native-ted-decker-
named-president-coo-home-depot-erie/5978002002/; Home & Hearth Matter. https://magazine.wm.edu/issue/2024-winter/home-
and-hearth-matter.php

348 Ted Decker. Georgia Historical Society. https://www.georgiahistory.com/bio/ted-decker/

349 The Home Depot Names Ted Decker CEO, Effective March 1, 2022. https://irhomedepot.com/news-releases/2022/01-27-2022-
214618774

350 Investing in Our Associates. https://corporate.homedepot.com/news/earnings/fourth-quarter-2022-wage-update

351 State Minimum Wages. https://www.ncsl.org/labor-and-employment/state-minimum-wages
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“Excellent customer service is one of our core values, and we view our investment in the
knowledgeable and experienced associates who provide that excellent customer service as critical to
our success. Additionally, since 90 percent of our store leadership started as hourly associates, today’s
new hires are our future leaders. This investment will help us attract and retain the best talent into our
pipeline” 332

Figure 45: Ted Decker3>
: \ b 50

The decision was consistent with a recurring theme throughout Home Depot’s history — knowledgeable and motivated
associates are not merely a cost of operating stores, but an important component of the company’s competitive
advantage. In that respect, Decker’s approach represented continuity with the founder-era philosophy that had been re-
emphasized under Frank Blake and preserved under Craig Menear.

The other important strategic development of Decker’s tenure to date has been the continued expansion of Home
Depot’s professional-customer platform. The company had already built substantial Pro capabilities under Menear
through investments in supply chain, delivery, Interline Brands, and HD Supply. Decker pushed the strategy further by
targeting larger and more specialized professional customers, including roofers, landscapers, pool contractors, and
other trades whose purchasing requirements extend beyond the traditional store-based model. These customers often
require dedicated sales support, commercial credit, broad and specialized inventories, and dependable delivery directly
to job sites.

Under Decker’s leadership, Home Depot in 2024 spent $18.25 billion to acquire SRS Distribution, a leading specialty
trade distributor serving professional roofers, landscapers, pool contractors, and other trades. The purchase price
represented approximately 16x EBITDA.3%* In 2025, the company acquired GMS through SRS for an enterprise value
of approximately $5.5 billion, or roughly 13x EBITDA.35%5

352 |nvesting in Our Associates. https://corporate.homedepot.com/news/earnings/fourth-quarter-2022-wage-update

353 L eadership: Ted Decker. https://corporate.homedepot.com/media/leadership-ted-deckerjpg

354 Morningstar DBRS Confirms The Home Depot, Inc. at “A”, Stable, Following SRS Acquisition Announcement.
https://dbrs.morningstar.com/research/430751/morningstar-dbrs-confirms-the-home-depot-inc-at-a-stable-following-srs-
acquisition-announcement

355 Home Depot: Addition of GMS Will Likely Expand Pro Business. Morningstar. https://www.morningstar.com/stocks/home-depot-
addition-gms-expand-pro-business-further-unlikely-move-our-valuation-much
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Decker also assumed leadership at an unusually challenging point in the housing cycle. He became CEO near the end
of the pandemic-driven home-improvement boom, when elevated housing activity, strong consumer balance sheets,
and unusually high spending on the home had produced exceptional demand across the industry. The environment
subsequently became much less favorable. Higher mortgage rates reduced housing turnover, affordability deteriorated
and consumers became more hesitant to undertake large discretionary remodeling projects.

We believe it is too early to assess the long-term consequences of these decisions at present. The SRS and GMS
acquisitions are among the most significant strategic investments in Home Depot’s history, and their ultimate returns
will depend on execution, integration, the development of cross-selling opportunities, and the long-term growth of
professional construction and remodeling demand. Decker’s legacy will therefore likely depend in substantial part on
whether Home Depot can successfully combine its traditional advantages in stores, scale, sourcing, and customer
service with the specialized distribution capabilities required to serve larger professional customers.
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The Power of Duration — Ken Langone

Figure 46: Ken Langone, Bernie Marcus, Arthur Blank?3>®
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When Home Depot was founded in 1978, its initial negotiations with investors fell through, forcing the founders to turn
to a different group of backers.3%” That group ultimately contributed roughly $2 million of seed equity capital in
exchange for 50% of the company, implying an initial valuation of approximately $4 million. Ken Langone received a 5%
interest in Home Depot, while the remaining ownership was retained by the management group and other investors.
Although we do not know exactly how much Langone personally invested, a 5% stake at a $4 million valuation would
have been worth roughly $200,000.

By the time Home Depot went public in 1981, less than three years after its founding, the company had already
reached a market capitalization of roughly $40 million, as Figure 2 shows, about 10x its original valuation.

What makes Langone’s investment particularly remarkable, however, is not the early return but the duration for which
he held it. In 2026, Langone stated publicly that over his 48-year association with Home Depot, he had never
sold any of his shares, aside from shares donated to charity.358

The last regulatory filing we found that disclosed Langone’s Home Depot ownership was the company’s 2008 proxy
statement, which reported that he beneficially owned 16,566,191 shares.3° If he has indeed made no sales since then,
his remaining ownership would still amount to approximately 16.6 million shares, 360 before accounting for any
subsequent charitable donations, if any. At Home Depot’s share price as of July 31, 2026, those shares would have

356 Home Depot Co-Founder Bernie Marcus Reflects on A Life of Helping Others. https://www.foxbusiness.com/lifestyle/home-depot-
co-founder-bernie-marcus-reflects-life-helping-others

357 The Financier. Built from Scratch. Bernie Marcus and Arthur Blank.

358 Our Town by William Kelly - Home Depot Co-Founder Ken Langone: Success ‘Always Revolves Around Great People’.
https://palmbeachcivic.org/our-town-by-william-kelly-home-depot-co-founder-ken-langone-success-always-revolves-around-great-
people/

359 Home Depot Proxy Statement 2008.
https://www.sec.gov/Archives/edgar/data/354950/000104746908004515/a2184083zdef14a.htm

360 Stock Quote & Chart. The Home Depot. https://irhomedepot.com/stock-information/stock-quote-and-chart
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been worth nearly $5.5 billion, compared with the company’s total market capitalization of approximately $347.3
billion. 381

From its 1981 IPO through July 31, 2026, Home Depot delivered an estimated total return of approximately
17,184x, including reinvested dividends, equivalent to roughly a 24% CAGR.

For Langone, the economics were even more powerful because he invested before the IPO. If we assume his original
5% stake represented approximately $200,000 of capital and further assume that none of his shares had ever been
donated, the implied value of that original investment would have compounded by roughly 171,840x since 1978 to over
$34 billion, equivalent to approximately a 28% CAGR over nearly five decades.

That outcome was by no means achieved in a straight line. During Langone’s holding period, Home Depot’s shares
experienced several severe drawdowns, as even the stocks of exceptional businesses often do. In the 1980s, the stock
declined by approximately 66% from peak to trough and required more than 3 years to recover its previous high. 362
Beginning after the peak at the end of 1999, Home Depot subsequently endured two drawdowns of roughly 70%, and
the shares did not sustainably regain their prior peak for more than 12 years, finally doing so in 2012.

Figure 47: Home Depot Total Return
Home Depot Total Return (9/22/1981 - 7/31/2026)
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2. Total returns assume dividends are reinvested.

Few examples illustrate the power of duration more clearly. The extraordinary outcome did not require
repeatedly identifying new investments or timing when to buy and sell. It came from owning an exceptional
business early, allowing the underlying economics to compound, and resisting the temptation to interrupt that
compounding for almost half a century. Home Depot, moreover, is not an isolated example in Langone’s investing
career. According to our conversation with him in 2024, roughly 90% of his net worth is concentrated in just
seven stocks, with an average holding period of more than four decades.3% His experience is a striking reminder
that, when paired with a truly exceptional business, time itself is the most powerful source of investment return.

361 FactSet.
362 Global Financial Data (Finaeon).
363 Ken Langone Conversation with Worldly Partners. 10/21/2024.
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Market Density (“Deliberate Cannibalization”) Turned Stores into a Local Network

Home Depot’s expansion strategy was based on local market dominance rather than the nationwide scattering of isolated
stores. The company generally did not enter a city with one or two locations and then move on. Instead, it opened clusters
of stores, concentrated its advertising and management attention within those markets, and sought to become the leading
home-improvement retailer before committing substantial resources to the next city.

The founders described the strategy explicitly:

“We opened in certain places ... and focused our marketing in those places until we became number one.
Only then did we move on to the next city ... We never go to a new market with plans for just a couple of
stores.” 364

The founders called this approach “market dominance.”38% Its objective was not to maximize the sales or profitability of
each individual store, but to maximize Home Depot’s share of the local market. That distinction made the company
unusually willing to open new stores near successful existing locations, even when doing so reduced reported
comparable-store sales. The founders understood that exceptionally high-volume stores could become congested,
inconvenient, and difficult to operate. Rather than protecting the sales of those locations, Home Depot was prepared “to
open a number of additional stores to bleed off the high-volume stores.”36¢ |n their view, cannibalization was not
necessarily evidence of poor capital allocation. It could instead indicate that a local market had enough demand to support
a denser store network.

This strategy helped Home Depot expand the overall DIY market, improve service for existing customers, and capture
demand that might otherwise have gone to competitors.

Home Depot’s willingness to tolerate cannibalization was already visible by 1990. The company opened 27 stores that
year, of which 22, approximately 81%, were located near existing Home Depot stores. Management acknowledged that
these openings reduced comparable-store sales growth in the short term. Comparable sales increased 10% in fiscal
1990, compared with approximately 13% in each of the previous two years. Yet even in markets where comparable-store
growth fell below the company average, customer transactions increased by approximately 20%.367

The distinction is important. Sales may have shifted from an older store to a new nearby location, but the local customer
base expanded. The additional stores reduced congestion, improved convenience, reached new customers, and made
Home Depot more accessible across the market. The company accepted weaker reported performance at certain existing
stores in exchange for greater total market revenue and stronger long-term competitive positioning.

Home Depot reiterated this logic in its 1993 annual filing. The company stated that it deliberately opened stores near the
boundaries of markets already served by existing locations. Management recognized that this could initially depress
comparable-store sales, but explained that the “cannibalization” strategy was intended “to increase customer satisfaction
and overall market share.”3%8 The new stores reduced shopping delays, encouraged existing customers to use Home
Depot more frequently, and attracted customers who had previously found its locations inconvenient. The relevant
economic unit was therefore not the individual store, but the local network.

Home Depot’s expansion strategy was based on achieving local market dominance rather than scattering isolated stores
across the country. This approach also influenced the timing of its geographic expansion. For example, Home Depot
delayed entering Los Angeles, despite the founders’ familiarity with Southern California, because management did not
want to enter such a large and competitive market with only a modest presence. The founders believed that unless Home
Depot was prepared to “open a whole bunch of stores at once”39 and establish itself as the best operator in the market, it
was preferable to continue concentrating resources elsewhere. The company therefore remained focused on South
Florida until it believed it had become the “number one” there. This discipline potentially reduced the risk of spreading
capital, advertising, management talent, and inventory too thinly. It also strengthened brand recognition within each
market. Rather than being one unfamiliar retailer among many, Home Depot sought to become the default destination for
home-improvement projects in the cities it entered.

364 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.
365 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.
366 Growth. Built from Scratch. Bernie Marcus and Arthur Blank.

367 Home Depot Annual Report 1990.

368 Home Depot Annual Report 1993.

369 The Competition. Built from Scratch. Bernie Marcus and Arthur Blank.
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We believe the geographic concentration of the store base illustrates the strategy. In fiscal 1993, 180 of Home Depot’s
264 stores, approximately 68%, were located in only five states: California, Florida, Texas, Georgia, and
Arizona.3"° The company also disclosed that its 1993 openings occurred primarily in markets where it already operated.
Although Home Depot was expanding rapidly, the expansion remained locally concentrated.

When entering a new market, in addition to organic entry, it was not uncommon for Home Depot to purchase an
established local business. The company’s entry into Dallas — Fort Worth illustrates this approach quantitatively. In 1984,
Home Depot paid $38.4 million for Bowater Home Centers, acquiring its chain of nine big-box stores across several
southern markets, including six stores in Dallas — Fort Worth. Although Home Depot encountered serious integration
problems and had to replace 95% of the original Bowater crew, the founders concluded that the acquisition “did
secure [Home Depot’s] position in Dallas-Fort Worth.”3! Six stores gave Home Depot an immediate local network
against entrenched competitors that operated 17 Handy Dan stores, 13 Payless Cashways stores, and eight Boise
Cascade stores in the market. Once the converted stores became profitable in 1986, the founders recalled, “we never
stopped. Those stores became cash cows for this company.” This was therefore not a one-store experiment: Home Depot
is willing to accept substantial near-term operational and earnings pressure to establish a meaningful market position
quickly.

San Diego provides another example of a market being filled in after an initially successful entry. The first Home Depot
store in San Diego rapidly reached approximately $500,000 in weekly sales and subsequently exceeded $700,000 per
week, with management targeting $1 million. Home Depot then added stores in Oceanside, Chula Vista, Escondido,
Balboa, and University, creating a six-location San Diego-area network. The founders recalled that the manager
responsible for these stores “owned the market.” The Northeast followed a similar pattern. Home Depot initially selected
northeastern sites on the assumption that they would generate about $30 million in annual sales, but many produced
between $60 million and $80 million once opened, or even more. The unexpectedly high volumes required Home Depot
“to open a number of additional stores to bleed off the high-volume stores,” a practice the founders explicitly called
“cannibalization.”372 Importantly, the objective was to relieve overcrowded stores, improve service and capture more of the
local market, not to maximize and protect the sales of each individual location.

We believe deliberate market density created several mutually reinforcing advantages. First, it increased customer
convenience. Home-improvement purchases are often urgent, bulky, or project-specific. A homeowner dealing with a
leaking pipe or a contractor who runs short of material does not want to travel a long distance. A denser store network
made Home Depot a more practical destination and reduced the likelihood that customers would choose a closer
competitor.

Second, density improved advertising efficiency. A television, radio, newspaper, or digital campaign within one
metropolitan area could support several stores rather than a single location. The cost of building brand awareness was
therefore spread across a larger local revenue base. Home Depot provided direct evidence of this leverage in its 1998
reporting. While minuscule on the group level, selling and store-operating expenses declined from 17.8% of sales in fiscal
1997 to 17.7% in fiscal 1998. The company attributed part of the improvement to lower advertising expense resulting from
vendor participation, national advertising, and the “leverage achieved from opening stores in existing markets.”373 This
supports the economic logic of clustering — multiple stores within the same media market could share advertising
exposure, reducing the cost of customer acquisition while increasing local accessibility and market share.

Third, density improved the use of inventory, labor, and management resources. Products could be transferred among
nearby stores, local managers could oversee multiple locations, and experienced associates could be deployed where
needed. The company could also adjust inventory across a market in response to weather events, construction activity,
and localized demand.

Fourth, clustering strengthened Home Depot’s relevance to professional customers. Contractors could rely on having a
nearby store when a job ran short of material, and a network of locations increased the probability that required inventory
would be available somewhere within the market. The value proposition depended not only on price, but also on time
saved and project delays avoided.

370 Home Depot Annual Report 1993.
371 Growth. Built from Scratch. Bernie Marcus and Arthur Blank.
372 Growth. Built from Scratch. Bernie Marcus and Arthur Blank.
373 Home Depot Annual Report 1998.
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Equally important, density also strengthened local brand recognition and supplier economics. High aggregate volume
within a metropolitan area made Home Depot more important to vendors, supported more efficient replenishment, and
reinforced the perception that the company was the market’'s dominant home-improvement destination.

Home Depot continued to pursue this strategy even after it had become a national retailer. In fiscal year 2000, the
company opened 173 stores in the United States and again stated that the openings occurred “primarily in existing
markets.” Management reported that “approximately 30% of our stores were cannibalized by new store openings.”374
Applied to the 1,103 Home Depot stores operating at year-end, that percentage suggests that roughly 330 existing
locations experienced some transfer of sales to newer nearby stores.

The figure demonstrates how central cannibalization had become to the company’s expansion model. Home Depot was
not treating it as an occasional side effect. It was accepting sales transfer across a substantial portion of the store base
because management believed the new locations would increase incremental revenue, improve customer service, and
deepen overall market penetration. Comparable-store sales could therefore understate the economic value of the
expansion. A mature store might report slower growth because a nearby Home Depot had opened, even as the
company’s combined sales, customer count, and local market share increased.

By 2025, Home Depot has 2,359 stores in North America, of which over 85% in the U.S, and over 56% of U.S. locations
are in 10 states.%7®

Figure 48: Home Depot Store Footprint 2025
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A competitor could copy the size, appearance, and layout of one Home Depot store. Similar to customer service, we
believe replicating a fully developed local network was much more difficult. To challenge Home Depot in an established
market, a rival needed not only one large store, but multiple sites, substantial inventory, local advertising, experienced
management, trained associates, distribution capacity, supplier support, and the financial willingness to tolerate several
years of weak or diluted returns.

The entrant also had to find suitable real estate in a market where Home Depot had already secured many of the
attractive locations. It then had to build brand recognition against an incumbent whose stores were more convenient and
whose advertising dollars were spread across a larger local sales base.

374 Home Depot Annual Report 2000.
375> Home Depot Annual Report 2025.
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Home Depot Real Estate Strategy

We believe Home Depot and Lowe’s arrived at similar real-estate strategies from different starting points. During its
founding years (1979 — 1980s), Home Depot relied heavily on leased, second-use retail space. This approach allowed
the young company to enter new markets quickly without committing substantial capital to land acquisition and
construction. In 1981, for example, Home Depot opened its first four Florida stores in former J.C. Penney locations.376

The company remained highly dependent on leased space through the mid-1980s. At the end of fiscal 1985, only 14 of
Home Depot’'s 53 operating stores were owned or located on ground-leased land. Another seven occupied leased
buildings constructed to Home Depot’s specifications, while the remaining 32 operated in leased or subleased second-
use buildings. With the leases on those 39 locations scheduled to expire between 1997 and 2024, the company stated
that its “policy has been to expand by leasing second use space wherever possible.”37” We believe this strategy was
particularly well suited to Home Depot’s early stage of development. By converting former retail buildings into large
home-improvement warehouses, the company could preserve its limited capital for inventory, advertising and
entry into new markets. Leasing also reduced the time required to open stores, which was critical for a retailer
seeking to establish market presence before competitors could respond.

We were unable to locate Home Depot’'s 1981 IPO prospectus at the time of writing, nor did we find other sources
disclosing the store-level payback period for either Home Depot or Lowe’s around the time of Home Depot’s IPO. We
therefore estimate the payback period using the limited information disclosed in Home Depot’s 1983 filing, which we
believe should not have been meaningfully different from the economics at the time of the IPO just two years earlier. In
1983, management estimated that opening a new leased store required approximately $2.8 million of
investment, while a company-owned store required roughly $5.3 million to $5.8 million,3”® or about $5.6 million
at the midpoint. With average weekly sales per store of approximately $360,300, equivalent to about $18.7
million annually, and an operating margin of roughly 6.5% as a proxy for store-level cash flow, we estimate an
implied payback period of approximately 2.3 years for a leased store and 4.6 years for a company-owned store.
It is important to note that the average weekly store sales were weighted down heavily by newer stores that
were ramping. The estimated payback period for a leased store is broadly consistent with Home Depot's 47.1%
ROTCE at the time of its IPO, as Figure 2 shows. The reciprocal of a 47.1% return implies a little over two years of
payback on tangible capital, which is directionally consistent with our estimated 2.3-year store-level payback period.
This comparison is particularly relevant because all of Home Depot’s stores were leased at the time of the IPO. (Lowe’s
ROTCE in 1980 was around 20%,3%7° implying a payback period around 5 years)

Lowe’s, by contrast, had moved toward purpose-built, company-controlled stores much earlier. Its 1970 annual report

noted that existing buildings had supplied approximately half of its new locations during the early 1960s, but that rising
store standards had made such opportunities “less dependable.” Lowe’s therefore concluded that “a positive planned

approach of new land acquisition and store construction is the foundation of our stepped-up expansion program.”38°

The difference remained evident when Home Depot completed its IPO in 1981. At the end of 1980, Lowe’s operated
214 stores, of which 135 were owned and 79 were leased.38' The company also reported that new stores were
“normally financed with 15-year mortgages,” although elevated interest rates had temporarily caused it to defer
additional long-term borrowing. Home Depot entered the public market with a much more lease-dependent footprint. Its
early real estate model was therefore relatively capital-light and opportunistic, while Lowe’s had already developed a
more vertically coordinated process for acquiring land, constructing stores and financing the resulting properties.

As Home Depot expanded, however, the limitations of relying on second-use buildings became increasingly apparent.
Available properties did not always offer the desired location, building size, loading capacity or standardized store
layout. By 1985, Home Depot acknowledged that it was becoming “increasingly necessary or advisable, in order to
secure strategic market locations, to acquire or lease sites and construct its own stores or to enter into lease
commitments for stores to be built to [Home Depot’s] specifications.”382 The company’s development pipeline already
reflected this shift. Of the 13 future store sites that had been purchased, leased or placed under construction, 12 were
expected to be owned or built to suit, while only one involved leased second-use space. Home Depot was gradually

376 Small Chains Take Over Treasury Spots. The Miami Herald. 5/20/1981.
377 Home Depot Annual Report 1985.

378 Home Depot Annual Report 1983.

379 Lowe’s Annual Report 1980.

380 | owe’s Annual Report 1970.

381 | owe’s Annual Report 1980.

382 Home Depot Annual Report 1985.

Worldly Partners For Informational Purposes Only 83



moving away from a strategy centered on whatever suitable buildings happened to be available and toward one in
which the company could deliberately select locations and design stores around its operating requirements.

By 1993, 61% of Home Depot’s 264 stores were owned, including buildings located on ground-leased land, while 39%
were leased.38 Management explained the rationale directly: “[Home Depot] prefers to own stores because of the
greater operating control and flexibility, generally lower occupancy costs and certain other economic advantages.”
Home Depot was therefore willing to accept the greater upfront investment associated with land and construction in
exchange for stronger long-term control over strategically important locations.

Over time, Home Depot’s real estate model converged with that of Lowe’s. By fiscal 2000, approximately 78% of Home
Depot’s stores were owned and 22% were leased. The company continued to emphasize that ownership provided
“greater operating control and flexibility” as well as “generally lower occupancy costs.”38* At the end of 2025, Home
Depot owned approximately 90% of its total store square footage and leased the remaining 10%.385 Lowe’s reported a
nearly identical position, with approximately 89% of its 1,759 stores and outlets were owned, including stores located
on leased land, with the balance leased.38 The figures are not perfectly comparable because Home Depot measures
ownership by store square footage, whereas Lowe’s reports it by number of locations. Nevertheless, both indicate that
ownership has become the dominant model for the companies’ core retail networks.

Home Depot continues to use leasing selectively where flexibility is more valuable than permanent control. In fiscal
2025, the company owned only 3% of the square footage associated with its distribution centers, fulfillment centers and
warehouses, while leasing the remaining 97%. We believe Home Depot’s mature real estate strategy can therefore be
characterized as owning the core while leasing the network’s more flexible edges. The company generally owns the
high-volume retail stores that anchor its position in local markets, while leasing many logistics facilities and specialty
locations whose required size, placement or role within the network may change over time.

Figure 49: Home Depot Stores — Owned vs. Leased 1980 vs. 2025387
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Figure 50: Lowe’s Stores — Owned vs. Leased 1980 vs. 2025388
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Density therefore created path dependence. Each additional store potentially made the next store more economically
productive by sharing advertising, logistics, brand awareness, inventory availability, and customer convenience. At the
same time, each additional store raised the cost of entry for competitors. By the time rivals converged on the big-box
format, Home Depot had already accumulated advantages in local real estate, purchasing volume, vendor relationships,
customer familiarity, and operating experience.

We believe the strategic value of density increased further as retail became more digital. Historically, Home Depot stores
were primarily selling locations. Over time, they also became pickup, return, delivery, and fulfillment nodes. A dense store
network allowed the company to offer customers options such as buy online and pick up in store, curbside pickup, ship-to-
store, and faster local delivery. This transformed stores from stand-alone boxes into a distributed physical network.
Inventory positioned close to the customer could support both in-store and digital demand. Returns could be handled
locally, bulky products could be delivered over shorter distances, and professional customers could combine online
ordering with rapid store pickup.

The same density originally built to dominate local retail markets therefore became an advantage in omnichannel
fulfillment. A competitor without a comparable store network would need to rely more heavily on centralized warehouses,
parcel carriers, or newly constructed distribution facilities, an especially difficult proposition in home improvement, where
many products are bulky, heavy, fragile, or urgently needed.

As of 2025, online sales represented about 15.9% of Home Depot's $164.7 billion sales, whereas Lowe’s online business

represented 13% of its $86.3 billion sales.389

Figure 51: Home Depot Online Order Pickup®®°
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389 Home Depot Annual Report 2025; Lowe’s Annual Report 2025.
3% pjck Up In Store at The Home Depot. https://www.homedepot.com/c/pick up in store
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Management Ownership

At the time of writing, we were unable to locate Home Depot’s original IPO prospectus and therefore cannot determine the
company’s precise management ownership at the time of the offering. However, Bernie Marcus and Arthur Blank provide
some insight into the company’s early ownership structure in Built from Scratch. According to their account, when
Home Depot opened its first stores, outside investors owned approximately 50% of the company, while the
remaining was held by members of the management team and other insiders. Bernie Marcus owned
approximately 18%, Arthur Blank 15%, Pat Farrah somewhat less than 15%, and Ken Langone approximately
5%_391

Management ownership appears to have remained substantial through the IPO, although Marcus, Blank, and Farrah sold
a portion of their holdings in connection with the offering. In their memoir, Marcus and Blank wrote that Marcus “sold
73,000 shares of stock for $8.7 million; [Arthur Blank and Pat Farrah] sold 54,800 each for $6.5 million,” while Ken
Langone “didn’t choose to sell any.”3%2 Based on the approximately 3.3 million shares outstanding around the time of the
IPO that we estimate from Home Depot’s 1982 annual report, these sales would have reduced aggregate management
ownership from roughly 50% to approximately 44%, assuming no other members of management sold shares.

On the same basis, we estimate that Marcus retained approximately 16% of the company following the offering, while
Blank and Farrah each retained roughly 13%. Including Langone’s approximately 5% pre-IPO stake, which he reportedly
did not sell, these four key founders and early backers may collectively have owned close to 40% of Home Depot
immediately after the IPO, subject to dilution from newly issued shares and any other ownership changes that we have
not been able to verify.

Even after the offering, management therefore appears to have retained a very substantial economic interest in the
company. We believe this high level of founder and insider ownership created strong alignment between the executives
building Home Depot and the company’s outside shareholders.

391 The figures do not add up precisely due to rounding and the use of estimates. The First Stores. Built from Scratch. Bernie Marcus
and Arthur Blank; The Financier. Built from Scratch. Bernie Marcus and Arthur Blank.
392 The First Stores. Built from Scratch. Bernie Marcus and Arthur Blank.
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Valuation

Figure 52: Home Depot Total Return 9/22/1981 - 7/31/2026
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Figure 53: Home Depot Valuation Multiples 9/22/1981 - 7/31/2026
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At the time of writing, we were unable to locate Home Depot’s 1981 IPO filings or any contemporaneous news coverage,
roadshow materials, or management commentary that provided explicit guidance for the company’s future growth. We
therefore constructed a hypothetical five-year underwriting case using a combination of information available at
the time of the IPO and retrospective disclosures that we believe likely reflected management’s original operating
expectations that might have been available to investors at the time of IPO.

The starting point was Home Depot’s addressable market. According to the 1980 National Housing Production Report,
published by the U.S. Department of Housing and Urban Development before the company’s IPO, U.S. expenditures on
the improvement and maintenance of the existing housing stock were approximately $49 billion.3% Against this market,
Home Depot’s fiscal 1980 revenue of $22.3 million represented a share of roughly 0.05%.3% By comparison, Lowe’s
generated $883.6 million of revenue, equivalent to approximately 1.8% of the market.3%

In our hypothetical scenario, an investor at the time of the IPO assumes that Home Depot could increase its market share
to 0.5% within five years. Holding the market size constant, this would imply approximately $245 million of revenue, or a
five-year CAGR of more than 60%.

Although seemingly ambitious, we believe this assumption would not necessarily have appeared unreasonable at the
time. Home Depot had opened its first stores only in 1979 and ended fiscal 1980 with four locations, while revenue had
grown by more than 200% year over year.3% Moreover, U.S. inflation had averaged approximately 8% annually over the
preceding decade.3% If annual sales per store merely kept pace with inflation, rising from approximately $5.6 million to
$8.2 million over five years, Home Depot would need roughly 30 stores to reach $245 million of revenue. For a retailer
pursuing rapid geographic expansion from a four-store base, that outcome would not have seemed implausible.

We also assumed that Home Depot would become more operationally efficient as it scaled. At the time, with over 200
stores across the nation Lowe’s SG&A expenses were approximately 10% of revenue, or slightly less.3% Hechinger, a
regional home-improvement retailer concentrated primarily in the Mid-Atlantic and generating approximately $100 million
of annual sales with around 27 stores, 3% operated with an SG&A ratio of roughly 20% or slightly above.*% Given Home
Depot’s expected position between these two companies in terms of size and maturity and being more efficient at the
store level, we assumed that its SG&A ratio could decline to approximately 15% by year five.

Our gross margin assumption was based on the founders’ original operating model. In Built from Scratch, published in
1999,40" Bernie Marcus and Arthur Blank recalled that they had envisioned gross margins of approximately 29% to 31%
when founding the company.“%2 By the time of the IPO, Home Depot’s gross margin had already reached approximately
30%, consistent with that original expectation. For purposes of the hypothetical case, we assume that management would
have communicated a similar margin framework to prospective investors at the time of IPO.

Under these assumptions — $245 million of revenue, a 30% gross margin, a 15% SG&A ratio, and the prevailing statutory
corporate tax rate of approximately 46% — Home Depot would have generated roughly $19.6 million of net income in year
five. Relative to the company’s market capitalization at the IPO, this would have implied a valuation of approximately 2x
year-five earnings.

The company’s actual growth was substantially stronger. By fiscal 1985, five years after the base period, Home
Depot’s revenue had exceeded $700 million,*% representing a CAGR of approximately 99%. The company operated
50 stores, with average sales of roughly $14 million per location.

393 1980 National Housing Production Report. U.S. Department of Housing and Urban Development.
https://www.huduser.gov/portal/Publications/pdf/HUD-50812.pdf

3% Home Depot Annual Report 1982.

3% Lowe’s Annual Report 1980.

3% Home Depot Annual Report 1982.

397 CPI Inflation Calculator. U.S. Bureau of Labor Statistics. https://www.bls.gov/data/inflation calculator.htm

3% | owe’s Annual Report 1962 — 1980.

3% Hechinger Co. Is Closing Shop. The Washington Post.
https://web.archive.org/web/20160109145654/https://www.washingtonpost.com/archive/politics/1999/09/10/hechinger-co-is-
closing-shop/bd868562-3fe8-4adf-b993-53136a60e080/

400 Hechinger Annual Report 1972 — 1977.

401 Behind the Book: Built from Scratch. https://corporate.homedepot.com/news/company/behind-book-built-scratch
402 Origins. Built from Scratch. Bernie Marcus and Arthur Blank.

403 Home Depot Annual Report 1982.

Worldly Partners For Informational Purposes Only 89



https://www.huduser.gov/portal/Publications/pdf/HUD-50812.pdf
https://www.bls.gov/data/inflation_calculator.htm
https://web.archive.org/web/20160109145654/https:/www.washingtonpost.com/archive/politics/1999/09/10/hechinger-co-is-closing-shop/bd868562-3fe8-4adf-b993-53136a60e080/
https://web.archive.org/web/20160109145654/https:/www.washingtonpost.com/archive/politics/1999/09/10/hechinger-co-is-closing-shop/bd868562-3fe8-4adf-b993-53136a60e080/
https://corporate.homedepot.com/news/company/behind-book-built-scratch

However, this rapid expansion came with lower near-term profitability than our hypothetical case assumed. Gross margin
declined from 30.7% to 25.9%, primarily because new stores generated lower initial sales while carrying a relatively fixed
cost base, particularly as the company entered and established itself in new markets.*% Operating expenses, consisting
primarily of SG&A, remained above 20% of sales.

As a result, in reality, Home Depot generated approximately $9.5 million of net income in fiscal 1985, equivalent to roughly
$2.50 per share after adjusting for stock splits during the period.4% Based on the company’s IPO valuation, this
represented approximately 5x P/E by the end of year five.

Figure 54: Scenario in Five Years

Five Year Scenario

$ Million IPO (FY1980) Year 5 Scenario 5-Yr CAGR
Number of Stores 4 30 49.5%
Sales per Store $ 56 $ 8.2 8.0%
Revenue $ 223 $ 245.0 61.5%
Cost of Revenue $ 155 $ 171.5
Gross Profit $ 69 $ 73.5 60.7%
Gross Margin 30.7% 30.0%
Selling And Store Operating Expenses $ 46 $ 36.8 51.5%
as % of Revenue 20.6% 15.0%
G&A Expenses $ 1.0 $ -
as % of Revenue 4.3% 0.0%
Other Expenses $ 0.0 $ -
Total Operating Expenses $ 56 $ 36.8
Operating Income (Loss) $ 1.2 $ 36.8 96.8%

Operating Margin 5.6% 15.0%

Interest Expense $ 0.4 $ 0.4
Other Income (Expense), Net $ - $ -
Income (Loss) Before Taxes $ 09 $ 36.4 111.7%
Provision for Income Taxes $ 04 $ 16.7

Tax Rate 47.1% 46.0%

Other Income $ 04 $ -
Net Income (Loss) $ 09 $ 19.6 87.1%
Net Income Attributable to Shareholders $ 09 $ 19.6
Net Income Margin Attributable to Shareholders 3.8% 8.0%
Implied P/E | 46.2x 2.0x|

Notes:

1. We assume Home Depot increases its share of the approximately $49 billion U.S. home-improvement4% and
maintenance market from roughly 0.05% in fiscal 1980 to 0.5% by year five, implying approximately $245 million of
revenue. Annual sales per store of approximately $8.2 million are assumed in year five, compared with approximately
$5.6 million in fiscal 1980. This increase broadly reflects the roughly 8% annual U.S. inflation rate observed during the
preceding decade from 1971 to 1980.4%7 Approximately 30 stores would therefore be required to reach the projected
revenue.

404 Home Depot Annual Report 1985.

405 Stock Splits. The Home Depot. https://irhomedepot.com/stock-information/stock-splits

406 1980 National Housing Production Report. U.S. Department of Housing and Urban Development.
https://www.huduser.gov/portal/Publications/pdf/HUD-50812.pdf

407 CPI Inflation Calculator. U.S. Bureau of Labor Statistics. https://www.bls.gov/data/inflation calculator.htm
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4.

5.

A year-five gross margin of 30.0% is assumed, broadly consistent with Home Depot’s 30.7% gross margin in fiscal
1980 and the founders’ original expectation of approximately 29% to 31%.408

We assume selling, store operating, and general and administrative expenses collectively decline to 15.0% of revenue
by year five as the company benefits from greater scale and operating leverage. This assumption represents an
approximate midpoint between Lowe’s operating expense ratio of roughly 10% and Hechinger’s ratio of roughly 20%
or slightly above.40°

We assume a 46.0% statutory corporate income-tax rate, broadly consistent with the prevailing U.S. federal corporate
tax rate at the time.

P/E is estimated by dividing market capitalization by net income.

Figure 55: Sensitivity Analysis in Year Five

Revenue Growth

1.0x 1.6x 2.5x 3.7x 5.4x 7.6x 10.5x 14.2x 18.9x 24.8x 32.0x
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
8% 16.2x 9.7x 6.2x 4.1x 2.8x 2.0x 1.4x 1.1x 0.8x 0.6x 0.5x
9% 17.0x 10.2x 6.5x 4.3x 2.9x 2.1x 1.5x 1.1x 0.8x 0.6x 0.5x
10% 18.0x 10.8x 6.8x 4.5x 3.1x 2.2 1.6x 1.2x 0.9x 0.7x 0.5x
11% 19.0x 11.4x 7.2 4.8x 3.3x 2.3x 1.7x 1.2x 0.9% 0.7x 0.5x
12% 20.2x 12.0x 7.6x 5.0x 3.4x 2.4x 1.8x 1.3x 1.0x 0.7x 0.6x
13% 21.5x 12.8x 8.1x 5.3x 3.7x 2.6X 1.9x 1.4x 1.0x 0.8x 0.6x
14% 23.0x 13.6x 8.6x 5.7x 3.9x 2.7 2.0x 1.5x 1.1x 0.8x 0.6x
SGRA 15% 24.7x 14.6x 9.2x 6.1x 4.2 2.9x 2.1x 1.6x 1.2x 0.9x 0.7x
Expense 16% 26.7x 15.8x 9.9x 6.5x 4.5x 3.1x 2.3x 1.7x 1.2x 1.0x 0.7x
Ratio 17% 29.1x 17.1x 10.7x 7.0x 4.8x 3.4x 2.4x 1.8x 1.3x 1.0x 0.8x
18% 32.0x 18.6x 11.7x 7.7x 5.2x 3.7x 2.6x 1.9x 1.5x 1.1x 0.9x
19% 35.4x 20.5x 12.8x 8.4x 5.7x 4.0x 2.9x 2.1x 1.6x 1.2x 0.9x
20% 39.7x 22.8x 14.2x 9.3x 6.3x 4.4x 3.2 2.3x 1.8x 1.3x 1.0x
21% 45.2x 25.7x 15.9x 10.4x 7.0x 4.9x 3.5x 2.6x 1.9x 1.5x 1.1x
22% 52.4x 29.4x 18.0x 11.7x 7.9x 5.6x 4.0x 2.9x 2.2 1.7x 1.3x
23% 62.3x 34.4x 20.9x 13.5x 9.1x 6.4x 4.6x 3.4x 2.5 1.9x 1.5x
24% 77.0x 41.4x 24.9x 16.0x 10.7x 7.5x 5.4x 3.9x 2.9x 2.2X 1.7x
25% 100.5x 51.9x 30.6x 19.5x 13.0x 9.1x 6.5x 4.7x 3.5x 2.7X 2.1x

408 Home Depot Annual Report 1982. Origins. Built from Scratch. Bernie Marcus and Arthur Blank.
409 | owe’s Annual Report 1962 — 1980; Hechinger Annual Report 1972 — 1977.
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Figure 56: Actual Results in Five Years

Actual Results in Five Years

$ Million IPO (FY1980) FY1985 5-Yr CAGR
Number of Stores 4 50 65.7%
Sales per Store $ 56 $ 14.0 20.2%
Revenue $ 223 $ 700.7 99.2%
Cost of Revenue $ 155 $ 519.3
Gross Profit $ 69 $ 181.5 92.6%
Gross Margin 30.7% 25.9%
Selling And Store Operating Expenses $ 46 $ 134.4 96.4%
as % of Revenue 20.6% 19.2%
G&A Expenses $ 1.0 $ 20.6
as % of Revenue 4.3% 2.9%
Other Expenses $ 00 $ 7.5
Total Operating Expenses $ 56 $ 162.4
Operating Income (Loss) $ 1.2 $ 19.0 72.5%
Operating Margin 5.6% 2.7%
Interest Expense $ 04 $ 8.7
Other Income (Expense), Net $ - $ 1.3
Income (Loss) Before Taxes $ 09 $ 11.6 68.5%
Provision for Income Taxes $ 0.4 $ 3.4
Tax Rate 47.1% 46.0%
Other Income $ 0.4 $ -
NetIncome (Loss) $ 09 $ 8.2 57.2%
Net Income Attributable to Shareholders $ 09 $ 8.2
Net Income Margin Attributable to Shareholders 3.8% 1.2%
Implied P/E | 46.2x 4.8x
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Figure 57: Home Depot Proforma Income Statement*°

$ Million 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Sales $ - $ 70 $ 223 $ 515 $ 1176 $ 2562 $ 432.8 $ 700.7 $1,011.5 $1,453.7 $1,999.5 $2,758.5 $3,815.4 $5,136.7
YoY Growth 217.7%  130.9% 128.3%  117.8% 68.9% 61.9% 44.3% 43.7% 37.6% 38.0% 38.3% 34.6%
Cost of sales $ - $ 50 $§ 155 $ 368 $ 843 $ 1862 $ 3185 $ 519.3 $ 733.3 $1,049.9 $1,459.9 $1,991.8 $2,751.1 $3,692.3
Gross profit $ - $ 20 $ 69 $ 147 $ 334 $ 700 $ 1143 $ 1815 $ 2782 $ 403.7 $ 539.7 $ 766.8 $1,064.3 $1,444.3
Gross Margin 28.8% 30.7% 28.6% 28.4% 27.3% 26.4% 25.9% 27.5% 27.8% 27.0% 27.8% 27.9% 28.1%
YoY Growth 238.5% 114.9%  126.4%  109.9% 63.3% 58.7% 53.3% 45.1% 33.7% 42.1% 38.8% 35.7%
Selling and store operating expenses $ - $ 17 $ 46 $ 98 $ 194 $ 435 $ 744 $ 1344 $ 1893 $ 2632 $ 3568 $ 5044 $ 6937 $ 9289
Selling and store operating expenses as a % of Sales 24.8% 20.6% 19.0% 16.5% 17.0% 17.2% 19.2% 18.7% 18.1% 17.8% 18.3% 18.2% 18.1%
Preopening expenses $ - $ 03 % 00 $ 08 $ 04 % 25 9% 19 $ 75 % 32 $ 46 $ 76 $ 98 $ 133 $ 177
Preopening expensesas a % of Sales 4.0% 0.2% 1.5% 0.4% 1.0% 0.4% 1.1% 0.3% 0.3% 0.4% 0.4% 0.3% 0.3%
G&A expenses $ - $ 09 % 10 $ 19 $ 39 $ 74 $ 128 $ 206 $ 274 $ 377 $ 485 $ 679 $ 917 $ 116.1
G&A expenses as a % of Sales 12.4% 4.3% 3.7% 3.3% 2.9% 3.0% 2.9% 2.7% 2.6% 2.4% 2.5% 2.4% 2.3%
Other expenses $ - $ - $ - & - & - & - & - & - & - & - & - & - 8 $ -
Operating income $ - $ (09 $ 12 $ 23 $ 97 $ 167 $ 251 $ 190 $ 583 $ 982 $ 1268 $ 1846 $ 2656 $ 3817
Operating Margin -12.3% 5.6% 4.4% 8.2% 6.5% 5.8% 2.7% 5.8% 6.8% 6.3% 6.7% 7.0% 7.4%
YoY Growth 83.0%  324.0% 72.7% 50.8%  -24.3%  206.4% 68.5% 29.1% 45.6% 43.9% 43.7%
Interest expense, net $ 01 $ 04 $ 03 $ (020$ (23 $ (1) $ 87 $ 112 $ 27 $ 10 $ 26 $ 58 $ (144
Other income (expense) $ - $ - $ - $ - $ - $ - $ 13 $ - $ $ - $ - $ - $ -
Pre-tax income $ (04 $ (09 $ 09 $ 20 $ 99 $ 190 $ 263 $ 116 $ 471 $ 956 $ 1258 $ 182.0 $ 259.8 $ 396.1
EBT Margin -13.2% 3.8% 3.8% 8.4% 7.4% 6.1% 1.7% 4.7% 6.6% 6.3% 6.6% 6.8% 7.7%
YoY Growth 129.3%  402.8% 92.4% 38.3% -55.7%  305.1%  103.1% 31.6% 44.7% 42.8% 52.5%
Tax $ -3 -3 04 $ 08 $ 46 $ 87 $ 121 $ 34 $ 232 $ 415 $ 491 $ 701 $ 964 $ 147.0
Effective Tax Rate 47.1% 38.3% 46.1% 46.0% 46.2% 29.3% 49.3% 43.4% 39.0% 38.5% 37.1% 37.1%
Other extraordinary income $ - $ - $ 04 $ 02 $ - $ - $ - $ - $ - $ - $ - $ - $ - $ -
Netincome $ (04 $ (09 $ 09 $ 14 $ 53 $ 1203 $ 141 $ 82 $ 239 $ 541 $ 767 $ 1120 $ 1634 $ 2492
Net Margin -13.2% 3.8% 2.8% 4.5% 4.0% 3.3% 1.2% 2.4% 3.7% 3.8% 4.1% 4.3% 4.9%
YoY Growth 68.9%  267.7% 93.1% 37.6% -41.8% 190.5%  126.6% 41.9% 45.9% 46.0% 52.5%
Split Adjusted EPS $ 034 $ 18 $ 3.08 $ 420 $ 248 $ 675 $ 1271 $ 1688 $ 23.96 $ 34.17 $ 45.56
YoY Growth
Forward Split Adjusted P/E 46.2x 35.3x 6.7x 3.9x 2.9x 4.8x 1.8x 0.9x 0.7x 0.5x 0.4x 0.3x
PO Price S 12.00

Note:

1. Dring the periods shown in the table above, Home Depot completed eight stock splits: 3-for-2 on January 19, 1982; 5-
for-4 on April 30, 1982; 2-for-1 on December 7, 1982; 2-for-1 on June 8, 1983; 3-for-2 on September 22, 1987; 3-for-2

on June 30, 1989; 3-for-2 on July 6, 1990; and 3-for-1 on June 26, 1991.4"

419 Home Depot Annual Report 1982 — 1991.

411 Stock Splits. The Home Depot. https://irhomedepot.com/stock-information/stock-splits
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Figure 58: Home Depot vs. Comps P/E
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Home Depot vs. Comps P/E

1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

= Home Depot

s | OWe's ~ esmmmmFloor and Décor — ======Builders FirstSource

P/E 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 151.5x 90.2x 29.7x 38.1x 24.2x 16.8x 20.3x 16.7x 31.8x 51.4x 80.4x 39.0x 36.2x 29.3x 25.5x

Lowe's 201.9x 25.6x 24.7x 16.3x 17.4x 19.6x 13.6x 12.5x 13.6x 13.3x 228.8x 47.7x 68.6x 26.4x 22.9x 19.4x

Floor and Décor

Builders FirstSource

P/E 1997 1998 1999 2000, 2001 2002 2003 2004 2005 2006] 2007| 2008 2009 2010 2011 2012

Home Depot 58.6x 57.1x 55.6x 40.7x 38.3x 13.4x 18.9x 17.9x 14.7x 14.3x 12.8x 16.1x 17.8x 18.3x 18.2x 22.4x

Lowe's 24.7x 42.9x 25.5x 25.5x 35.2x 18.5x 23.1x 20.7x 18.4x 17.2x 13.7x 12.3x 17.9x 17.8x 19.0x 22.8x

Floor and Décor

Builders FirstSource 13.8x 9.3x

P/E 2013 2014 2015 2016 2017 2018, 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 20.4x 22.2x 23.0x 21.4x 28.4x 18.9x 22.3x 22.7x 23.6x 19.0x 23.5x 27.6x 26.3x 32.2x 23.3x

Lowe's 21.6x 25.0x 26.2x 21.1x 24.8x 34.2x 21.2x 21.5x 19.5x 21.2x 16.6x 21.3x 22.5x 31.7x 21.3x

Floor and Décor 48.1x 23.4x 35.0x 50.5x 49.3x 25.6x 49.9x 53.2x 32.8x 40.9x 48.1x

Builders FirstSource 38.2x 8.6x 64.1x 6.2x 13.4x 15.3x 10.1x 3.9x 14.0x 15.8x 26.4x 18.4x 13.8x

Notes:

1. The above valuation data is from FactSet, which calculated using the year-end price data divided by year-end
earnings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 59: Home Depot vs. Comps EV/EBITDA
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= Home Depot  =====|owe's e=m=Floorand Décor === Builders FirstSource

EV/EBITDA 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 15.6x 12.3x 12.4x 17.6x 21.4x 10.9x 6.0x 11.7x 9.6x 12.7x 19.7x 24.0x 17.0x 19.9x 16.6x 13.9x

Lowe's 4.4x 10.7x 3.9x 7.5x 8.0x 7.9x 5.8x 4.9x 6.5x 6.5x 11.5x 6.1x 17.0x 7.0x 10.6x 9.3x

Floor and Décor

Builders FirstSource

EV/EBITDA 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Home Depot 13.4x 29.9x 30.8x 23.7x 20.5x 7.0x 10.4x 9.8x 8.1x 7.9x 7.1x 6.6x 8.3x 9.1x 9.2x 11.2x

Lowe's 11.3x 19.7x 12.2x 12.7x 16.6x 9.2x 11.2x 10.1x 9.2x 8.6x 7.2x 5.9x 7.2x 7.4x 7.4x 9.6x

Floor and Décor

Builders FirstSource 6.9x 5.0x 11.1x 268.6x

EV/EBITDA 2013 2014 2015 2016 2017 2018, 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 10.9x 12.4x 12.8x 12.1x 15.1x 12.8x 15.5x 15.7x 16.4x 14.0x 16.0x 18.6x 17.5x 17.5x 12.8x

Lowe's 10.0x 11.8x 11.7x 10.6x 12.7x 12.0x 13.2x 11.0x 12.8x 10.6x 12.0x 15.2x 15.6x 10.1x 10.1x

Floor and Décor 28.4x 12.8x 23.5x 32.4x 30.5x 15.5x 23.8x 23.1x 16.4x 22.9x 23.5x

Builders FirstSource 17.4x 17.2x 17.9x 8.7x 11.0x 6.0x 9.2x 9.5x 6.3x 2.9x 8.8x 9.5x 11.8x 25.2x 9.5x

Notes:

1. The above valuation data is from FactSet, which calculated using the year-end price data divided by year-end
earnings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 60: Home Depot vs. Comps Sales Growth
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Home Depot vs. Comps Sales Growth

1981 1983 1985 1987 1989 1991 1993 19595 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

= Home Depot

— | OVVE'S

e Floor and Décor

= Builders FirstSource

Sales Growth 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 130.9%| 128.3%| 117.8% 68.9% 61.9% 44.3% 43.7% 37.6% 38.0% 38.3% 34.6% 39.2% 29.2% 35.0% 24.0% 26.3%

Lowe's 0.5% 16.4% 38.3% 18.0% 22.7% 10.2% 6.9% 3.1% 5.3% 6.9% 7.9% 25.9% 18.0% 34.7% 15.8% 21.6%

Floor and Décor

Builders FirstSource

Sales Growth 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Home Depot 23.7% 25.1% 27.2% 19.0% 17.1% 8.8% 11.3% 12.8% 11.5% 11.4%| -14.8% -7.8% -7.2% 2.8% 3.5% 6.2%

Lowe's 17.9% 20.8% 29.9% 18.1% 17.7% 19.8% 16.4% 18.2% 18.6% 8.5% 2.9% -0.1% -2.1% 3.4% 2.9% 0.6%

Floor and Décor 21.3%

Builders FirstSource -0.9% 11.7% 22.9% 13.6% -4.2%| -28.9%| -35.0%| -34.5% 3.3% 11.2% 37.4%

Sales Growth 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 5.4% 5.5% 6.4% 6.9% 6.7% 7.2% 1.9% 19.9% 14.4% 4.1% -3.0% 4.5% 3.2% 25.1% 14.4%

Lowe's 5.7% 5.3% 5.1% 10.1% 5.5% 3.9% 1.2% 24.2% 7.4% 0.8%| -11.0% -3.1% 3.1% 11.2% 7.9%

Floor and Décor 31.7% 32.4% 34.1% 34.0% 31.8% 23.5% 19.6% 18.6% 41.5% 24.2% 3.5% 0.9% 5.1% 23.0% 23.8%

Builders FirstSource 39.2% 7.7%| 122.2% 78.6% 10.5% 9.8% -5.8% 17.6%| 132.4% 14.2%| -24.8% -4.1% -7.4% N/A N/A

Notes:

1. The data above is from FactSet or derived from company filings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 61: Home Depot vs. Comps Net Income Growth
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1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025

== Home Depot

— | OWe'S

e [l0or and Décor

=== Builders FirstSource

Net Income Growth 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 68.9%| 267.7% 93.1% 37.6%| -41.8%| 190.5%| 126.6% 41.9% 45.9% 46.0% 52.5% 45.6% 26.1% 32.2% 21.0% 28.2%

Lowe's -5.5% 40.7%| 101.4% 21.4% -2.8% -7.7% 28.7% -2.4% 8.3% -5.1% 9.4% 8.9% 55.6% 69.6% 1.1% 29.3%

Floor and Décor

Builders FirstSource

Net Income Growth 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Home Depot 23.7% 39.1%| 43.7% 11.3% 17.9% 20.4% 17.5% 16.2% 16.7% -1.3%| -23.7%| -48.6% 17.7% 25.4% 16.3% 16.8%

Lowe's 22.4% 34.9% 39.5% 20.4% 26.3% 43.8% 27.6% 15.9% 27.3% 12.1% -9.5%| -21.9%| -18.8% 12.7% -8.5% 6.5%

Floor and Décor 71.5%

Builders FirstSource 253.2% 65.4%| 115.6% 5.4% 41.7%| -134.5%

Net Income Growth 2013 2014 2015 2016 2017 2018, 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 18.7% 17.8% 10.5% 13.5% 8.5% 28.9% 1.1% 14.4% 27.7% 4.1%| -11.5% -2.2% -4.4% 31.5% 18.7%

Lowe's 16.7% 18.0% -5.6% 21.5% 11.4%| -32.9% 85.0% 36.3% 44.7%| -23.8% 20.0%| -10.0% -4.4% 16.9% 15.9%

Floor and Décor -13.7% 36.2% 77.6% 60.6%| 138.8% 13.0% 29.6% 29.4% 45.3% 5.3%| -17.5%| -16.3% 1.3% 32.9% 29.5%

Builders FirstSource -223.8% -73.1%| 429.1% 8.1% 41.4%| 450.3% 59.3%| -44.0%| -30.0%| -59.6% 56.5% 24.7%

Notes:

1. The data above is from FactSet or derived from company filings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 62: Home Depot vs. Comps Operating Margin
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Operating Margin 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 4.4% 8.2% 6.5% 5.8% 2.7% 5.8% 6.8% 6.3% 6.7% 7.0% 7.4% 7.7% 7.6% 7.9% 7.6% 7.9%

Lowe's 4.1% 5.0% 6.9% 7.2% 6.0% 5.3% 4.9% 5.0% 4.8% 4.2% 3.0% 3.7% 4.8% 6.1% 5.5% 5.8%

Floor and Décor

Builders FirstSource

Operating Margin 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Home Depot 8.3% 8.8% 9.9% 9.2% 9.2% 10.0% 10.6% 10.8% 11.5% 10.6% 9.4% 6.1% 7.3% 8.6% 9.5% 10.4%

Lowe's 6.2% 6.8% 7.4% 7.5% 8.1% 9.6% 10.3% 10.2% 10.8% 11.0% 9.7% 7.8% 6.6% 7.3% 6.5% 7.0%

Floor and Décor 7.6% 7.8%

Builders FirstSource 2.6% 2.3% 2.8% 5.2% 5.3% 6.5% 0.9% -6.7% -8.7% -8.9% -4.5% -0.8%

Operating Margin 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 11.6% 12.6% 13.3% 14.2% 14.5% 14.4% 14.4% 13.8% 15.2% 15.3% 14.2% 13.5% 12.7% 9.7% 9.2%

Lowe's 7.8% 8.5% 8.4% 9.0% 9.6% 5.6% 8.8% 10.8% 12.6% 10.5% 13.4% 12.5% 11.8% 7.7% 7.3%

Floor and Décor 6.2% 6.3% 6.7% 7.6% 9.7% 9.2% 9.3% 9.7% 10.9% 10.2% 8.3% 6.7% 5.8% 8.1% 7.8%

Builders FirstSource 3.2% 3.2% 3.2% 3.7% 4.1% 4.8% 5.4% 6.4% 12.3% 16.6% 12.7% 9.7% 5.2% 3.5% 3.7%

Notes:

1. The data above is from FactSet or derived from company filings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 63: Home Depot vs. Comps Net Margin
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Net Margin 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Home Depot 2.8% 4.5% 4.0% 3.3% 1.2% 2.4% 3.7% 3.8% 4.1% 4.3% 4.9% 5.1% 5.0% 4.8% 4.7% 4.8%
Lowe's 2.0% 2.4% 3.5% 3.6% 2.9% 2.4% 2.9% 2.7% 2.8% 2.5% 2.5% 2.2% 2.9% 3.7% 3.2% 3.4%
Floor and Décor
Builders FirstSource
Net Margin 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Home Depot 4.8% 5.3% 6.0% 5.6% 5.7% 6.3% 6.6% 6.8% 7.2% 6.3% 5.7% 3.2% 4.0% 4.9% 5.5% 6.1%
Lowe's 3.5% 3.9% 4.2% 4.3% 4.6% 5.6% 6.1% 6.0% 6.4% 6.6% 5.8% 4.6% 3.8% 4.1% 3.7% 3.9%
Floor and Décor 2.7% 3.8%
Builders FirstSource 0.2% 0.9% 1.3% 2.2% 2.1% 3.1% -1.5%| -12.7% -8.4%| -13.5% -8.3% -5.1%
Net Margin 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median
Home Depot 6.8% 7.6% 7.9% 8.4% 8.6% 10.3% 10.2% 9.7% 10.9% 10.9% 9.9% 9.3% 8.6% 6.1% 5.6%
Lowe's 4.3% 4.8% 4.3% 4.8% 5.0% 3.2% 5.9% 6.5% 8.8% 6.6% 8.9% 8.3% 7.7% 4.5% 4.1%
Floor and Décor 2.5% 2.6% 3.4% 4.1% 7.4% 6.8% 7.4% 8.0% 8.2% 7.0% 5.6% 4.6% 4.5% 5.2% 4.6%
Builders FirstSource -2.8% 1.2% -0.6% 2.3% 0.6% 2.7% 3.0% 3.7% 8.7% 12.1% 9.0% 6.6% 2.9% 0.4% 1.3%
Notes:
1. The data above is from FactSet or derived from company filings.
2. Fiscal year-end dates may differ across the companies above.
3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 64: Home Depot vs. Comps Net Debt / EBITDA
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Net Debt/EBITDA 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Home Depot 1.7x -3.3x -1.8x 3.8x 7.3x 4.2x 0.4x 0.8x 1.2x 1.9x -0.4x 1.0x 0.7x 1.2x 0.6x 0.5x
Lowe's 0.5x 0.6x -0.1x 0.1x 0.7x 0.7x 1.0x 0.8x 0.7x 1.0x 1.6x 1.3x 1.8x 0.9x 1.3x 1.1x
Floor and Décor

Builders FirstSource

Net Debt/EBITDA 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Home Depot 0.6x 0.7x 0.2x 0.3x -0.3x -0.2x -0.2x 0.0x 0.4x 1.0x 1.1x 1.2x 1.3x 1.4x 1.2x 1.0x
Lowe's 1.1x 1.1x 0.9x 1.4x 1.3x 0.8x 0.5x 0.6x 0.5x 0.6x 1.0x 1.0x 0.9x 1.1x 1.3x 1.7x
Floor and Décor 2.9x
Builders FirstSource 2.3x 2.4x 2.8x 1.3x 4.6x 77.0x
Net Debt/EBITDA 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 1.4x 1.4x 1.6x 1.5x 1.5x 1.6x 1.7x 1.6x 1.8x 1.6x 1.5x 2.1x 2.2x 1.1x 1.2x

Lowe's 1.8x 1.7x 1.8x 2.1x 2.0x 2.8x 2.4x 1.5x 1.7x 2.7x 2.6x 2.7x 3.2x 1.3x 1.1x

Floor and Décor 4.5x 2.4x 3.6x 1.1x 0.7x 0.4x -0.3x 0.1x 0.7x 0.3x 0.0x -0.1x 1.3x 0.7x

Builders FirstSource 5.2x 6.0x 10.9x 5.1x 4.5x 3.3x 2.6x 1.8x 1.0x 0.7x 1.1x 1.6x 3.1x 7.2x 2.8x
Notes:

1. The data above is from FactSet or derived from company filings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to

negative values or denominators of ratios).
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Figure 65: Home Depot vs. Comps Net Debt / (Net Debt + Equity)
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Net Debt/(Net Debt + Equity) 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Home Depot 0.3x -0.8x -0.4x 0.5x 0.7x 0.4x 0.1x 0.2x 0.2x 0.4x -0.1x 0.2x 0.1x 0.2x 0.1x 0.1x
Lowe's 0.1x 0.2x -0.1x 0.0x 0.2x 0.2x 0.2x 0.2x 0.2x 0.2x 0.3x 0.3x 0.4x 0.2x 0.3x 0.3x
Floor and Décor
Builders FirstSource
Net Debt/(Net Debt + Equity) 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Home Depot 0.1x 0.1x 0.0x 0.1x -0.1x 0.0x -0.1x 0.0x 0.1x 0.3x 0.4x 0.4x 0.3x 0.3x 0.3x 0.3x
Lowe's 0.3x 0.3x 0.2x 0.3x 0.3x 0.2x 0.2x 0.2x 0.2x 0.2x 0.3x 0.2x 0.2x 0.2x 0.3x 0.4x
Floor and Décor 0.2x
Builders FirstSource 0.3x 0.4x 0.6x 0.6x 0.5x 0.4x 0.7x 0.8x 0.3x 0.6x 0.8x
Net Debt/(Net Debt + Equity) 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median
Home Depot 0.5x 0.6x 0.8x 0.8x 0.9x 1.1x 1.1x 0.9x 1.0x 1.0x 1.0x 0.9x 0.8x 0.4x 0.3x
Lowe's 0.5x 0.5x 0.6x 0.7x 0.7x 0.8x 0.9x 0.9x 1.3x 1.8x 1.8x 1.7x 1.3x 0.5x 0.3x
Floor and Décor 0.4x 0.4x 0.7x 0.3x 0.2x 0.2x 0.0x 0.1x 0.2x 0.1x 0.1x 0.0x 0.2x 0.2x
Builders FirstSource 1.0x 0.9x 0.9x 0.9x 0.8x 0.7x 0.6x 0.5x 0.4x 0.4x 0.4x 0.5x 0.5x 0.6x 0.6x
Notes:
1. The data above is from FactSet or derived from company filings.
2. Fiscal year-end dates may differ across the companies above.
3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 66: Home Depot vs. Comps ROIC
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ROIC 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Home Depot 18.1% 48.6% 18.5% 9.0% 4.5% 10.9% 15.6% 15.8% 16.4% 15.3% 15.2% 12.5% 13.3% 13.4% 12.4% 13.5%

Lowe's 9.8% 11.5% 18.1% 17.0% 12.5% 9.2% 10.3% 11.0% 11.1% 9.5% 9.7% 8.8% 9.8% 12.6% 10.2% 10.4%

Floor and Décor

Builders FirstSource

ROIC 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Home Depot 14.7% 15.3% 17.4% 15.2% 17.5% 18.4% 19.1% 19.1% 18.3% 15.5% 13.9% 9.0% 10.5% 12.1% 14.6% 17.1%

Lowe's 10.9% 11.7% 11.9% 10.7% 11.3% 13.8% 15.0% 14.9% 15.9% 15.6% 12.4% 9.5% 7.8% 8.7% 8.3% 9.1%

Floor and Décor 3.8%

Builders FirstSource 4.9% 5.7% 13.5% 16.1% 17.8% 2.0%| -17.7%| -13.6%| -25.8%| -14.2% -2.9%

ROIC 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median

Home Depot 20.9% 24.4% 26.5% 31.0% 33.6% 42.5% 36.1% 33.8% 39.3% 35.3% 31.6% 23.2% 19.7% 20.0% 17.1%

Lowe's 10.9% 13.5% 13.5% 15.1% 17.3% 13.0% 18.5% 30.4% 37.3% 30.7% 34.4% 32.1% 21.6% 14.6% 11.9%

Floor and Décor 3.5% 5.9% 10.6% 19.7% 18.0% 9.2% 9.8% 11.9% 9.8% 8.0% 6.5% 5.0% 9.4% 9.2%

Builders FirstSource 14.6% 11.4% 6.7% 72.4% 5.6% 12.8% 12.4% 15.1% 21.6% 33.1% 18.9% 13.8% 7.0% 9.6% 11.9%

Notes:

1. The data above is from FactSet or derived from company filings.

2. Fiscal year-end dates may differ across the companies above.

3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Figure 67: Home Depot vs. Comps ROTCE
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ROTCE 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996
Home Depot 29.5% 91.0% 34.5% 20.4% 7.1% 24.0% 29.8% 27.6% 28.2% 25.4% 25.7% 27.4% 24.1% 23.1% 21.0% 22.7%
Lowe's 18.3% 21.8% 34.9% 33.6% 24.2% 18.4% 16.2% 17.5% 17.0% 14.1% 10.1% 14.1% 15.9% 21.0% 16.5% 16.6%
Floor and Décor
Builders FirstSource
ROTCE 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Home Depot 24.0% 26.1% 29.6% 25.7% 29.5% 31.0% 31.9% 32.7% 33.5% 31.1% 23.3% 14.7% 16.7% 20.2% 24.1% 29.0%
Lowe's 17.5% 18.9% 19.3% 17.3% 18.2% 22.5% 25.0% 24.8% 26.6% 25.7% 20.6% 15.6% 12.8% 14.9% 14.0% 15.5%
Floor and Décor 33.6%
Builders FirstSource 13.3% 14.0% 33.9% 41.6% 46.9% 5.8%| -32.8%| -38.9%| -52.8%| -26.1% -5.1%
ROTCE 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025| Average| Median
Home Depot 35.3% 41.3% 47.3% 55.4% 61.2% 62.6% 63.7% 77.7% 86.3% 71.8% 68.8% 65.3% 54.9% 37.3% 29.5%
Lowe's 18.8% 23.1% 24.8% 28.3% 31.2% 20.9% 30.8% 51.7% 63.9% 53.9% 56.5% 53.1% 48.5% 25.0% 20.6%
Floor and Décor 19.6% 24.8% 32.4% 36.5% 32.4% 12.9% 14.5% 16.7% 14.5% 11.6% 9.0% 7.2% 20.4% 16.7%
Builders FirstSource 24.1% 20.7% 9.9% 21.3% 24.3% 28.0% 25.1% 29.6% 65.2%| 100.9% 57.6% 41.2% 19.1% 19.4% 22.7%
Notes:
1. The data above is from FactSet or derived from company filings.
2. Fiscal year-end dates may differ across the companies above.
3. Unless otherwise noted, an empty cell indicates that the data is either unavailable or not meaningful (i.e., due to
negative values or denominators of ratios).
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Disclosures

Worldly Partners, and its affiliates, do not have a financial interest in The Home Depot or the securities, or derivatives
thereof, issued by this company. This research report has been published on September 4, 2026, and is for informational
and educational purposes only and is not meant to provide information on any services or products connected to Worldly
Partners and its affiliates. The statements or conclusions made are opinions only and should not be relied upon as fact.
The report does not serve as an endorsement or as an investment recommendation. Worldly Partners did not receive
compensation for creating or providing this research report. No investors in Worldly Partners or its affiliates or in its Funds
requested that we produce this report or make the statements or conclusions included herein.

Data throughout this report is sourced from third-parties, including multiple levels of third-parties, unrelated to Worldly
Partners. While we believe the sources to be reliable, we have not confirmed the accuracy of the data presented or the
analyses or assumptions made by such third-parties in arriving at any projections shown or conclusions made.
Accordingly, the actual data may be materially different from what is presented in the third-party reports. In addition, the
projections included in the report as determined by such third-parties may not be achieved, and the actual results could be
materially different from those projected by such third-parties. In addition, past performance is not an indication of future
results. Comments made in the Notes section of charts or graphs throughout this research report include statements and
concepts from companies’ annual reports, including direct statements, summaries of statements, and, in some cases,
interpretations, extrapolations, or analyses of statements contained therein.

When comparing performance to an index, keep in mind that individuals cannot invest directly in any index, and index
performance does not include transaction costs or other fees, which will affect actual investment performance. An
individual investor's results will vary. The S&P 500 is an unmanaged index of 500 widely held stocks that is generally
considered representative of the U.S. stock market. The NASDAQ Composite is a stock market index of the common
stocks and similar securities listed on the NASDAQ stock market.

Much of the information throughout this report represents historical analysis or data which, if updated to periods closer to
the report year or date, could result in materially different data and conclusions. Worldly Partners is not updating this
report as new data is released or made available. The statements made are based upon information reviewed as of the
date of the report.

This presentation is confidential and is intended solely for the information of the person to whom it has been delivered.
This report is provided for the purpose of providing insight into the research approach used by Worldly Partners in its
investment process. This document may not be copied, quoted, or referenced without the prior written consent of Worldly
Partners.
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