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Introduction

During fiscal 1974, we have used a new
farmat for our first three quarterly
reports, Qur objective has been to
continue to provide substantial
analvtical information on the company's
operating results and business climate,
but at reduced expense. We have
achieved thiv via wrap-around envelopex
which required ne insertion costs,
two-cofor printing instead of full color,
and ather cost-saving rechnigues,

This report iv another change in Lowe's
shareholder communications. It ix our
first Fourth Quarter Report, Heretofore
we have nat published one, and therefore
have not discussed our fourth guarter
in the same detail as we do the ather
three, even thoueh the fourth quarter

is the most important one to Lowe's,
typically providing 32% of sales and
6% of net ecarnings. So the first
function of this report is to provide
substantive information on the

forerth quarter.

Itz second function ix to include Lowe's
Annual Report Financial Statements for
fiscal 1974, For the past two years, you
may recall, vou have received this
informarion in a separate twelve page
report, mailed with vour proxy material,
By ineluding this information in the
Fourth Quarter Report, twa publications
hecame one, and two mailings

hecome one.

Each vear, in onr Shareholder Survey,
a small percentage of responding
shareholders have advived that they are
interested only in the Financial
Statementy in our Annual Report, and
dean't feel the need 1o read or to receive
eir Marketine Staristics section, or the
Lowe's Sonrces and Resources section,
ete. Therefore, this report can serve a
third function — as a “compact”
Annual Report for those aof vou whoe
care ro have only the financial
information. Consequently, if vou do
ol want fo receive our rl‘l‘,(,'i”ﬂf
comprehensive Annual Report, please
so indicate on the Proxy Card, by
checking the appropriate box under
the sigrnature fine.
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Lowe's Presidency: These five men,
members of Lowe's Board of Directors,
constitute the Office of the President.
This group, which is now in its

17th year together, is shown here

at Lowe's North Wilkesboro, North
Carolina General Office. Pictured from
left are: Petro Kulynych, Leonard
Herring, Joe Reinhardl, Bob Strickland
and John Walker.
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Annual Meeting

Movember 25, 1974
200 P.M.

Lowe's General Office
Morth Wilkesboro, N, C.

10-K Availability

If vou would like to

receive a copy of our

1974 10-K report which

we file with the Securities
and Exchange Commission,
please check the appropriate
box on the enclosed

survey card.



Highlights Of The Year Ended July 31

Change 1973-1974 1974 1973 1972
Total Dollars:
Sales +10.9%  $362,453,211 $326,846,108 $234,556,133
Pre-Tax Earnings +15.3% $ 29,286,992  $ 25,393,076 $ 18,142,568
Taxes on Earnings +15.8% $ 14,669,889 $ 12,665,144 $ 9,021,981
Net Earnings for Shareholders +14.8% $ 14,617,103 $ 12,727,932 $ 9,120,587
Cash Dividends Paid + 2.7% $ 1,045,115 $ 1,017,268 $ 946,119
Earnings Retained and Reinvested  +15.9% $ 13,571,988 $ 11,710,664 $ 8,174,468
Per Share:'"
Sales +10.2% $42.49 $38.57 $27.81
Earnings +14.1% 3 171 $ 1.50 $ 1.08
Dividends + 2.1% $ .12 $ .12 $ .11
Earnings Retained and Reinvested +15.1% $ 1.59 $ 1.38 $ .97
Performance Measurements:'*’
Asset Turnover 2.88 - 3.65 3.40
Return on Sales X 4.03% X 3.89% X 3.89%
Return on Assets = 11.63% = 14.22% = 13.20%
Leverage Factor X 243 X 228 X 2.26
Return on Shareholders’ Equity = 28.23% = 32.42% =29.81%
Five Year Earnings Per Share Growth Rate 25.47% 28.39% 26.01%

(1) To nearest whole cent. Change % computed from precise figures, page 13,
(2) See page 23 for explanatory notes.
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Lowe’s 116 Store Locations

Alabama (8)
Birmingham
Dothan
Gadsden
Huntsville
Mobile
Montgomery
Muscle Shoals
Tuscaloosa

Delaware (2)
Dover
Wilmington

Florida (2)

Pensacola
Tallahassee

Georgia (12)
Albany
Athens
Augusia
College Park
Columbus
Daoraville

+ Macon
Moultrie
Rome
Savannah
Smyrna
Valdosta

Indiana (2)
Clarksville
Indianapolis

Kentucky (4)
Elizabethtown
Frankfort
Lexingion
Louisville

Louisiana (1)
Baton Rouge

Maryland (4)
Cumberland
Frederick
Hagerstown
Salisbury

Mississippi (4)
Gulfport
Hattiesburg
Meridian
Tupelo

North Carolina (33)

Asheboro
Asheville
Boone
Burlington
Charlotte (2)
Durham

Fayetteville
Gastonia
Goldsboro
Greensboro
Hendersonville
Hickory

High Point
Jacksonville

Kannapolis
Lumberton
Monroe
Maorganton
Mount Airy
Morth Wilkesboro
Raleigh
Rockingham
Rocky Mount
Sanford

Shelby

Sparta
Washinglon
Waynesville
Whiteville
Wilmington
Wilson
Winston-Salem

Ohio (2)
Belpre
Circleville

South Carolina (11)
Anderson
Charleston
Columbia
Florence
Gireenville
Manning
Myrtle Beach
Orangeburg
Rock Hill
Spartanburg
Sumter

Tennessee (10)
Bristol
Chattanooga
Clarksville
Jackson
Johnson City
Kingsport

Knoxville
Memphis
Morristown
Mashville

Virginla (16)
Charlottesville
Danville
Fredericksburg
Harrisonburg
Hopewell
Lynchbur,
Martinsville
Mew Mews
Norfolk
Richmond
Roanoke
Staunton
Suffolk

Vienna
Winchester
Woodbridge

West Virginia (5)

Charleston
Huntington
Morgantown
Oak Hill
Princeton

LEGEND:
7 Present Stores

@ Future Stores



To Our Shareholders

Business Results: Ohio State’s successful
football offense has been characterized as
“three yards and a cloud of dust”. One
could characterize successful fiscal
quarters as “three months and a cloud of
money”. In our fourth quarter, as shown
below, getting sales yardage was tough,
but we did edge ahead of last year's
fourth quarter. Here the analogy gets
strained, because there was nothing
cloudy about the 14.7% gain in earnings.
exceeding the $5,000,000 quarterly mark
for the first time. The earnings gain
stemmed from the gross margin and
expense control programs we have
mentioned in the last two quarterly
reporis. Another helpful factor was the
one discussed in the comments on chart
12, page 9. In the fourth quarter, we
incur just 25% of our fixed expenses,
and this year we did 29% of total sales.

New Store Activity: During the fourth
quarter, we maintained our new store
opening schedule. Five were opened in
new markets — Goldsboro, Sanford,
and Rocky Mount, North Carolina;
Memphis, Tennessee; and our first store
in Louisiana, in Baton Rouge. Also, we
replaced our eleven year old store in
Wilmington, North Carolina with a new
facility. During this fiscal year we have
opened 21 “MNew Image” stores — 16 in
new markets and five relocations — for
our most significant annual store
expansion program to date. All opening
expenses have been charged to the
current income statement below. While
this impacts current earnings, it
represents an investment in the basic
foundation for continuing future growth
— more stores, and more selling space.

Marketing and Financial Trends: Pages 6
through 9 provide additional detailed
information, on a monthly and quarterly
basis, of some of the basic factors
affecting our business climate, the trends
therein, and Lowe's performance.

Sales by Store: There were 100 Lowe's
stores open for business on July 31, 1973,
As shown below, their quarterly sales
volume last year totaled $103,923,000,
an average of $1,039,230 per store. These
same 100 stores posted sales of
$95,418,000 this fourth quarter, down
8% to an average of $954,180 per store.
The small net sales increase this quarter
was thus due entirely 1o the 16 new stores
opened during the year. For the fiscal
year, the 100 stores did $346,269,000,

up 6% from a year ago, and have
accounted for 55% of the total sales
increase of $35,607,000, with 45%
coming from the 16 new stores,

Diividend Action: On August 1, 1974,
Lowe's 53rd consecutive quarterly cash
dividend was paid to shareholders of
record July 15, in the amount of 3%a¢
per share. With this 8% increase in the
rate of cash dividend payout, the payment
totaled $278,181, compared with
$254,620 one year ago. Another
significant dividend action was taken by
the Board of Directors during this fourth
quarter with the appointment of First
Mational City Bank of New York as your
representative for an optional Dividend
Reinvestment Plan, wherein your cash
dividends, and up to an additional 51,000
per month cash investment can be
reinvested in Lowe's stock, with the
company paying all service and
transaction fees. About 8% of you have

already signed up, so we feel it isa
desirable option. If by chance, you have
not received information about this
service, just check the enclosed survey
card and we'll send you the

explanatory brochure.

Financial Comments: We invite your
attention to the 1974 Annual Report
Financial Statements on pages 10 through
20. Our balance sheet shows strength

and liguidity. The current ratio exceeds

2 to 1 for the first time since 1964, The
$4,000,000 short term debt of a year ago
has been paid. Note 3 to the financials
outlines the interest rates and maturity
schedule of our long term debt, favorable
factors in our judgment. Finally, the
additions to retained earnings this year
of $13,571,988 has augmented
shareholders’ equity by 26%.

The Year in Review and Outlook: As
shown in pages 6 through 9, this has
been a progressively difficult year.
Housing has been crippled by tight
money, and inflation is eroding
everyone's real income. And we don't see
any quick turnaround of these conditions,
However, President Ford has labeled
inflation as “public enemy number one”.
When Congress recesses for the
campaign, they're going to find out that
the economy is issue number one with
the voters. A balanced budget fiscal
policy would allow monetary policy to
ease, and the resulting lower interest
rates are necessary for our economic
turnaround. Meanwhile, back at Lowe's,
we're working everyday to optimize our
results in this business climate, and to
fulfill our stewardship to you.

Lowe's Office of the President




Marketing Statistics

Housing Starts, U.S.

THOUSANDS OF STARTS, SEASOMALLY ADJUSTED AMMUAL RATES

Fiscal 197 Fiscal 1972 Fiscal 1973 Fiscal 1874
Menth Rate Change®  Rate Change*  Rate Change® Rate Change®
Aug. 1,401 + 3% 2219 +5Gn, 2,424 4+ 8% 2030 —16%
Sepl. 1,531 + 2019 +33% 2478 +20% 1,844 4
Oet. 1,589 +16% 2,038 + 2By 2,448 +20% 1574 —32%
Mav. 1,621 +33% 2708 AT 2895 + 7% 1876 —30%
Dec. 1,043 +4T4 2396 +23% 2,281 — B4 1408 —3av
Jan. 1810 4834, 2,439 +37% 2472 + 1% 1464 — A%
Feb. 1,784 +36% 2540 +43%, 2423 — 5% 1,822 —31%
Mar. 1938 442% 2313 199 2283 — 1% 1,499 —34%
Apr 1,951 4 5%, 2,204 +13% 2,153 — 2% 1830 ~ 240y
My 2,048 + B0 2,318 +13% 2,530 + 1% 14T ~BT%
June 2,008 a4 2315 +16% 2,152 — 7% 1,590 —26%,
July . 20m + 3% 2244 + T 2,162 — 4% 133 —BB%
*Change from same monih previcus year, o neares) whole parcent.
P = preleninary ostimabes
SOURCE: Departmant ol C
Loan Commitment Trends
MILLIONS OF DOLLARS, ROUNDED TOTALS

Fiscal 1971 Fiscal 1872 Fiscal 1973 Fiscal 1974
Month Commitments Changs® Commitments Change® Commitments Change® Commitmenis Change®
Aug. § an + 18% $953 +144% $1.262 +32% $1,170 - Ty
Sopt, 400 + 30% 807 +12T% 1,254 +38% 1.041 —17%
Qct. 420 + 54wy B + 106%, 1,284 =B 848 — 26N
Mow, 428 + B5% B35 + 85% 1,281 +53% BBG —31%
Doc. 421 + B 784 + B9% 1,160 4B, 833 — TR
Jan. 455 + 848y £37 + Bany 1,237 4-48% B4 —32%y
Fab 530 £113% 942 -+ To% 1,318 4404 933 —29%
Mar. 705 + 165y 1,098 + 56% 1,681 By 1023 —40%,
Apr B34 +170% 1,173 + 41%, 1,817 +38% 1,096 —32%
May 532 169, 1,288 + 3B% 1,708 +33%s 1,048 =30
June 1,025 +170% 1,302 + X% 1582 + 1% 976 —38%,
July 1,002 +161% 1,304 + 20% 1,306 + T4 906 —36%

*Changs from same month previous year, 1o nanrest whole percenl
P = prgliminaty salimaind  Stews mchaled: Alstams Ossngis, Marylend, Narth Cormima. Sooth Carmlma, Wirgieis, eed Se Diriviet of Colusbis.
SOURCE: Fowrth Federal Home Loan Bank Distnct

Construction Spending, U.S.
RESIDENTIAL BILLIONS OF DOLLARS. SEASOMALLY ADJUSTED ANMUAL RATES

Fiscal 1971 Fiscal 1972 _Fiscal 1973 Fiscal 1974
Manih Rate Change* Rate Change* Rale Change® Rate Change®
Aug, $309 + 6% £45.1 +B0% $54.8 +29% 5593 + 8%
Slpi. ne + G0 459 + 47T BS.T +2% 58.0 + Ay
et 334 FR 1 46,8 420 568.5 + 2% 56.2 — 1%
Mov, 35 + Mt 475 + 3t 57.3 +21% 545 — 6%
Dec. 356 +23%, 4B 4 +-38%, 58.0 +20%, 523 — 0%
Jan. 363 +-2E%e 408 4374 533 +20% 498 — 15%s
Fab. ama -2y 512 bl ] 60.8 +19% 491 —18%
Mar. 384 +31% BT 3T 603 +14% 492 —18%
Apr. 404 +-36% 528 +31%% 58.4 4+ 10% 496 —1E%
May 422 A5y 53.0 + DG 57.6 + 8% 497 —14%s
June 433 -+ BEM BA.T +24n, 582 4 B% 493 = 15%s
July 44,1 +63% 54.2 +23%, 53,1 4+ 8% 87p —18%

"Change hom same manth féewbui pasd, 1o reareid whale paresnl
P - praleminaty anbimaton
SOURCE " Depastment of Ci

Econoemic |md

Significance, Chart I: The rate of housing
starts has a major effect on our
professional buyer business (PB in Chart
5 on the next page), since our product
line centers on residential building
materials. Shown here are monthly rates
for private housing starts in the nation.
Although private starts do not include
certain governmental construction, they
typically comprise 98% of all housing.
These rates are “seasonally adjusted,”
which means that the actual number of
housing starts for the month are
expanded by formula into an estimated
going rate of annual housing starts.
Chart 1 depicts the heights and the
tenacity of the recent boom in housing.
A 2,000,000 annual starts rate had never
been achieved in this country until

May of 1971, That level was surpassed
for 28 consecutive months. Chart 1 also
shows clearly the plateau and decline

of the last 20 months, as housing

starts were crunched down by high
interest rates and a net outflow of

funds from savings and loans.

Until interest rates fall enough to
reverse the disintermediation process,
the natural demand for housing will
continue to be artificially depressed
much as it was in the two most recenl
tight credit periods. 1969-70 and
1966-67. However. the ongoing housing
shortage in the nation is creating
pent-up demand for our future sales.

Significance, Chart 2: Permanent
mortgage funds availability is intertwined
with housing starts. This chart is
regional. and therefore more pertinent
to Lowe's since 84 of Lowe’s stores are
located in this area. “Commitments™ arc
the total month-end dollar amouints
pledged for near-future permanent
mortgage uses by federally-insured
savings and loan associations in the
Fourth Federal Home Loan Bank
District excluding Florida.

Although there was a net outflow of
savings funds from savings and loans
in this area of $15 million during the
July-September, 1973 period, there was
a net gain of $474 million in the
October-December guarter, a net gain
of 3798 million during the first calendar
quarter of 1974, and a net gain of $243
million for the quarter ending in June
of this year. This net gain in savings
deposits or “savings capital™ explains in
part why the absolute level of new
mortgage commitments has been
relatively firm over the past year.

Significance, Chart 3: Residential
construction spending is another key



indicator. These figures are national, also
seasonally adjusted, and help quantify
the housing start rates in Chart 1.

These dollar totals show more strength
and stability than housing start units
during the last few months, and
noticeably so when compared with the
1971 figures. Houses are getting larger,
and more costly per square foot, as
construction costs rise. In 1968, the
national average cost of labor and
material for all homes built was $15,500.
By 1973, the price had risen to $23,000.

Significance, Chart 4: These national
retail sales amounts are not seasonally
adjusted, but estimated total monthly
sales of lumber yards, building material
dealers, paint, plumbing, heating and
electrical stores, hardware stores, and
appliance, TV, and radio stores. This
grouping most closely corresponds to
Lowe's total merchandise line
competition, and these sales gains shown
indicate the growing and also counter-
cyclical strength of “home centers” and
retail building material merchandisers.

Significance, Chart 5: This is Lowe’s
sales analysis by customer, and each
Lowe's store serves two major customer
groupings. PB represents professional
buyers; builders, contractors, developers,
carpenters, electricians, etc. RC
represents our retail customers. primarily
“housecholders™ buying for personal

use. Mote the slowdown in PB purchases
over the course of fiscal 1974, compared
with those purchases one vear ago:

and compare these changes with the
market climate change rates shown in
Charts 1, 2, and 3. We feel this indicates
improved market penetration. Lowe's
sales to retail customers continue fo
demonstrate a strong growth pattern
through all four quarters. For the fourth
quarter alone. from 1971 through 1974,
Lowe's PB sales have grown at an
average annual compound growth rate
of 19% ., in spite of this year's decline.
Our RC sales for the same period

have grown at 26%.

Significance, Chart 6: This is a profile

of product sales. Category A represents
all sales of lumber and building materials
and is the same as the categories of
merchandise designated as 1 and 2 in our
Annual Reports. Category B includes
building hardware, home appliances,
house and vard products, home
entertainment, and mobile homes,
Categories 3 through 7 as shown in our
Annual Reports, The 1971 1o 1974
fourth guarter compound growth rates

are 20% for Category A, and 25% for B.

Retail Sales, U.S.

MILLIONS OF DOLLARS. ESTIMATED MONTHLY TOTALS

[4]

Fiscal 1971 Fiscal 1972 Fiscal 1973 ~ Fiscal 1974
Month ~ Sales Change® Sales  Change' Sales  Change® Sales_ Change®
Aug. $1,929 +12%  §2,141 +11% $2,559 +20% $2,850 +12%
Sept. 1,947 +13% an? + 9% 2478 +17% 2815 + 8%
Oct. 1898 Hie% 247 b B% 2573 +18% 2728 + B%
Nov. 1822 % 2114 H16% 2382 +13% 2611 +10%
Dec. 2,064 +14% 2,351 +14% 2518 + T4 2,706 t The
Jan. 1,458 + 6% 1.763 +21% 2053 +16% 2,107 + 3%
Fab. 1,434 + 6% 1,745 2% 2,033 +17% 2,084 + 3%
Mar. 1685 +11% 1,982 b 18%a 2,356 +10% 2423+ 3%
Apr. 1826 -+ Bo% 2,062 +12% 2,439 +19% 2,634 + 8%
May 2ME 1% 2,261 412%, 2,700 +19% 2,858 + B%
June 2175 412% 2385 410% 2855  +20% 2841 -
July FAFL + 8% 2,445 +15% 2714 +11% 2944p - B%

*Change liom sasma manth provicus yesr, io nesrest whole parcent.

SOURCE: Depariment of Commerca, Manthly Retail Trade

Lowe's Customer Sales Profile

THOUSANDS OF DOLLARS, ROUNDED TOTALS

P=peeliminary estimates

5]

~Fiscal 1971 Fiscal 1972

Fiscal

1973

Fiscal 1974

Calegory  Sales Change® Sales Change”

Saules Change® Sales Change® % of Total

Tt Chir.

PE $ 20 +21% $ 32780 HAT TEI?  +4E% $54.344 4% BB
RC 16,780 +26% MWMTT MY 26,825 3% a7, 153 43T 41%
Totals § BM0  +TIM $ 53551 +3T% §T4517 - 39% $91.407  +23%  100%
dnd O,
PB - § 410 430, 5 3805 4% $40.720  +20% SUTH 0% 58%
RC 1770 +15% 18538 +6T% MITO 43 32934 +3I% AP
Totals $ M09 +XY § 50340 44T $65400  +30% §77.862 +10% 1008
3rd CHr.
'Pu 5 M0 vy § 36350 +51% §53.080 4B 8T - B1%
RC 1433 42, 10,608 +37% 20050 +48% /AN % 3%
Tatals $ 38480 4 36% § 56953 454 2918 +40% $88792 - T TD0%
4th Qtr,
PE $ 35000 44TV 5 45080 +20% $EEN +4ve S50ETE - TW  BO%
RC 72915 +3M% 20432 +28% 40300  43T% 4552 1% %
Todals 5 56014 +41% § TATIZ +29% $100072  +309%  $104501  + 1%  100%
*Change from same guarter, previeus year, bg nearesl whele percent
Lowe's Product Sales Profile [g]
THOUSANDS OF DOLLARS, ROUNDED TOTALS
Fiscal 1971 Fiscal 1972 Fiscal 1973 Fiscal 1974
Calegory Saies Change™  Sales Change”  Sales Change® Sales Change* " of Tolal
Q.
A P8 2685 +25% $ 39535 +40% SEETHD 4424 $66,186  +10%  TI%
L] P _ 1237 1% 4,016 +13% 18228  +30% 25311 +30% 2%
ME-I- ©OF 3040 +23% § 53551 +3T% STABIT  30% $31.407  +23%  100%
A : $pA 38 § 35IT0 +51% §46130 2% $53,160 H15% ey
B T 10298 + B% 14370 +40% 19360  +3% ME2  +IT% 2%
s E;"h D580 +26% £ 50340 +4T% $65400 +30% $TIBE2  +19%  100%
LA B
A ¢ 5 JTAB0 438% 5 40775 4B $E61.916 +EM% $63084 4 2% Ti%
-] P 11,000 +31% 15,178 +38% 21,000 +38%, T8 +F 20%
Totals : § 30480 +38% $ 55950  +45% 82018 +46% $EATIZ - T 100%
dth Qir.
A . $4083  +3% S EIMI0 43w, S TABI0 3T ST 3% &A%
B o 1TATE 4% BT 4TI 41T 4% 3037+ 2%
Totals : $ 58014 +41% L TATIZ +29%  S108927 430%  $I04501 4 1w 100%

*Change frem sama guarisr pressous year, 1o nearoat whols parcent



Financial Statistics

Quarterly Sales Trends

MILLIONS OF DOLLARS, ROUMDED TOTALS

1969 [TTR] 989 $36.3
(+22%) (+30%) (-+-22%) (+19%)
. %0 $50 $100 $150 $200 $250 $300 $350 $400

{ ) Parcent change from sama quarter pravious year, 1o nesrest whols percent.

Quarterly Earnings Trends B First Qtr. = Third Qtr,
Am TAX EARMINGS IN MILLIONS, ROUNDED TOTALS - Sacond Qir. Fourth Qitr.
1974 $5.13
{+14%:) {4 15%)
1973 $4.47
{+35%:)

1872
1971 BF — I

|+m-fbf[14—mz +50%) { +42%)
1970 BFYL $1.83

0%} [+ 156%)

1969 BIRE '3.‘!1,59

=i 36 W) (41 W) -+ TEVe){ -+ 15%)

0 $3,200 $6,400 $9,600 $12,800 $16,000

{ |} Percert change from same quards: pravious yeas, io mearss! whaole percent

Quarterly Dividends & Additions to Retained Earnings

THOUSANDS OF DOLLARS, ROUNDED TOTALS

[¢]

Dividends Additions to Retained Eamings
Fiscal: Tad Ciir, Zmd Chir, Jrdd Chbe, Stk Qifr, ol Ciir. Changs® Ind Ciir. Change® Jrd Oir. Changs® dth Ofr. Change®
1974 g§255 5255 % 288 § 278 S2863 +21%e S2485  +13% $1306 154 BB 1B
1973 & 354 §254 § 384 § 255 2383 +38% SLIET +3TW 284 +E5%  BA216 +3E%
1872 $132 $237 337 $ M0 FILTH +3% §1.500 +TI% 51,788 450 3081 +I9%
1971 S0 B33 § 3 818 1,252 +2% 5 B +2% 0022 +av B3N Ha%
19670 % 210 § 210 % X0 § 24 $1,000 + 5% § 713 + 5% § 64 —18% S8 +18%
1969 $ 180 % 189 § 188 § N3 § 055 +dEv. § 81 +80% 8 BB +X% 07T +H%

*Changs lrem sams month pravious year, to neareat whale

parcent.

General: The information in Charts 7
through 12 provides additional data for
analysis and judgment. Certainly the
technigue of comparing quarters against
like quarters rather than just against
vearly figures, will give superior insight
into the various seasonal patterns, cross-
currents, etc. that are more than ever
present and important at Lowe’s.

Commentis, Charts 7 and 8: Our six
year record of sales and earnings by
quarter is shown in Charts 7 and 8. As
noted on the next page in the comments
on these recent fiscal years, fiscal 1970
is the year which most resembled fiscal
1974 in housing market climate. In
contrast to fiscal 1970, the trend in the
housing market continued to deteriorate
in the fourth quarter of fiscal 1974, and
to reduce the total sales opportunity for
many of the products we sell. In spite
of this, dollar sales and earnings both
set records in the fourth quarter. and
quarterly earnings passed the $5 million
mark for the first time.

A higher margin on sales, as well as

the traditional relationship of fixed
costs to volume in our fourth guarter,
resulted in carnings equal to 35% of the
vear's total with sales representing 29%
Compare these results with the five-year
averages of the yearly totals presented
in Chart 12,

Comments, Chart 9: Here's how the
earnings are being utilized, and these
figures make our policy obvious. As a
growth company, the majority of
earnings are plowed back into the
company to meet the needs of expansion
and growth. Simultaneously, however,
we are increasing the dividend cash
flow slowly, but steadily.

Commenits, Chart 10: This chart is a
recapitulation, on a per share basis, of
Charts 7 and 8. We think this Chart
illustrates another management policy
— no dilution. We believe additions to
retained earnings, plus additional
borrowing for fixed assets, can continue
to finance our expansion for a long
time. We choose not to sell additional
stock in Lowe's. but rather to
concentrate on the leverage of increased
sales per share to provide increased
earnings per share for our stockholders.

Comments, Chart 11: Chart 1] isa
recapitulation of the annual compound
growth rates in sales, carnings, dividends.
and additions to retained earnings for
each of the four quarters from fiscal
1969 through fiscal 1974.



Comments, Chari 12: This Chart
presents a S-year historic relationship
between quarterly sales and earnings and
is of major significance when analyzing
changes in sales and carnings in our
guarterly reports. As shown here, Lowe's
normal pattern has been for earnings’

% of the total year to lag behind

sales % of the 1otal year in all quarters
except the fourth. The single most
important reason has been the
relationship of fixed and variable costs
to sales volume, We have done about
32% of our yearly volume in May,
June, and July, our fourth guarter, with
of course, just 25% of our fixed costs.
1974 was a somewhat atypical year due
to the progressive weakening of the
housing market and our changed margin
performance during the last half.

Commenis on Fiscal Years Shown:

1969: A great vear in sales and earnings
during a good marketing climate.

1970: Another troubled vear in the
building market due to housing
funds shortages. We had to
scramble to post gains, through
increased emphasis on retailing.

1971: One of the classic vears. A
booming housing market and our
continued retail sales increases
posted all time highs,

1972: An outstanding year. All the
ingredients were present for

Lowe's to again achieve new highs.

1973: Another record-selting year,
with these important milestones:
100 stores, $326 million in sales,
and $1.50 earnings per share.

1974: In the first quarter — a time of
scarce and expensive funds for
housing. and a steep housing
slowdown. Also in the first
quarter. continuing good retail
opportunities and results,

In the second gquarter, a
continuing housing slump, but
with funds flow beginning a
turnaround. The energy crisis
sparked heavy retail demand for
many of our products.

In the third gquarter, housing
continued at the slowest pace in
the last four vears, and signs arosc
that inflation was eroding the
retail customer’s confidence.
The premium was on operating
ability — to make monev on the
business we did.

In the fourth quarter. more of
the same climate and the

same sirategy.

Quarterly Per Share Trends

Snlex Earmings Shares*
Fisesl  1siQir. Ind Qir. Jed Gir. dth Obr. TsiGis. Snd Qir Jrd Qs dth O, Tul Gir. 3nd Gir. Jed Qb d4th Qtr,
1974 $10.77  $9.42  $1047 1219 5367 £319 343 $558 B4 A51T  BSM2  aSETD
1873 B8 T3 SeTR S22 5300 S2M 37T S5 s BATH 8480  BADE
1972 5836 5595 S660  SAB4  £IM 5217 S0 5391 BAN  BAN M1 R4S
%M $484  S4D8 5458 §8.83 5174 faM 5981 $310 8415 BAIS BAIS B4R
1970 sam san £33 #9144 £10 S07 £ B1F A4S LELL T XL
1868 $146 5201 17 N $.138 £103 5119 S8 RADE BAN0 BAYT B4
*In thousands, adjusted for Nevambaer, 1968, 100% siock dividend;
‘December, 1971, 50% stock dividend; snd July, 1972, 33%% stock dividend.
Varislion in shares s dup to omployos stock oplion exarcise
Quarterly Compound Growth Rates [11]
FISCAL 1969 THROUGH FISCAL 1974
Category First Qir, | Second Qtr.] Third Q. | Fourth Qtr,
Sales 26%a 25% 26% 24%s
Earnings 22% 26% 29% 6%,
Dividends 6% 6% 6% 5oy
Additions to Retained Earnings 25% 28%. 33%a 29%
*Avarage Annisl Compound Growih Rates to Nearsst Whola %,
Sales and Earnings Quarterly % of Yearly Total [12]
AVERAGE, 1908 THROUGH 1973, ROUNDED FIGURES
Sales Quarter E
100%s 100%
. 36.5% .
5 32.1% Faurth : 80
T0 70
60 60
50 | 50
40 : 40
30 i 30
20 | | 20
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Audit Committee

Introduction

Lowe's Board of Directors, at a regular quarterly meeting on May 24, 1974
authorized the establishment of an Audit Committee of the Board of
Directors to consist of the three directors who are not members of the
Executive Commitiee. A motion thereto was unanimously adopted. The
primary responsibility of the Audit Commitiee is to review the functioning
of Lowe's internal accounting and external auditing in order to insure all
shareholders of the adequacy and effectiveness of these procedures.

Pictured from left: Chairman Gordon E. Cadwgan, William H. McElwee, and Robert
G. Schwartz, meeting with J. A. Grisette.

Report of Audit Committee

The Audit Committee has met on several occasions with our Auditors,
J. A. Grisette & Co. and the Company's chief Financial Officers to
review and examine currently used methods and procedures in the
following specific areas:

1. The scope of the internal and external auditing process.

2. The on-going long range financial planning and projections.
3. The effects of proposed changes in tax legislation.

4. The accounting and disclosure of lease obligations.

Woe have assured ourselves that the company's accounting and financial controls
are working effectively, and that the audit procedures are thorough and precise.

Lowe's Audit Committee
October 7, 1974



Audited Financial Statements

Introduction

Qur 1970 Shareholder survey, published in the 1971 Annual Report,
revealed that the combination of the 16 year review and the Audited
Financial Statements were cited as “Best Liked Portion of the Report” by
34%% of responding shareholders. Since that time, we and our Auditors
have attempted to improve our reporting techniques in these sections
through a combination of more pages, more facts, more pertinent
disclosure, more communicative graphics, and less technical terminology.

With 11 pages of Audit and Financial Information, compared
with 5 pages in 1971, plus the 11 vear review on pages 22 and 23, this
report represents an augmented effort to achieve better communication of
financial information, via the techniques listed above. Specific features
repeated from last year are an important discussion of Balance Sheet
Management and other Financial Policies; a 10 vear review of Sources of
Funds, Uses of Funds, and Changes in Components of Working
Capital; a Summary of Significant Accounting Policies; and generally
expanded Notes to the Financial Statements.

We particularly want to advise you that all pertinent information
in our 10-K report to the Securities and Exchange Commission is included
in these Financial Statements for 1974. Again, if vou would like a copy
of the 10-K, please check the appropriate box on the enclosed survey card.

Report of Certified Public Accountants

The Board of Directors and Shareholders
Lowe's Companies, Inc.

We have examined the consolidated balance sheet of Lowe's Companies,
Inc. and subsidiaries as of July 31, 1974 and 1973, and the related
consolidated statements of earnings and retained earnings and changes in
financial position for the years then ended. Our examinations were made in
accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances,

In our opinion, the statements referred to above present fairly the
consolidated financial position of Lowe's Companies, Inc. and subsidiaries as of
July 31, 1974 and 1873, and the results of their operations and changes
in financial position for the years then ended, in conformity with generally
accepted accounting principles applied on a consistent basis.

J. A, GRISETTE & CO.

Lenoir. North Carolina Certified Public Accountants

September 17, 1974



Lowe’s Financial Policies

Shown in Chart A is the sales growth trend at Lowe’s, up an average
29.6% per year from 1970 through 1974. This growth rate, increasing in the
last five years (see page 22) indicates the growth in the marketplace
acceptance of Lowe’s merchandise and services; and the harmonious
interrelationship of marketing policies, operations techniques and
financial management.

Chart B delineates net earnings as a percentage of sales during the last
five years. The 4.03% in 1974 is our highest yet attained. This measures
the efficiency of the sales organization and the consistency of the rates shown
indicate a well-balanced effort which remains instrumental in Lowe’s Return
on Assets. (Pages 22 and 23).

Management's policy of earnings application is portrayed in Chart C.
We are systematically increasing the cash dividend payout to our shareholders
while we are consistently retaining the major portion to provide working capital
for Lowe’s continuing growth. These policies, which facilitate growth without
dilution of shareholder equity, have received consistent support in your
responses to our shareholder surveys. Therefore no stock offerings are
being contemplated.

Let us now consider Balance Sheet (pages 14 and 15) Policies and
Management. Two major areas for financial policy, one for each half of the
Balance Sheet, have guided Lowe's growth. First, for the Assets half, we
concern ourselves with the structural balance of the various Asset components
which contribute to our profits and growth. Charts D and E on page 14
portray the trends and proportions of each major component. Since Fixed
Assets provide no direct return on investment, we maintain the major portion
of our Assets in items that “turn” around sales, specifically Inventory and
Accounts Receivable. From 1970 through 1974, Inventory and Receivables
have been maintained in a close 65% to 70% range of total Assets. This
heavy proportion in these two Assets, coupled with their high rates of turnover,
has enabled us to maintain and increase, in most years, our rate of total
Asset Turnover (pages 22 and 23) a major factor in our consistent Return on
Shareholder Equity.

Inventory is the single most important Asset to a company like Lowe's.
Our fundamental mission is the retail marketing of hard goods, not retail
financing and not real estate investment. Inventory is where the profitability is,
and it rightly maintains its major proportion of Assets. Lowe’s Sales to
Inventory Ratio — Total Sales divided by Average Inventory — was 6.4 times
in 1974, down from 7.7 times in 1973, due in part to our cash-charge
sales mix changes.

Accounts Receivable are in most years the next largest portion of total
Assets and are an essential marketing service to our professional customers.
Their average tenure on the ledgers varies seasonally between 40 and 55 days.
Although we offer credit terms to our retail customers, these contracts are sold
daily to finance companies on a non-recourse basis. These credit sales are
therefore like cash sales to Lowe's — from the dual standpoints of risk and cash
flow — and aren't carried in Receivables. Our Receivable Turnover rate in
1974 — Credit Sales divided by Average Receivables — was 5.7 times, down
from 6.3 times in fiscal 1973. Fixed Assets have grown from 21% to 26%
of total Assets from 1970 through 1974; while other Assets have simultaneously
ranged between 10% and 7% of total Assets in the last five years.
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Consolidated Statement of Current Earnings

LOWE'S COMPANIES, INC. AND SUBSIDIARIES

Year Ended July 31, 1974 With Comparative Figures for 1973 1974 1973
Income:
MNet Sales $362,453,211 $326,846,108
Costs and Expenses:
Cost of Sales, Buying, Warehousing and Occupancy $288,023,372 $266,758,393
Advertising, Selling, Administrative and General Expenses 33,371,208 26,680,888
Depreciation and Amaortization (Note 2) 3,458,042 2,790,923
Contribution to Employees’ Profit-Sharing Plan (Note 7) 3.649.317 2,695,178
_Interest and Loan Expense 2,744 682 1,350,296
Provision for Bad Debts 1,919,598 1,177,354
Total Costs and Expenses $333,166,219 5301,453,032
Pre-Tax Eamings - $ 29986992 $ 25,393,076
Provision for Income Taxes 14,669,889 12,665,144
Net Eamings S 14617103 § 12,727,932
Average Shares Outstanding 8,529,499 B.474,124
Earnings per Common Share (Note 1) $ 1.71 § 150
Consolidated Statement of Retained Earnings
LOWE'S COMPANIES, INC. AND SUBSIDIARIES
Year Ended July 31, 1974 With Comparative Figures for 1573 1974 1973
Balance at Beginning of Year 5 45623496 § 3393 0m
Additions:
MNet Earnings $ 14,617,103 $§ 12727932
Less Cash Dividends 1,045,115 1,017 268
Met Additions § 13,571,988 $ 11,710,664
ﬁaductinna:
Stock Dividends (Note 5) $ 259

Balance at End of Year

§ 50195484 § 45,623.496

SEE MOTES TO FINANCIAL STATEMENTS ON PAGES 18, 18, AND 0.
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Lowe’s Financial Policies

The second major financial policy consideration in Lowe’s Balance Sheet
Management deals with the Liabilities and Shareholders’ Equity half, where we
are specifically concerned with the financing of total Assets. The most
important components here are Shareholders’ Equity, Accounts Payable, Long
Term Debt, and Other Liabilities. Charts E and F show the proportions and

trends of these major Balance Sheet elements, consecutively for the last five years.

Let's discuss Equity first. Since it was 45% of total Liabilities and Equity
on July 31, 1974, it was obviously financing 45% of total Assets. Although
the Equity growth rate is 28.2% annually compounded for the last four years,
the concurrent 32.1% annual growth of total Assets has caused Equity's portion
to drop from 50% to 45% of the total. However, Equity must continue to
finance the largest percentage of total Assets, and the Retained Earnings policy
which we discussed earlier will implement this. Still, Equity cannot finance
the total Assets required to maximize Lowe's operations and opportunities.
Besides shareholders’ money, other people’s money is needed and obtained,
some on a short term basis and some on a long term basis. Leverage, as used
here, is computed by dividing total Assets by Shareholder Equity. Trends in
Lowe's Leverage Factor are shown in the small table at right, and
in lines 19 and 37, pages 22 and 23.

Accounts Payable are historically the second largest portion of this half of
the Balance Sheet and until this year have been maintained in consistent
percentage. Although Pavables are a function of Inventory purchases, the
remarkably similar levels in recent years of credit extended to Lowe’s, called
Payables, and credit extended by Lowe's, called Receivables, provide insight
into the company’s consistent management of these sources and
uses of short term credit.

As Chart E shows, Long Term Debt has changed most in the last five
years. This reflects a change in our store expansion policy. At the end of fiscal
1970, Lowe’s owned half our 64 stores and leased the other half. However,
finding appropriate rental facilitics which could include modern, larger sales
floors, warehouse storage areas, and parking space necessary to adequately serve
our customers became first difficult, then impossible. Since then, Lowe’s
Investment Corporation, a wholly-owned subsidiary, has bought and owns
virtually all the real estate and buildings for our new Lowe’s stores. This has
affected our debt policy. Since non-turning Fixed Assets are a long term
investment, they are financed with Long Term Debt, hence the growth shown.
Lowe's has a long-time relationship with a major insurance company under
which we finance land acquisition and new store construction over a 13-year
period. All of Lowe’s Long Term Debt is acquired for internal-use real estate for
the physical facilities of our stores. As a general rule, all office and store
equipment is bought for cash, with the exception of certain peripheral data
processing components, which have a relatively rapid obsolescence factor.

The ratio derived by dividing Equity by Long Term Debt is an oft-used
evaluatory measure for capital structure, and trends therein are shown in the
small table at right above, and on line 36, pages 22 and 23.

Other Liabilities are various current obligations, including accrued income
taxes, and were financing 11% of our Assets on July 31, 1974,

In summary, Balance Sheet Management is one of the most important of
Lowe's corporate strategies, and obviously essential to our balanced growth.
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Consolidated Balance Sheet

LOWE'S COMPANIES, INC. AND SUBSIDIARIES

July 31, 1974 With Comparative Figures for July 31, 1973

ASSETS

Current Assets:

_ Cach

Accounts Receivable Less Allowance for Dnﬁful

Accounts — 1974 — $2,007,200; 1973 — $1,901,168

Inventories at the Lower of Cost (First-In,
First-Out) or Market

Prepaid Expenses and Other Curmntgsats_

Total Current Assets

Property, Improvements and Equipment: (Notes 2 and 3)

At Cost Less Accumulated Depreciation —

1974 — $12,017,619; 1973 — $9,422,442

Other Assets:

Sundry Assets at Cost

Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities:
Accmﬂtsfagable — Tra:u:l_e
_ Notes Payable
Accrued Expenses

Provisions for Employees’ Profit-Sharing
Current Maturities of Long-Term Debt

Provisions for Income Taxes (Note 4)
Total Current Liabilities

Long-Term Debt: (Note 3)
Motes Payable

Total Liabilities

Shareholders’ Equity: (Notes 3 and 5)

Common Stock — $.50 Par Value, Authorized
20,000,000 Shares; lssued and Outstanding

1974 — 8,591,330 Shares; 1973 — 8,487,313 Shares

Capital in Excess of Par Value

_ Retained Earnings —
Total Shareholders' Equity

Total Liabilities and Shareholders’ Equity

SEE NOTES TO FINANCIAL STATEMENTS ON PAGES 18, 19, and 20.

1974 B 1!?3_
$12,986,368 § 7,858,746
36,849,859 37,603,195
61,775,133 50,638,619
331467 200444
$111,942 B47 § 96,391,004
38,551,555 29,237,863
79300 24142
60278 60,808
$150,633,980 $125,713,817
$ 32640087 § 36,101,215
________ 4,000,000
6,886,567 6,634,723
2975149 2,263,161
994,546 1,631,757
6,732,005 5,072,915
$ 50,228,354 % 55,693,771
33,157994 18,237,721
$ 83386348 § 73,931,492
$ 4205665 §$ 4,243,657
3756483 1915172
59,195,484 45,623,496
5 67,247,632 $§ 51,782325
$150,633 980

§125,713,817




Consolidated Statement of Changes in Financial Position

LOWE'S COMPANIES, INC. AND SUBSIDIARIES

Ten Year
Totals 7-31-74 7-31-713 7-31-72
AMOUNTS IN THOUSANDS: ( ) INDICATES A DECREASE Amount %o Amount oy Amount *y Amount %
Source of Funds: .
MNet Earnings $ 63,690 48.0 $14617 332 $12,728 482 $9121 507
Depreciation and Amortization 14,817 11.2 3,458 7.8 2791 106 2,295 127
Total Funds from Operations £ 78507 592 $18075 410 $15519 588 $11416 634
Sale of Common Stock Under Option Plan 3,281 25 1,534 34 473 1.8 532 3.0
Disposals of Property and Equipment 1,666 1.3 295 Ni 152 B 302 1.7
Additions to Long-Term Debt 48,258 364 23,820 54.0 9907 375 5714 31.7
Tax Benefit from Optionee Stock Dispositions 703 5 359 .9 344 1.3
Other i 184 ] 2 2
Totals $132,569 100.0 $44.083 100.0 $26,395 100.0 $18,006 100.0
Use of Funds:
Dividends Paid $ 8091 6.1 $ 1,045 2.4 $ 1,07 39 $ 948 5.3
Reduction of Long-Term Debt - 17,717 134 8900 202 1683 64 2996 166
Additions to Property and Equipment 52,642 39.7 13,066 296 12,851 486 7,840 435
Retirement of Preferred Stock o 45 45 2
Other 259 2 55 | 40 2
Totals § 78754 504  $23066 523  $15591 591 $11,827 656
Increase in Working Capital £ 53,816 406 $11,017 477 $10,804 409 $ 6179 344
Changes in Components of Working Capital:
Current Assets:
Cash $ 9,610 $ 5128 $§ 57 $ 1498 .
Receivables S 31,264 (753) 10,164 6,496
Inventories _ 56,438 11,136 16,163 7,143
Other Current Assets T 41 (103) 62
Totals - o - $ 96589 $15,562 $26,281 $15,198 B
Current Liabilities:
Accounts Payable and Other Liabilities § 36460 - $(2,487) $10,530 § 8,033
MNotes Payable = 724 (4,637) 4959 194
Provision for Income Taxes B 5,590 1,659 - (12) 792
Totals $ 42,774 $(5,465) $15477 $ 9,019
Increase in Working Capital $ 53,815 $£21,017 $10.804 $ 6179
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T-31-11 7-31-T0 7-31-69 7-31-68 7-31-67 7-31-66 7-31-65
Amount *y Amount o Amount s Amount s Amount oy Amount %y Amount Yy
$§ 6548 B05 $4870 616 £4608 B804 $3592 708 $2770 568 $2790 575 £20468 765

1626 125 1,21 154 951 166 827 163 794 16.2 59 113 305 114
£8174 B30 6091 TT0 $5569 970 $4,419 8741 £3,564 T30 £3339 688 £23561 879
= 63 5 13 2 226 45 b6 1.2 129 2.7 255 9.5

163 1.3 133 1.7 159 28 25 5 265 5.4 138 2.8 24 9

4511 348 1620 205 401 79 995 204 1,245 257 46 17

60 4 61 8 1
$12971 100.0 $7,906 100.0 £5,731 1000 $5,071 100.0 $4,881 100.0 $4,851 100.0 $2,675 100.0
£ 907 7.0 £ B44 107 £ 780 1386 $§ 766 149 § 661 135 _$ 616 12.7 £ 519 194
53 41 498 6.3 1,242 2.7 493 9.7 596 122 494 102 284 106
5,487 423 3825 484 2482 433 1,668 329 1,730 354 1913 394 1,780 665
5 108 2.1 %7 15 6
£ 6926 534 5,167 654 $4509 787 £3,025 596 £2987 61.1 £3.059 63.0 £2598 971
£ 6046 466 £2738 348 $1222 213 $2046 404 $1,894 389 $1,792 370 $§ 77 29
$ 1,645 § 18 £ 510 $ (685) £1,789 (7T § 427 i -

6,067 328 2,679 2,205 365 2,145 1,579

8,292 4,857 1,708 2,943 {1 ,339}_ 2,776 1,819

38 242 (82) (10) 12 66 11
$16,032 $5,445 $4,815 $4,453 $ 767 $4,210 $3,836
$ 8,522 $4,233 $1,961 $1,816 $(1,233) $1,867 $3,218 )
3 (979) 959 62 i1 ag 13

1,461 (547) 673 529 (5) 512 528
$ 9,986 £2,707 £3,593 $2.407 $(1,127) $2.418 $3,759
$ 6,046 $2,738 $1,222 $2,046 $ 1,894 $1,792 8 77
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Notes to Financial Statements

Note 1 — Summary of Accounting Policies:

The accounting policies of Lowe's Companies, Inc. are
in accordance with generally accepted accounting
principles. Outlined below are those policies considered
particularly significant.

PRINCIPLES OF CONSOLIDATION — The consolidated
financial statements include the accounts of the company
and its subsidiaries, all of which are wholly owned. There
are one hundred and eighteen subsidiary corporations: One
hundred and fifteen store companies, a lumber company,
an advertising agency and a real estate company. All
material intercompany accounts and transactions have been
eliminated. The practice of forming a new subsidiary for
each new market area has been consistently followed.

INVENTORIES — Inventories are stated at the lower
of cost or market, cost being determined on the first-in,
first-out basis.

PROPERTY AND EQUIPMENT — Land, buildings and
machinery and equipment are carried at cost. Major
additions are capitalized and depreciated; maintenance and
repairs which do not improve or extend the life of the
respective assets are expensed currently. Upon disposal
of fixed properties the cost and related accumulated
depreciation are removed from the accounts. The gain or
loss on an item traded is applied to the asset accounts,
and that of items otherwise disposed of is reflected
in income,

The provision for depreciation is based generally on
accelerated rates for both financial reporting and income
tax purposes.

INCOME TAXES — The provision for income taxes is
based on elements of income and expenses as reported
in the statement of earnings. The company and its
subsidiaries follow the practice of filing separate federal
income tax returns using multiple surtax exemptions as
provided for under the applicable provisions of the Internal
Revenue Code. U. S. investment tax credits are reflected
in income from the “flow-through" method in the year in
which the credit is realized.

EMPLOYEE RETIREMENT PLAN — A gualified
noncontributory employee profit-sharing plan is available
for all employees meeting minimum length of service
requirements. The plan is a multi-employer plan and one
trust serves the parent and the subsidiaries. It proviges
generally for contribution of fifteen per cent of annual
compensation of participating employees and is
funded currently.
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STOCK OPTION PLANS — For a number of years
qualified stock option plans have been in effect to enable
management to offer stock options to key employees. The
plans have been noncompensatory and have no effect on the
earnings statement. The tax benefits flowing from the
early disposition of stock by the optionees have been
treated as an addition to capital in excess of par value.

START-UP EXPENSES — Expenses associated with the
opening of new stores are charged to income as incurred
and are so reflected in the consolidated statements.

ACCOUNTS RECEIVABLE — Substantially all of the
trade receivables are on a thirty, sixty or ninety day basis.
Service charges arising from certain classes of customer
accounts are treated as a reduction of selling and
administrative expense in the statement of earnings.
Allowances for doubtful accounts are based on the
experience encountered in the various locations. Installment
receivables arising from consumer sales are sold without
recourse to outside finance companies,

EARNINGS PER SHARE — Earnings per share of common
stock are calculated on the weighted average shares of
common stock outstanding during each year. Common
stock equivalents have no material dilutive effect on
earnings per share.

AUDIT COMMITTEE — The company has an audit
committee consisting of outside members of the Board
of Directors. The committee meets regularly to review
with management and the independent auditors the
company's accounting policies and internal and
axternal audit plans and results.

Note 2 — Properties and Accumulated Depreciation:

The properties and accumulated depreciation are
summarized below by major classes with estimated lives in
years as follows: Buildings. 20 to 50; Equipment, 5 to 10;
Transportation, 3 to 7: and Leasehold, useful life or
term of lease.

1974 1973
Accumulated Accumulated
_Cost  Depracistion Cost Depraciation
Lanad: i s Eniimasl 5 6887771 § § 5665996 §
Building ........ 24 087,288 2,644,272 16,008,790 1,709,961
Equipment ...... 5495009 2,650,085 4444034  2171,008
Transportation .. 8,701,738 5,520,038 7412402 4,146,753
Leasehold .. 5397368 1,203,224 5,129,083 1,394,720
Totals ........550,569,174 $12,017,619 $38,660,305 $9422442




Note 3 — Long-Term Debt:
The long-term debt is summarized as follows:

1974 1973

Life Insurance Company Loans:
Unsecured Motes Maturing

1977 to 1989 —
Interest Rates 5%% and 8Yi% ...

Secured Notes Maturing
1979 to 1989 —
Interest Rates 5%:% to 8%% ...... 16,600,303 8,940,948

.§15210,000 $ 280,000

Bank Loans:
Unsecured Notes Maturing
1875 to 1976 —
Interest Rates 7% and 8% ........
Secured Motes Maturing
1974 to 1989 —
Interest Rates Prime Plus a

7,380,000

Maximum of 2% ... .. .....o000n 2,300,250 3,059,738
Other Loans:
Unsecured Notes Maturing
1974 to 1981 —

Interest Rates 4% and 6% ........ 41,987 58,792
Secured 8% Mote Maturing 1974 ...... 160,000
Total ovinmn vne venmsmn s s §£34,152,540 $19,869 478
Less Current Maturities ................. 994 546 1,531,7_'??
£18,237, ™1

$33,157,994

The debt maturities for the next five years are; 19756 —
$1,004,203; 1976 — $1,069,475; 1977 — $1,140,203; 1978 —
$1,140,051; 1979 — $1,221,260,

The agreement covering the life insurance company
loans places certain requirements as to the financial
condition to be maintained, restricts other borrowing and
limits the payment of dividends. After giving effect to the
most restrictive provisions, $11,391,397 of the consolidated
retained earnings are available for payment of dividends.

Deeds of trust covering retail stores, central office
and warehouse properties having a net book value of
§17,800,995 have been pledged as collateral for the secured
life insurance company loans. Store properties having
a net book value of $2,933,813 are pledged as collateral
for the other secured loans.

Note 4 — Income Taxes:

Lowe's Companies, Inc. and its subsidiaries follow
the practice of filing separate federal income tax returns
using multiple surtax exemptions. This procedure has been
approved by the Internal Revenue Service for the year
ended July 31, 1971 and all prior years. Under the Tax
Reform Act of 1969 a corporation and its subsidiaries will
be limited to one 525,000 surtax exemption for all years
beginning after December 31, 1974. The act provides for a
phase out of the additional exemptions over a six-year
period begininng January 1, 1970. With the present number

of subsidiaries, the phase out provisions could increase
the combined federal income taxes by approximately $65,000
for each of the next two fiscal years,

The undistributed earnings of the subsidiary companies
amounted to approximately $52 200,000 at July 31, 1974.
Income tax provisions have been made for distributions
of approximately $5,500,000 to the parent company, which
is management's estimate of the maximum distribution in
the foreseeable future. Should distribution exceed the
estimate, applicable income taxes will be provided currently.

Investment tax credits reflected in income amounted to
$144,084 in 1974 and $172,225 in 1973.

The income tax liabilities have been reduced by the tax
benefit resulting from the early disposition of stock by
the optionees under the stock option plan. The 1974
and 1973 benefits of $359.069 and $344.016 respectively
have been treated as additions to capital in excess
of par value.

Note 5 — Shareholders’ Capital Accounts:

The following is a summary of the changes in the
shareholders' capital accounts:

Capital in
Common Excess of
Stock  Par Value
Balance August 1, 1972 | ceaeenrees 54007 853 $1 113.3’?4
Exarcise of Employee Stnck Opilons ...... 16,045 457,282
Tax Benefit from Early Duspnsulmn oi
Stock by Optionees ....... ‘v 344,016
Issuance of Fractional Shares t-:a
Implement July 31, 1972 Stock Dividend .. 259
Balance July 31,1973 ... ... .......... 54243657 $1915172
Exercise of Employee Stock Options ...... 52008 1482242
Tax Benefit from Early Disposition of
Stock by Optioneas . ................... - 359,069
Balance July 31,1974 . ................54205665 S$3,756483

Note 6 — Employees’ Stock Option Plan:

There is in effect the 1968 Qualified Employee Stock
Option Plan approved by the shareholders on
Movember 12, 1968, The plan provides for the reservation
of 400,000 shares of the unissued common stock of the
company to be issued to employees pursuant to options to
be granted under the plan. Options are granted for a period
of five years at 100% of the fair market value of the stock
on the date the option is granted and may be exercised for
25% of the total number of shares granted during the
second year from the date of the grant and for 26% of
such total within each of the following three years, If all or
a portion of an option is not exercised in the years it
becomes exercisable it may be carried over and exercised
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at any time during the remainder of the option period.

On September 2, 1969, options were granted for 314,176
shares at $14.75 per share or a total of $4,634,096 which was
the fair market value of the stock on that date.

On May 18, 1973, additional options for 122,000 shares
were granted at $51.50 per share or a total of $6,283,000.
Shares forfeited from the initial grant on September 2,

1969 were included in the grant on May 18, 1973, in addition
to options not previously granted. No options may be
granted under the plan after September 30, 1973.

The transactions that have taken place under the plan

are shown below:

5-18-T3 9-2-69

Grant Grant
Option Price per Share ......cocvvevveeenns $ 51650 § 147
Options Exercisable at July 31, 1974 ........ 100,647
Options Exercised Prior to July 31, 1973 ..., 72456
Options Exercised Year Ended July 31, 1974 . 1047
Shares Forfeited .................... 7,940 37,056
Options Outstanding July 31, 1974 .......... 114,060 100,647

The market value of the shares acquired under the
options during the year varied from $33 to $59. All
figures have been adjusted to give effect to stock
dividends since the date the plan was adopted.

Note 7 — Employees' Profit-Sharing Plan Provisions:

Provisions for payments to the employee profit-sharing
plan amounted to $3,649,317 for 1974 and $2,695,178 for
1973. The trust created by the plan holds approximately
25% of the outstanding shares and is the company's
largest shareholder.

Mote 8 — Long-Term Leases:

At July 31, 1974 there were sixty-four real estate leases
with an initial or remaining term of more than one year.
These leases cover forty-four store locations and related
facilities, four of which are not yet in operation, and
four office and auxiliary locations. Of the forty-four store
locations under lease eighteen represent land leases on
which the company has erected substantially all of the
improvements; the remaining twenty-six stores lease both
land and lessor improvements. Generally the leases will
expire during the next twenty years. In the normal course
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of business, however, the majority of the leases will be
renewed at expiration by company option, or replaced by
other properties. Purchase options available for leased
properties at six of the store locations would amount to
$696,880 if exercised under the current provisions of the
leases. Seventy-nine store locations, three of which are
not yet in operation are owned by Lowe's real estate
subsidiary.

Certain of the existing leases are deemed to be financing
leases as defined by the Securities and Exchange
Commission regulations. The estimated present value of
these leases not capitalized was approximately $4,641,000
at July 31, 1974 and $3.364,000 at July 31, 1973, The impact
on earnings if all financing leases had been capitalized was
less than one percent for 1974 and 1973,

Rental expenses charged to income are as follows:

1974 1973
Land and Buildings ...................... $ 709,138 £606,048
Equipment .......ccoivceieniiaiiinssanns 387,245 292,397
T G R R e L S e e %1,006,384 £847 445

The minimum annual rentals under the existing long-term
leases and their respective expiration dates are
summarized below:

Real Estate
Number  Non-

of Capitalized
Fiscal Leases Financing
Pariods Equipment Expiring Lesses Othar Total
1976 ... $139,464 B § 437259 & 268595 § B45318
1976 130,036 (] 416,357 247812 794,205
1977 26,328 9 368.8M 224,800 619,999
1978 ........ ] 318,288 164,900 483,188
Ly R E 5 204,870 144,039 438,909
1980-1984 20 1,133,672 418412 1,552,084
1985-1989 1 1,031,855 164,750 1,196,605
1990-1994 2 948,664 146,625 1,095,289
1995-2003 ... 5 63812 260633 316445
Totals ..$295828 64 45013648 $2,032566 $7,342,042

Note 9 — Commitments:

At July 31, 1974 the company had capital spending
commitments of approximately $3,600,000 for the
construction of new store facilities,
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Year Ended July 31

Stores and People

NUMBEr OF SROTEE s o o asiaas e pas s ans s s ises sasses
Number of EmpIOYees .. ...vccevmsrasssassrscsnsncsiaaais
Customers Served (Thousands) .........oconviiiiarisnnss
Average Customer Purchase ..........covmmvmnmsnrrronesd

Comparative Income Statement (Thousands)

B E b [ e O e e e ST s
T E e S T L e A T P A P 4
M e e L] DR e e G e e
o [ =T, | P SN oy (S ey sy T
Cash Dividends Paid . ... .. cdaiiiaeavsvvanssilonsvsiie e 4
Eamings Retained and Rmnuaniud .......................

Dollars Per Share (Nearest Cent) (1)

Sales ..... T R e S e o i e st A i et
ERrrings {2) | v - rimnnm on o8 do s s sne s sivnhis s s aehn by anas =i
Canh Dividends ..o rasiniicaibmssna e A G e e
Earnings Retained and Reinvested ......................4
Sharsholdara' Equity ..o e ciiaiiie vaenssansssnssness |

Performance Measurements®
Assel Turnover (Sales per Asset Dollar) ..............000
Return on Sales (Eamings as % of Sales) ...............,

Ratirn on ASSalE. -0 ol e iy S v v et s e e e e e 4
Leverage Factor (Asset Dollars per Equity Du!lar] .........

Return on Shareholders' Equity .........cccoiiiaiiaiid

Comparalive Balance Sheet (Thousands)

Current Asset Totals .. :.. o0 oo o basiniaasi 5!
B T I oI ik i i e S THEH [w by e v T o m i w4 =W Pt
Accounts Receivable (Net of Hesawu'ﬁ ...................
Inventories (Lower of Cost or Market) .............oiiiies
Other Current ASSELE .......covessriircrsrssnrrrans gl
e A I e T iR aians biots T i A o
ST ABEBER iy s wivre S or 3w bt Pt e b haaa
T AP s e s s b o wia'n oTh A e S wil Bt b ha' LD (e
Currant Liabilities Tolals .l s s ctiehcsvmsslsne wuiny
Accounts Payable ..........covirermrrrranrrmnrianesinend
Income Tax Provisions ............ R e A
Other Current LIgbIHIeS .. ..cnvrernrrsmnrsrorsisssnsansd
Long-Tarm Dabl ... il s bvsssrsmarressrrasd
g [ e e e WA T T e £ T
Sharaholdara” EQUILY v« res rr-n s as st aoiaiin s ssii=aisd
Ratio: Equity + Long Term Dabt .......oicviiaiiiiiiiinid
Year End Leverage Factor: Assets = Equily .

Shareholders and Shares
Shareholders of Record, Year End ........coocviivainainsd
Shares Outstanding, Year End (Thousands) (1) (3) .......]

10 Year 5 Year

Compound Compound
Growth Growth
Rates Rates
1964-1974  1969-1974 1974 1973 1972

16.3% 14.9% 116 100 88
18.9% 19.9% 3,588 3,296 2,680
16.6% 18.4% 5,321 4.n7 3,820
§ 6812 $ 6929 § 6140
L 24.9%, $362,453 $306,846 £234 556
95.2%, 25.2% $ 29,287 $ 25,393 $ 18,143
25.5% 24 5% $ 14,670 £ 12,665 £ 9.0
25.0% 26.0% $ 14617 $ 12,728 £ 91
8.6% 6.0% § 1045 £ 107 § 946
28.5% 28.8% $ 13572 £ $ 8174
21.3% 24.6% $ 4249 £ 3857 £ 27!
23.9% 26.5%, £ 1M $ 150 $§ 108
7.2% 5.9% $ 12 s J2 $ k|
27.5% 28.2% £ 159 $ 108 s a7
23.2% 25.9% $ 788 $ 610 § 454
§ 288 $ 385 $ 340

* 4.03% *% 3.89% ¥ 3.89%

=11.63% =14.22% =13.20"
% 243 x 228 | x 228

—2823% | =3242% | =2981%
22.0% 27.3% £111,943 $ 9630 $ 70,110
14.4% 22.9%, $ 12,986 $ 71859 § 7802
20.8% 20.4% $ 36,850 § 87,603 § 27 440
25.6% 34.2% § 61,775 § 50,639 $ 34475
$ 5§ M0 § 993
32.1% 37.2% § 38,652 $ 29238 $ 19,330
£ 140 5 85 s 45
23.8% 29.4% $150,634 £125,714 $ 89,485
1.0% 22.1% £ 50,228 § 55,654 g 4017
20.3% 24.3%, $ 32,640 $ 36,101 § 27,684
19.4% 14.8% $ 6732 $ 5073 $ 5,086
25.0% 21.3% $ 10,856 $ 14520 § T447
28.9%, T2.2% $ 33,168 § 18,238 $ 10,014
23.5%, 32.1%, § 83,386 § 73932 § 50231
24.2% 26.4% $ 67,248 § 51,782 § 39,254
2.03 284 392
224 243 228
3,698 3,704 3,088
8591 8,487 8,455

$50.50-31.75 | $72.00-49.00 | $66,50-30.00

Stock Price Range During Year (1) «.covviiicviiiiiiinansd

Performance Measuremenis®

Line 20, Return on Shareholder Equity, may be derived

by dividing Net Earnings by Shareholder Equity. But

this approach provides no understanding of why and how

this return was attained. It is better to "take it from the top"

and think through each major variable, to facilitate understanding
of their interrelationships.

22

Asset Turnover is affected by sales volume, by the cash-credit
marketing mix and by the composition and performance of
left-side balance sheet factors, The amounts of assets allocated
to inventory, accounts receivable, and fixed assets, and the
turnaver rates of inventory and receivables, all affect Asset

Turnover, For every $1.00 in Assets at the baginning of
fiscal 1974, Lowe's achieved $2.88 in sales.



Explanatory Notes

{1) As adjusted to reflect a 100% stock dividend in May,
19686, a 2 for 1 stock split in November, 1963, a 60% stock
dividend in December, 1971, and a 33%2%: stock dividend
as of July 31, 1872,

(2) After deducting $2,250 dividends per year on preferred
stock outstanding, for 1961 through 1572,

1M 1970
75 64
2.0M 1,670
3,194 2719
§ 5313 5 4709
$169,723 £128 491
£ 13,007 9,938
§ 6479 $§ 5068
$ 6548 § 4870
£ 807 § B44
$ 5841 § 4026
$ 2016 § 1627
5 .18 £ 58
3 a1 § A0
§ 67 £ 48
$ 354 £ 296
§ 343 £ 309
# 3.B6% ¥ B.79%
=13.25% =11.72%
¥ 1,99 ¥ 199
=26.31% =23.34%
5 54,91 % 38,878
§ 6304 $ 45658
£ 20,044 § 14,887
§ 27382 $ 19,040
§ &% § 293
§ 14,087 % 10,390
§ 88 5 148
§ 69,086 5 49,416
§ 31,198 5 .2
5 21,999 $ 15178
§ 47293 $ 2833
§ 45906 $ 320
$ T7.296 § 3315
§ 38,494 5 24527
$ 50,552 4 24 B89
4.19 7.51
2.26 1.89
2463 2117
8419 B415
$34.50-14.50 $18.00-9.50

5 Year

Growth
Rates
1964-1969

15.7%
17.9%
16.0%:

18.6%%
25.3%
26.4%
24.1%
11.19%;
28.1%

18.2%
22.4%

B.4%,
26.9%
20.7%%

16.8%

6.6%
21.1%
17.6%

27.2%

18.5%
19.9%%
16.4%
24,29,
28.8%:
—3.5%
16.4%
22.0%%

(3) Variation in the outstanding shares is the result of
employee stock option transactions. No additional shares
have been sold, or issued for acquisitions.

Base Base

Year Year

1969 1968 1967 1966 1965 1964
58 53 44 a9 35 28 1
1,450 1,223 1.7 891 T62 636 2
2,290 2,034 1,766 1,636 1,284 1141 3
§ 5198 $ 47.70 § 4314 47.10 £ 4444 $ 4266 4
$119,053 $ 97,09 $ 75,695 $ TT.043 § 57,044 § 48,680 5
§ 9514 § 7202 £ 5151 $ 5286 § 3842 § 3,086 [
5 4906 $ 3600 £ 230 5 2456 £ 1,896 $ 16518 7
§ 4608 $ 3593 § 2770 $§ 2,790 § 2,046 £ 1568 8
§ T8O $ 766 5 68 $§ 616 £ 519 $§ 460 9
5 3828 $ 2837 s 208 § 2174 $ 1527 % 1,108 10
£ 14156 § 16 § 9.2 5 944 5 710 $ 614 1
$§ 56 § 43 5§ 34 3 34 s 25 § .20 12
1 09 s 08 3 8 s 08 s 06 s 06 13
§ 46 § M § 26 5 26 s 19 s 14 14
$ 248 $ 203 $ 169 $§ 143 5 1a7 £ a7 15
5 3387 $ 3524 $§ 065 £ 334 £ 320 5§ 3n 16
¥ 38T ¥ 3.T0% ¥ 3.66% » 3,62?.&: ¥ 3.59% W 320 | 17
=13.08%s =11.88%, = 9.70%: =12.09%s =11.49% =10.03% | 18
» 2.08 % 215 ¥ 242 x_“._’F.-_I__S_ x 281 x 247 | 18
=27 07%s =26.76%: =123.49%, =29.40% =26.55% =24.78%, | 20
$ 33433 $ 2BBIT $ 24,164 $ 23,39 $ 18,187 £ 15350 o
§ 4540 $§ 4120 § 4814 $ 3024 $ 3801 $§ 3374 22
£ 14,559 £ 11,880 £ 9576 $ 9310 & 765 $ b586 23
$ 14,183 £ 12475 § 0532 5 10931 $ B.156 £ 62337 24
5 51 $ 183 $ 143 $§ 13 5 65 5 53 25
$ T918 %5 6546 5 579 % 5058 $ Bp32 $ 230 %6
§ 208 $§ X6 5 99 § 106 5 il 8 73 27
$ 41,560 $ 35368 $ 2099 % 28,559 % 23,096 £ 17,804 28
$ 18,606 § 1481 $ 12503 $ 13,630 $ 11213 § 7454 29
$ 10,997 $ 9703 $ B4 § 9,49 5 7913 % 5149 30
£ 3380 § 2,708 $ 217 5 27182 £ 1.6M 5 1,42 N
$ 4128 $ 2502 § 180 £ 15862 5 1629 § 1,163 2
5 2182 $ 3434 $ B527 5 3127 5 2377 § 2615 33
§ 20,697 § 18,346 $§ 16,033 % 16,765 $ 13,606 5 10,087 34
% 20,863 $ 17,022 £ 13,959 $ 11,74 § 9490 § 7707 35
8.52 4.85 3.95 a7 3.99 2.85 36
1.89 2.08 215 242 243 23 a7
1816 1,976 2,154 1,985 1,871 1,967 a8
B415 8,406 8,250 8211 8,122 7.945 33
£18.00-11.50 $12.00-6.00 $6.00-3.00 $5.00-3.50 £4.00-2.50 £3.00-1.50 | 40

Return on Sales is the measurement of the efficiency of the
sales organization. It is affected by sales volume, customer and
praduct mix, and income statement factors — margin rates,

fixed and variable expenses, and tax rates. 1974s 4.08%
was our highest return on sales to date. This multiplied

by Asset Turnover, gives Return on Assets of 11.63%. This
is the same as dividing Net Eamnings by Beginning Assets.

Leverage gels us into right-side balance sheet factors,
and measures equity dollars versus total asset dollars. For
every $1.00 of shareholders' equity at the beginning of
1974, Lowe's had $1.43 in other liabilities, thus financing $2.43
in assels, This $2.43 laverage factor times the 11.63% Return
on Assets gives Return on Beginning Sharaholder Equity
of 28.23%. Totals vary dua to rounding.
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LOWE’S 1974 Investor Relations Survey

Dear Shareholder:

We appreciate the feedback we have re-
ceived from so many of you in seven prior
annual surveys. And we hope you'll take a
moment or two again this year to help us
get to know you better, and your thoughts
about Lowe's.

1. First, how do you like the idea of a fourth
quarter report as a separate publication?

2. Are you [] male or ] female?
3. In which age group would you be listed?

[ Under 25 years []45 to 54 years
025 to 34 years 155 to 64 years
135 to 44 years [ 65 years and over

4, When did you first become interested in
Lowe's from an invesiment standpoint?

Within the past: 7 Two to five years
0 Year 7 Over five years
O] One to two years [ Over ten years

5. As a Lowe's shareholder, do you fesl you
racaive sufficient information from us?

[0 Yes [JMNo [ Not entirely (please explain)

6. As a Lowe's shareholder, what is your
primary investment objective by invest-
ing in Lowe's?

[] Capital appreciation [JA little of both
[ Dividend income 1 No opinion

7. Does your broker maintain custody of
your Lowe's stock certificates (a practice
called “street name'’)

[JYes [JNo (If yes, please give your name and
address for our records.)

8. Would you like to receive a copy of our
10-K report?
1 Yes [ MNo

9. Would you like another copy of our
Dividend Reinvestment Service brochura?

OYes Mo

10. Any other comments?

Thank you again for your time and as-
sistance.

Mame

Address
City.

State. Zip
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