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This vision became a reality after acquiring sufficient 
capital from a New York investment banker. They 
opened two Home Depot stores on June 22, 1979, 
in the company headquarters, Atlanta, Georgia. 
Home Depot grew rapidly in a short period of time 
and went public in 1981. In 1986 Home Depot 
broke the $1 billion mark in sales with 50 stores 
that expanded into eight markets.

Home Depot revolutionized the home improve-
ment industry by offering a wide selection of 
merchandise, low prices, and superior customer ser-
vice to both the professional contractor as well as 
the do-it-yourself (DIY) patron. In-store inventory 
contains premium products imported from more 
than 40 countries, including 30,000 to 40,000 dif-
ferent types of building materials, home improve-
ment supplies, appliances, and lawn and garden 
products. Additional items are available through 
Home Depot’s web site at www.homedepot.com. 
In addition, merchandise is localized throughout 
each store to match the area’s specific market needs. 
Interior and exterior installation services are avail-
able through Home Depot for items such as doors, 
heating and cooling, solar power systems, cabinets, 
flooring, sheds and storage systems, and others.2

Today Home Depot is the largest home improve-
ment retailer in the world and the second-largest U.S. 
retailer after Wal-Mart.3 The 2,200 stores located in 
all 50 states, the District of Columbia, Puerto Rico, 
U.S. Virgin Islands, Guam, ten Canadian provinces, 
China, and Mexico, along with its e-commerce 
site, employ approximately 317,000 people. In 
2009 under CEO Frank Blank, Home Depot closed 
the unprofitable EXPO, THD Design Center, and 
Yardbirds stores (an upscale group of home design 
and hardware stores that targeted customers who 
were remodeling their homes), and currently focuses 
on increasing the productivity and efficiency of its 
existing Home Depot store base.4

         The Home Depot

Introduction

The succession of CEOs, presidents, and board of 
directors provides a challenge for businesses as they 
reform, reposition, and restructure. Although these 
successions may provide a company with beneficial 
results, many experience hardship. Top company 
officials leave due to a variety of reasons, but a 
common reason is conflict with employees related to 
executive leadership style and the culture it creates.

Robert Nardelli, former CEO of Home Depot, 
Inc., resigned in January 2007. Numerous factors 
led to Nardelli’s resignation: shareholders experi-
enced dissatisfaction with the performance of Home 
Depot’s stagnating stock prices; Nardelli’s militaris-
tic leadership style and centralized organizational 
structure affected the performance of employees 
resulting in excessive layoffs; and the expansion 
of retail stores became unmanageable. The once-
successful and highly valued Home Depot culture 
had changed, affecting Home Depot’s sales and 
customer loyalty. Along with the change in Home 
Depot’s business culture, it faced challenges associ-
ated with the dramatic boom and fall in the hous-
ing market. These problems affected Home Depot’s 
employee morale, stockholders, and customers. 
CEO successor Frank Blake had much to address to 
reposition Home Depot as the industry giant it had 
been for 20 years. 

History

Bernie Marcus and Arthur Blank cofounded Home 
Depot on June 29, 1978, after being fired from 
Handy Dan, a small chain of home improvement 
stores. Their vision was to offer “warehouse stores 
filled from floor to ceiling with a wide assortment of 
products at the lowest prices” along with superior 
customer service provided by a knowledgeable staff.1

Dan Phillips, Bo Young Hwang, Sarah Sheets, Tristan Longstreth, 
Gail Christian / Arizona State University

76812_The Home Depot.indd   C-176812_The Home Depot.indd   C-1 24/08/11   3:27 PM24/08/11   3:27 PM



C-2          The Home Depot

The authors would like to thank Professor 
Robert E. Hoskisson for his support under whose 
direction the case was developed. The authors do 
not intend to illustrate either effective or ineffec-
tive handling of a managerial situation. The case 
solely provides material for class discussion. This 
case was developed with contributions from Kevin 
Holmberg.

Marcus and Blank implemented a decentralized 
structure with an entrepreneurial style of manage-
ment, which consisted of a laid-back organization 
known for the independence of its store manag-
ers.5 Over time under Nardelli’s leadership, the 
changes in leadership, structure, and management 
style diverged from what the originators intended. 
However, Frank Blake has been able to implement a 
successful turnaround with policies and procedures 
more aligned with the goals and values of the com-
pany founders.

Strategic Leaders

Robert L. Nardelli acted as president, CEO, and 
chairperson of the board from December 2000 until 
January of 2007. Nardelli received his BS in busi-
ness from Western Illinois University and earned his 
MBA from University of Louisville. Nardelli joined 
General Electric in 1971 as an entry-level manufac-
turing engineer and by 1995 became president and 
CEO of GE Power Systems.

After leaving GE he was quickly hired as CEO 
of Home Depot despite the fact that he lacked 
any retail experience. From GE he brought a new 
management strategy based on Six Sigma to Home 
Depot. Using Six Sigma principles he centralized the 
management structure of the company by eliminat-
ing and consolidating division executives, he initi-
ated processes and streamlined operations, such as 
the computerized automated inventory system, and 
centralized supply orders at the Atlanta headquar-
ters. He took the focus off the retail stores, moving 
beyond the core U.S. big-box business to conquer 
new markets by building up its Home Depot Supply 
(HDS) division, and expanded into China.6 Under 
Nardelli, Home Depot’s sales over a five-year period 
went from $45.7 in 2000 to $81.5 billion in 2005,7 
and stock prices stagnated during Nardelli’s six-year 
reign at just over $40 per share.8 The weak finan-
cial profits and his results-driven management style, 
which allegedly affected the cherished culture of the 
company, led to a backlash and push for his resigna-
tion in January 2007.

Frank Blake succeeded Nardelli as chair and 
CEO of Home Depot in January of 2007. He earned 
his bachelor’s degree from Harvard College and a 
jurisprudence degree from Columbia Law School. 
Blake originally joined the company in 2002 as 
Executive Vice President of Business Development 
and Corporate Operations.9 His responsibilities 
included real estate, store construction and main-
tenance, credit services, strategic business develop-
ment, special orders and service improvement, call 
centers, and installation services business. Prior to 
this role, Blake was deputy secretary for the U.S. 
Department of Energy and also a former GE execu-
tive. Blake also has public sector experience, serv-
ing as general counsel for the U.S. Environmental 
Protection Agency, deputy counsel to Vice President 
George Bush, and as a law clerk to Justice Stevens of 
the U.S. Supreme Court.10 

Since most of Frank Blake’s career had been as 
a lawyer, he was not an obvious choice to replace 
Nardelli. Blake said that he never aspired to be a CEO, 
and he was described as “soft-spoken, relatively free 
of platitudes, and refreshingly unscripted.”11 One 
of his first strategic moves as CEO was to contact 
Marcus and Blank and ask for their help and advice. 
Marcus was still one of Home Depot’s largest share-
holders, but had become so estranged from Nardelli 
that he had not visited a Home Depot store for more 
than three years. However, after receiving Blake’s 
request, he took Blake on store walks to “teach him 
the ropes” and spoke at the March 2007 store man-
agers’ meeting. As Blake developed his strategy, he 
determined that the key was to concentrate efforts 
on the stores by engaging employees, stocking the 
stores with items that were exciting to customers 
and were readily available, improving the environ-
ment of the stores, and dominating the professional 
contracting business.12

In 2006 Mark Holifield joined Home Depot 
as Senior Vice President of Global Supply Chain, 
responsible for retail logistics, import and domes-
tic distribution, transportation, delivery, and in-
ventory planning and replenishment operations. 
Holifield had more than 29 years of retail supply 
chain experience and came to Home Depot from 
a position as executive vice president of supply 
chain management for Office Depot. In this posi-
tion he created a reputation for managing the suc-
cessful operation of Office Depot’s global supply 
chain, which included 57 distribution centers (DCs) 
worldwide that served all retail stores and customer 
delivery operations. Before Office Depot he held the 
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position of director of consulting projects at Dallas 
Systems Corporation. He was traffic manager for 
Frito-Lay, Inc. and prior to that spent nine years 
working in the distribution operations for H. E. Butt 
Grocery Company. Holifield received his Bachelor 
of Business Administration from the University of 
Texas and graduated with honors. He obtained 
his Master of Business Administration from Baylor 
University.13

When Blake took over the CEO position, he 
was already aware that Home Depot would need to 
make many changes to remain competitive. 

Competition

 Competition fuels businesses to be efficient in 
almost every way. Competition forces companies 
to control their costs, develop new products, and 
stay at the forefront of technology. Companies that 
provide similar services are required to differenti-
ate from the rest of the pack. All of these facets of 
competition exist in the home improvement indus-
try. Home Depot has more than 25 direct competi-
tors including Lowe’s, Menards, True Value, Ace 
Hardware, Do It Best, Sears, Target, and Wal-
Mart.14 Only a select few pose a significant threat to 
Home Depot.

Lowe’s

  Lowe’s is Home Depot’s largest competitor and holds 
a significant market share. Founded in 1946, Lowe’s 
grew from a small hardware store in North Carolina 
to the second-largest home improvement wholesaler 
in the world and the seventh-largest retailer in the 
United States. It currently operates 1,700 stores in 
the United States, Canada, and Mexico, along with 
an e-commerce site, and ranks 42 on the Fortune 
500 list. In addition, Lowe’s is the second-largest 
home appliance retailer in the United States, after 
Sears.15 Lowe’s plans to expand internationally 
into Australia in 2011 through a partnership with 
Woolworths Ltd., the top retailer in Australia. 150 
locations are scheduled to open there over a period 
of five years.16

Lowe’s can attribute its success to a philosophy 
similar to Home Depot’s “offering quality home 
improvement products at the lowest prices, while 
delivering superior customer service.”17 However, 
Lowe’s distinguished itself from Home Depot by tar-
geting female customers, who, according to Lowe’s, 
are responsible for approximately 80 percent of all 

home improvement decisions. Lowe’s attempts to 
make its big-box stores more appealing to women 
and baby boomers by using lighting and signage to 
create a more attractive store layout.18 Lowe’s will 
continue to differentiate from competitors by pro-
moting and expanding through exclusive private 
labels or select brands. Premium kitchen cabinets 
and stone countertops are a few product lines that 
Lowe’s has implemented within its stores. Much like 
Home Depot, Lowe’s continues to place increased 
emphasis on services, and offers installation services 
in more than 40 categories including flooring and 
cabinetry products.19 

Menards

Menards is also considered a top competitor for 
Home Depot.20 Menards, a private family-owned 
company, is one of the largest home improvement 
chains in the Midwest with more than 250 stores 
in Illinois, Indiana, Iowa, Michigan, Minnesota, 
Missouri, Nebraska, North and South Dakota, 
Ohio, Wisconsin, and Wyoming. Like Home Depot 
and Lowe’s, Menards sells home improvement prod-
ucts such as hardware, millwork, paint, floor cover-
ings and tools. Unlike its competitors, all Menards 
stores have full-service lumberyards.21 Although 
most competitors construct their stores in a compact 
fashion to adhere to real estate constraints, Menards 
continues to move ahead with an opposing strategy. 
The midwestern home center chain has been build-
ing two-story urban stores. “We might be No. 3 as 
far as store counts go, but we are a regional player 
and we are innovative,” said Menards spokeswoman 
Dawn Sands. Customers navigate the two-story 
stores using escalators that accommodate both the 
customer and their shopping cart. The stores also 
brag a unique customer experience, including a baby 
grand piano that provides in-store music, new bou-
tique departments, upscale merchandise, specialty 
departments, wider aisles, and lower, more conve-
nient merchandise shelves.22 In addition, Menards 
has entered the residential real estate development 
business and has several large subdivisions either 
in the planning stages or under construction near 
Menards stores. This creates a potential customer 
base of new homeowners and local builders.23

Home Depot has continued to face competition 
not only from its historical retail competitors, but 
also from other firms selling substitute services that 
matched the information provided by Home Depot 
in the DIY segment. 
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Substitute Information Services 
for Do-It-Yourself Customers

Most companies focus on differentiating their prod-
ucts and services to combat rivalry, but also to 
obtain enough loyalty to dissuade customers from 
switching to a substitute product. Not many substi-
tutes can realistically threaten the success of Home 
Depot’s product sales because they offer such a wide 
variety of products and people will always need to 
build houses and desire to improve existing homes. 
However, Home Depot’s services, such as installa-
tion, may be hampered by substitutes. Numerous 
Internet sites offer “How to” information as well as 
structured plans for various types of home improve-
ment projects. HGTV and other home improvement 
shows may also deter customers away from Home 
Depot’s services, thus providing another group of 
competitors for Home Depot.

 Home Depot’s competitive position is not only 
affected by the strategies used by its competitors, 
but also by the relationships it maintains with sup-
pliers and how it operates and manages its supply 
chain. 

Supply Chain

 During the reign of CEO Robert Nardelli, Home 
Depot expanded at a rapid rate and failed to take 
the additional supply requirements into consider-
ation.24 Thus, Home Depot found its brand image 
in jeopardy when suppliers were unable to keep up 
with the increased production demands.

When Robert Nardelli became CEO, he inher-
ited a disorganized system of suppliers that relied on 
archaic accounting practices, including individual 
product order forms and fax-only lines of communi-
cation.25 Nardelli placed increased emphasis on reno-
vating the Home Depot supplier networks. The first 
thing he did was to gradually implement the Home 
Depot Online Supplier Center and the Cognos 8 
Scorecarding software. The Center provided contin-
uously updated information on how to do business 
with Home Depot, including the corporate perfor-
mance policy, updates, news, information on events 
and training and scorecards.26 The Cognos 8 system 
gathered data from warehouse management sources, 
purchase orders, and contract terms, and condensed 
it. The data was then analyzed and each supplier 
was rated on various aspects of the transaction. All 
the information was available online via the supplier 
center, and allowed suppliers to see what areas they 

should improve to become more efficient.27 Home 
Depot continued to use the Cognos 8 software to 
analyze supplier performance and assist them with 
improving efficiency in their operations and interac-
tions with Home Depot. By 2010 the Home Depot 
Supplier Center had become a user friendly site 
where suppliers who wanted to do business with 
Home Depot could find information on the appli-
cation process, learn about Home Depot’s supplier 
policies and requirements, and could then submit a 
product proposal for Home Depot’s consideration.28 
In addition, the Home Depot online Supplier Center 
provided information for individuals and compa-
nies that wanted to become an Installation Service 
Provider with Home Depot. Home Depot had 
expanded its installation service provider network 
and was continuously searching for high quality, 
customer service driven companies to become part 
of their service provider network. Benefits of becom-
ing a service provider with Home Depot included 
increased revenue potential, improved business cred-
ibility, and access gained to “an unequaled customer 
base.”29 Home Depot demanded that service provid-
ers follow the same customer service policy of dedi-
cation to the customer and enhancing the customer’s 
experience as Home Depot. Business reviews of the 
service providers’ operations were conducted at least 
once a year.30

Under Nardelli, Home Depot stores received 
products directly from their suppliers, eliminating 
the need for DCs, which were popular with many 
other retail organizations.31 This system had serious 
benefits and drawbacks. It allowed Home Depot to 
leverage the space it had and display a multitude 
of products in a warehouse setting. This capabil-
ity was beneficial because customers were able to 
see the products available and purchase them in the 
same visit. The major drawback to this system was 
that each store must have an extremely efficient and 
organized warehouse supply chain operation. If a 
store ran out of a particular item, the customer had 
to wait until the supplier could produce more of that 
item, which could take more time than transporting 
an out-of-stock item from a DC to a local store.32 
As Home Depot continued to grow and open new 
stores in the United States and other countries, this 
process became inefficient. The metropolitan market 
became saturated, and Home Depot began opening 
smaller stores in secondary markets that stocked 
items that were more specific to the market they 
served. The smaller stores did not have the space for 
large inventories, which, along with supply chain 
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inefficiencies in providing products to the larger 
metropolitan stores, led to increased stock-outs and 
forecasting errors.33

Although Home Depot’s Senior Vice President 
of Global Supply Chain, Mark Holifield, defended 
the company’s pursuit of expansion as right for 
the time, he and CEO Frank Blake recognized the 
need for a remodel of Home Depot’s supply chain. 
Holifield, who joined Home Depot in 2006, and 
Blake faced new challenges such as the decline of 
the housing market, and the resulting decline in con-
struction and credit. Blake and Holifield regarded 
this as an opportunity to cut expenses by improv-
ing the efficiency and effectiveness of operations. 
As Blake said, “A downturn is a terrible thing to 
waste.” Holifield conducted a study of the distribu-
tion network, and developed a strategy to rebuild 
Home Depot’s distribution process and cut costs by 
centralizing operations. Previously only 20 percent 
of items were distributed by Home Depot DCs, and 
80 percent were shipped to each individual store by 
the supplier. Individual stores placed orders with 
suppliers. Holyfield’s plan was to create 24 rapid 
deployment centers (RDCs), strategically located 
across the United States, each would serve approxi-
mately 100 stores. The stores would be engineered 
for rapid turnaround, so that little merchandise 
would actually be stored there. Some would be auto-
mated. Approximately 75 percent of merchandise 
would be ordered by the RDCs and pass through 
them. There were some items that were not suitable 
for distribution through the RDCs, such as lumber, 
imports, and bulky products such as lawn trac-
tors. These items would continue to be distributed 
through other channels.34

By August 2009 approximately one-third of the 
RDCs were functional. Benefits to the new system 
soon became apparent. The stores became more 
efficient at stock replenishment because decisions 
of which products to ship to which stores could be 
postponed until the last minute. Home Depot also 
was able to forecast more accurately. According to 
Holifield, “It is far easier to be right with forecast-
ing for 100 stores than one store as it was before.” 
Holifield added that out-of-stocks had been reduced 
by half, and that customers were able to find prod-
ucts available 98.8 percent of the time. In addition, 
since replenishment functions had moved closer to 
the individual stores, overall inventory had been 
reduced by $1 billion on a year-over-year basis. 
Home Depot was also able to negotiate better deals 
on outbound transportation.35 

Home Depot’s vendors also benefited from the 
new system. The move to centralized ordering meant 
that suppliers only had one order to process instead 
of hundreds of orders from each individual store. 
They were also able to cut transportation costs by 
shipping products in full truckloads, as opposed 
to less than truckload shipments to the individual 
stores. As a result, Home Depot was able to negoti-
ate better prices with suppliers.36

Home Depot continued to streamline its sup-
ply chain and build RDCs. By July 2010 there were 
14 RDCs across the United States, and, according 
to Holifield, Home Depot anticipated a total of 
19 by the end of 2010. These 19 RDCs would pro-
vide 100 percent coverage of the U.S. stores. On 
October 15, 2010, Holifield was recognized for his 
efforts and experience in high-volume retail sup-
ply chain management, transportation, and logis-
tics operations when the University of Maryland’s 
Robert H. Smith School of Business presented him 
with their “Person of the Year” award.37

Although major efforts have been made to 
improve the supply chain, Holifield has adhered to 
the overarching goal of the company: to make Home 
Depot a better place to shop. According to Holifield, 
“What the whole network is about is providing on-
time and accurate service to our stores so that they 
can focus on the customers.”38

Customers

Although Home De pot was originally designed as 
a home improvement superstore that would cater 
to both individual consumers and building con-
tractors, throughout its tumultuous history Home 
Depot has changed its focus a number of times. 
During Nardelli’s reign, cost cutting was a key 
focus and the individual customer was frequently 
neglected in lieu of professional contractors who 
purchased materials in bulk amounts. Many long-
time Home Depot customers switched to competi-
tors, mainly Lowe’s, because of constant ineffi-
ciencies at Home Depot. One customer explained 
that he had to wait three months to get his kitchen 
remodeled due to errors on Home Depot’s behalf 
and in the future he would “go out of [his] way to 
go to Lowe’s.”39 This customer’s experience was 
not unique for that time and the new CEO Frank 
Blake acknowledged the magnitude of this issue. 
Home Depot sold its contractors supply division, 
which allowed them to resume the focus on the 
individual customer.40 
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By March 2007 Home Depot’s reputation for 
poor customer service was so widely recognized 
that MSN Money published a column by Scott 
Burns that focused on Home Depot’s customer ser-
vice problems. In response, “Thousands of read-
ers posted messages on our boards and more than 
10,000 e-mailed editors here to share their own 
stories of time wasted at Home Depot’s stores.”41 
Frank Blake responded personally by posting his 
own message. Blake apologized to the customers 
and told them he had established a dedicated task 
force that reported directly to him to address all the 
issues posted on the message boards. Blake prom-
ised to increase staffing in stores, recruit and hire 
skilled master tradespeople to provide the kind of 
expert service and advice that had once made Home 
Depot great, invest in the appearance of stores, and 
make clear to all sales associates that nothing is 
more important to Home Depot than its custom-
ers.42 Blake continued to guide the company back to 
the same customer service philosophy that was initi-
ated by founders Bernie Marcus and Arthur Blank, 
“whatever it takes.” This philosophy meant build-
ing and nurturing a relationship with customers, not 
just completing a transaction. According to Bernie 
Marcus, “At the end of the day, we’re in the people 
business.”43

In 2008 Home Depot introduced the “New 
Lower Price” campaign. Price reductions that were 
intended to remain permanent were made on approx-
imately 1,200 items. The affected merchandise rep-
resented approximately 4 percent of Home Depot’s 
average of 30,000 items in each store, according 
to Home Depot spokesperson Jean Niemi, Senior 
Manager of Corporate Communications. Price cuts 
ranged from 5 percent to 50 percent. The marketing 
campaign included television commercials as well 
as print and radio ads. Signs were prominently dis-
played in stores announcing the “New Lower Price” 
on items, and labels on racks compared the old and 
new prices. The “New Lower Price” aimed to attract 
customers, especially females, who had left Home 
Depot for the cleaner, more attractively arranged 
Lowe’s stores. According to Credit Suisse analyst 
Gary Balter, “This reflects a move to jumpstart their 
sales and we view it as a calculated move to rein-
troduce customers to the recent efforts to spruce up 
the stores. Consumers who left during the previ-
ous problems may not have had a reason to return. 
This creates the reason.”44 In the fiscal year 2009 
annual letter to shareholders, Blake told sharehold-
ers that the “New Lower Price” program had saved 

customers over $600 million so far, and that he was 
very pleased with customer response.45

Also in 2009 a new customer service program 
called “Customers FIRST” was launched. All com-
pany associates received training in “Customers 
FIRST” in 2009. Blake viewed “Customers FIRST” 
as a long-term program that reaffirmed Home 
Depot’s commitment to the continuing improvement 
of customer service levels in Home Depot stores.46

Home Depot identified three primary customer 
groups that they served:

Do-It-Yourself (DIY) Customers: Homeowners 
and others who purchase products and materials 
and complete their own projects and installations.

Do-It-For-Me (DIFM) Customers: Homeowners 
and others who purchase products and materials but 
hire third parties to complete the project or installa-
tion. Home Depot could arrange for the installation 
of its products through qualified independent con-
tractors, or service providers.

Professional Customers: General contractors, 
repairmen, professional remodelers, small business 
owners and tradesmen. Many of the Home Depot 
stores offered programs for them such as delivery 
and will-call services, special staff dedicated to their 
support, and expanded credit programs. The avail-
ability of these services was considered to increase 
sales to these customers.47

Blake also evaluated the results of Home Depot’s 
expansion into international markets, and its rela-
tionship with international customers.

International Operations

In response to t he industry trends before and during 
Nardelli’s term as CEO, Home Depot had reached 
out to new markets, which it anticipated would 
give them additional sources of revenue as well as 
international business experience. Stores opened in 
Canada and Mexico. In late 2006 Home Depot pur-
chased a majority stake in 12 stores in China called 
“The Home Way.”48 They hoped that this foothold 
in Asia would allow them access to markets that 
were previously inaccessible. 

However, Home Depot was late to enter the 
Chinese market. Other international chains includ-
ing the British chain Kingfisher Plc had entered 
China as early as the late 1990s. It eventually became 
obvious that the Chinese market did not have the 
same kind of project-oriented consumer as other 
markets. The Chinese consumers wanted the remod-
eling and repair projects to be done for them, not 
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DIY projects. In an exclusive interview with Reuters 
in October 2010, CEO Frank Blake told Reuters, 
“Do-it-yourself is not as strong (in China) cultur-
ally. The dynamics are quite different there than in 
the United States or Mexico or Canada.” Blake also 
said that Home Depot would continue to focus on 
the United States for growth, as it had not found the 
right model to expand into China and other mar-
kets had either become saturated or were not yet 
ready for entry. By the time of the interview, Home 
Depot had reduced the number of stores it operated 
in China to nine. Blake had no plans to enter mar-
kets such as Europe, which were considered already 
saturated.49 

Because of the diverse ventures Home Depot 
had been involved in, Nardelli and more recently 
Frank Blake adopted some basic strategies that 
were applied to maintain the company’s viability. 
However, Blake’s strategies in many cases reversed 
or drastically altered the policies and changes that 
were implemented by Nardelli.

Strategies Used

Prior to Nardelli’s term, Home Depot historically 
used a decentralized organizational structure with 
an entrepreneurial management style, focusing on 
the retail stores. Store managers were given immense 
autonomy, and its stores were staffed with well-
trained and knowledgeable employees who could 
offer advice and help customers find items they 
wanted quickly.50 Home Depot used to place a huge 
emphasis on creating a customer-friendly atmo-
sphere with clean aisles, organized shelves, and well-
stocked inventory. 

However, profit from the retail stores began to 
decrease as the home improvement retail industry 
matured and became saturated. Home Depot needed 
to find its next great idea that would sustain growth. 
Nardelli believed that the key to Home Depot’s 
success was the acquisition and incorporation of 
existing business into HDS, while simultaneously 
squeezing efficiencies out of its retail stores.51

Home Depot Retail

A critical part of Nardelli’s strategy was to reshape 
Home Depot into a more centralized organization.52 
The centralization effort was evident in the man-
agement system that one journalist referred to as 
a “Command and Control Management system,” 
with a goal to replace the old, sometimes random, 

management style with a strict one.53 Management 
in corporate headquarters started to rank every 
employee on the basis of four performance metrics: 
financial, operational, customer, and people skills. 
Nardelli created an equation to measure effective 
performance. The equation is VA 5 Q 3 A 3 E: the 
value-added (VA) of an employee equals the qual-
ity (Q) of what the employee does, multiplied by its 
acceptance (A) in the company, times how well the 
employee executes (E) the task.54

Influenced by his military background, Nardelli 
often hired employees who had military experience. 
Of the 1,142 people who were hired into Home 
Depot’s store leadership program, which consisted 
of a two-year training program for future store 
managers, 528 were junior military officers.55 He 
also brought many militaristic ideas into manag-
ing, Home Depot, which required his employees to 
carry out his “command.” Home Depot began to 
measure everything from gross margin per labor-
hour to the number of greets at its front doors to 
maintain better information, allowing the CEO to 
improve control of the Home Depot operation. 
However, this resulted in many underperforming 
executives being routinely pushed out of their posi-
tions. Between 2001 and early 2007, when Blake 
became CEO, 56 percent of job changes involved 
bringing new managers in from outside the com-
pany.56 This hiring trend was quite different from 
the past, when managers ran Home Depot stores 
based on the knowledge built through the years 
of internal experience in Home Depot operations. 
Alhough centralizing allowed Home Depot to save 
money, it created problems as well. One of the 
regional managers stated, “There were beach chairs 
in Kansas City when it was snowing outside. The 
focus was on the metrics below the sales line, but 
not sales itself.”57

In an effort to drive down labor costs, many full-
time employees were replaced by part-time employ-
ees. But this approach did more than just cut costs; 
it damaged employee morale, diminished the knowl-
edgeable staff available to customers, and led to 
many complaints about poor customer service and 
understaffing. As one customer from San Fernando, 
California, stated: 

“The Home Depot at 12960 Foothill Boulevard, 
San Fernando, California 91342, has virtually no 
customer service. First I thought I couldn’t find any 
employees to help me because I used to go after work 
at around 5:00 p.m. Then I tried going during my 
lunch hour, then during off-work week days. To my 

76812_The Home Depot.indd   C-776812_The Home Depot.indd   C-7 24/08/11   3:27 PM24/08/11   3:27 PM



C-8          The Home Depot

surprise, no matter what time I go, there are no 
present employees out on the floor. The one or 
two that I’ve seen are obtained by hassling the 
cashiers. Try getting help from the guy out in the 
garden department and he answers with “I don’t 
know, I’m not an expert. They didn’t train me.” 
What kind of answer is this, what kind of store 
is this? The commercials on TV make it almost 
seem like a mom and pop candy store. You go in 
and you’re by yourself. You need a refrigerator? 
Tough. There’s nobody there to sell it to you. You 
need a chandelier? Tough—no one in this depart-
ment to help you. What about the next depart-
ment? Oh, he replies he knows nothing about the 
department next door. Customers beware: shop 
elsewhere.”58

This story was similar to those posted on the 
MSN Money message boards, which prompted 
Frank Blake to take the necessary actions to bring 
Home Depot’s focus back to the customer service 
excellence philosophy of its founders.

According to the University of Michigan’s 
annual American Customer Satisfaction Index 
released on February 21, 2006, with a score of
67, down from 73 in 2004, Home Depot scored 
11 points behind Lowe’s. Claes Fornell, a profes-
sor at University of Michigan, stated that the drop 
in satisfaction was one reason why Home Depot’s 
stock price had declined at the same time Lowe’s had 
improved.59 However, the 2009 American Customer 
Satisfaction Index gave Home Depot a score of 
72, which was still seven points behind Lowes’ score 
of 79.60

The general appearance of Home Depot retail 
stores also became a drawback for customers under 
Nardelli. They often complained that Home Depot 
had become more like a “warehouse” that was 
unclean, unorganized, and far from the enjoyable 
shopping experience it had been in the past.61 This 
neglect of the Home Depot’s retail stores may have 
been the result of Nardelli shifting his focus toward 
new ventures, including HDS.

Home Depot Supply 

The building supply market during the early 1990s 
was a growing yet fragmented market segment worth 
$410 billion per year.62 Nardelli saw an opportunity 
to enter this new market because there were few 
large competitors. To reduce the cannibalization of 
sales from its existing retail stores, he announced 

that Home Depot would cut retail store openings 
by nearly half over a five-year period.63 Using the 
money saved from cutting retail store construction, 
Home Depot spent about $6 billion acquiring more 
than 25 wholesale suppliers to build up HDS. 
HDS was a wholesale unit that sold pipes, custom 
kitchens, and building materials to contractors and 
municipalities. 

Because Home Depot had acquired so many 
wholesalers, HDS became one of the leaders in the 
building supply industry. For example, in 2005 
Home Depot purchased National Waterworks and 
entered the municipal water pipe market. Home 
Depot’s biggest purchase was that of the $3.5 bil-
lion acquisition of Hughes Supply in 2006, which 
made Home Depot a leading distributor of electrical 
and plumbing supplies. HDS expected to have 1,500 
supply houses with revenues of $25 billion annually 
by 2010.64 

Due to the fragmentation of the building sup-
ply market, many contractors were associated with 
their regional suppliers based on long-standing 
relationships. Those regional suppliers offered a 
highly trained sales staff and specialized service, 
whereas HDS stores worked much like the standard 
warehouse format.65 Home Depot was challenged 
to satisfy a new range of customers’ needs, which 
were different from DIY customers. Therefore, 
HDS encouraged its sales employees, by reward-
ing them primarily with commissions, to win con-
tracts. Furthermore, Home Depot retained most of 
the management of acquired suppliers, realizing the 
importance of cultural continuity. Nardelli insisted 
that top management, salespeople, and internal 
cultures of the acquired companies maintain their 
corporate names and colors on stores and delivery 
trucks.66 He believed that these efforts would help 
them keep existing long-term relationships with con-
tractors. HDS was expected to earn 20 percent of 
the company’s overall sales. 

As mentioned, when Blake took over as CEO he 
saw the need to refocus Home Depot’s vision and 
again focus on the retail market. Therefore, in June 
2007 Home Depot announced the sale of HDS for 
$10 billion to a group of private equity firms (Bain 
Capital, The Carlyle Group, and Clayton, Dubilier, 
and Rice).67 The actual sale amounted to $8.5 bil-
lion and the proceeds from the sale were used to 
implement necessary changes in Home Depot such 
as increased capital spending, upgrading merchan-
dise, and hiring trained and qualified staff and sales 
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associates.68 The latter was especially important 
because many employees were beginning to feel dis-
satisfied with their positions, leading to a danger-
ously volatile corporate culture.

Corporate Culture

Home Depot’s corporate culture changed drasti-
cally as a result of Nardelli’s leadership style. Due 
to Nardelli’s military background, many of the 
changes he implemented were designed to create 
a more vertically oriented management structure. 
Originally, each Home Depot store enjoyed a sense 
of autonomy, as each store director was able to set 
prices and promote products within that store to 
match the needs of the community in which it was 
located. Under Nardelli, each executive and store 
director was responsible for various financial tar-
gets, and if these targets were not met, they were 
immediately terminated. This expectation created a 
general atmosphere of fear and distrust. Throughout 
Nardelli’s tenure as CEO, 97 percent of top execu-
tives were removed and replaced.

To further cut costs, Nardelli implemented a 
part-time workforce and eliminated many of the full-
time employee positions. This trend caused a great 
deal of resentment from employees who had previ-
ously worked full time for Home Depot, because 
they could no longer receive medical and dental ben-
efits. When the part-time workforce was combined 
with a management system that only focused on the 
bottom line, no time was left for taking care of the 
customer.

When Nardelli left Home Depot, there was 
rejoicing among the employees. Although Blake was 
an unknown to many of the company’s employees, 
Nardelli’s departure “was already brightening the 
mood at some company stores.”69 An Atlanta store 
operations manager made the following comments 
only hours after the announcement that Nardelli 
was leaving the company. “It’s amazing the reaction 
of people on my floor. People are openly ecstatic. 
High-fiving.” Most company executives were also 
supportive of Blake. They believed that he lacked 
Nardelli’s “sharp edges and preferred to build con-
sensus rather than dictate orders.”70 However, Blake 
had worked with Nardelli at General Electric, and 
Nardelli had recruited Blake to Home Depot, which 
led to some initial suspicion and dissent. However, 
Blake was able to overcome this with his “low-key 
and unassuming style.”71 

Unlike Nardelli, Blake had a “mellow, it’s-not-
about-me style” that was welcomed by Home Depot 
employees.72 He was able to move past the turmoil 
created by Nardelli to more closely align both the 
culture and the focus on customer service with 
the standards set by founders Marcus and Blank. 
Although Blake made the strategic decisions to sell 
HD Supply in 2007 and in 2009 close the unprof-
itable EXPO, THD Design Center, and Yardbirds 
stores, close poorly performing stores and restruc-
ture internally, all of which resulted in thousands of 
lay-offs, employee morale and customer satisfaction 
were up by the fall of 2010 according to internal 
surveys.73 Blake regularly consulted with Marcus 
and Blank and walked stores with them. Both poli-
cies have continued. In addition, Marcus and Blank 
continue to speak at the annual Home Depot rally 
to motivate managers.

Blake reduced the metrics for assessing store 
managers from 30 to eight, and included the results 
of each store’s customer surveys.74 He gave assis-
tant store managers restricted stock, increased the 
number of associates eligible for annual bonuses, 
made it easier for employees to win bonuses, and 
reinstituted merit awards. He brought back the pol-
icy of awarding “Homer” badges to employees for 
great service performance. Spending on employee 
bonuses increased to $146 million in fiscal year 
2009, the largest amount in Home Depot’s his-
tory.75 In addition, he gave some of the decision-
making power back to the stores.76 Blake brought 
back the symbol of Home Depot’s inverted pyra-
mid, with “CEO” at the bottom and “customers” 
at the top. He started and continued the practice 
of hand-writing thank-you cards on Sundays, most 
of them for store employees who had assisted cus-
tomers in solving problems. He also created a live 
monthly call-in television show, called InBox Live, 
that broadcast internally to Home Depot stores. All 
associates could, and were encouraged to, call in to 
ask Blake questions.77

Frank Blake’s efforts and management style were 
recognized by many industry leaders and manage-
ment experts. Jeremy Garlington, a managing part-
ner of Point of View, LLC, a leadership consulting 
firm based in Atlanta, GA, made the following com-
ments about Blake: “You might be scratching your 
heads, going, ‘This guy is too much of a nice guy.’ 
But from what he faced from a reputation point of 
view, he gets very high marks in righting the ship. 
He’s been the calmer-in-chief for that company.”78 
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Garlington also commented about Blake’s previ-
ous career as a lawyer. “Lawyers are classically 
trained in conflict and how to navigate deep-rooted 
issues that have human resources and financial 
implications,” he said.79 Joel Koblentz, a senior 
partner with The Koblentz Group, an executive 
and board search company in Atlanta, commented 
on Blake’s attention to company symbols. “Frank 
has been very observant about the symbols. There 
was a symbol that Bernie and Arthur had: That 
we’re all associates and we’re available. We’re all 
in this boat together.” Koblentz further compli-
mented Blake by saying, “What makes Frank Blake 
adept is that he brought a sensibility without ego to 
Home Depot.”80

Executives at Home Depot also appreciated 
Blake’s efforts and management style. Marvin 
Ellison, Home Depot’s executive vice president of 
U.S. stores said, “He has a high degree of humility. 
It’s not just his words but it’s his actions. Also, asso-
ciates love him.” Another top Home Depot exec-
utive agreed with Ellison, and added that Blake’s 
leadership is effective because it is “genuine.”81

Although employee morale and the corpo-
rate culture were improving, there were still 
many areas that needed further improvements. 
Customer service had improved since 2007, but 
a 2009 J.D. Power and Associates study ranked 
Home Depot last in customer satisfaction for the 
home-improvement and appliance sales fields. 
According to the study, Home Depot’s bottom 
position was due to “weak customer service rela-
tive to other retailers.” This “has been Home 
Depot’s greatest obstacle to keeping pace with 
the rest of the industry … 2009 marks the eighth 
consecutive time that Lowe’s has bested its larger 
rival in customer satisfaction.”82 In addition to 
customer satisfaction, there were financial issues 
that needed attention.

Financial Issues

Due to the housing and home improvement boom, 
sales soared from $46 billion in 2000, the year 
Nardelli took over, to $81.5 billion in 2005, with 
an annual average growth rate of 12 percent.83 
The Home Depot’s gross margins increased from 
3.5 percent in 2000 to 35.5 percent in 2005.84

For fiscal 2006, net sales were $90.8 billion with 
earnings of $5.8 billion, an 11.4 percent increase 
from fiscal 2005. Fiscal 2006 net sales in the retail 

segment were $79.0 billion, a 2.6 percent increase 
from 2005, which was driven by the opening of 
new stores. The HDS segment contributed $12.1 
billion, an increase of 161.6 percent from 2005. 
This increase was driven by solid organic growth 
and sales from acquired businesses.85 Although 
Home Depot remained one of the world’s largest 
home improvement retailers in the world, results 
for fiscal 2006 were disappointing, according to 
Frank Blake.86 However, the $90.8 billion in net 
sales for fiscal year 2006 would actually be the high 
point for Home Depot. In fiscal year 2007 revenue 
dropped to $77.3 billion, followed by $71.3 billion 
in 2008 and $66.18 in 2009. Stock prices dropped 
from $40.74 in fiscal year 2006 to $30.64 in 2007, 
$21.53 in 2008, and then increased to $28.01 in 
2009. These were the years of the economic reces-
sion, the worst downturn in the housing market in 
many years, and the mortgage crisis. In the Home 
Depot 2009 Annual Report, Blake assured share-
holders that the company was financially strong. 
$1.75 billion of senior notes were retired, and 
Home Depot repurchased approximately $200 mil-
lion of outstanding shares. On February 23, 2010, 
Home Depot’s board of directors approved a 5 per-
cent increase in dividend. This was the first increase 
since 2006.87

Frank Blake was optimistic at the end of the 
second quarter 2010. Net earnings in the second 
quarter 2010 were $1.2 billion ($0.72 per diluted 
share) compared with the second quarter 2009 
results of $1.1 billion ($0.66 per diluted share). 
Second quarter 2010 sales were $19.4 billion, 
which represented an increase of 1.8 percent over 
sales for the second quarter 2009. Comparable 
store sales for the second quarter 2010 were posi-
tive 1.7 percent and comp sales for U.S. stores were 
positive 1.0 percent. In addition, 97 percent of 
Home Depot stores qualified for success sharing, 
the bonus plan for hourly associates, for the first 
half of fiscal year 2010. Based on year-to-date per-
formance and expectations for performance dur-
ing the remainder of 2010, Home Depot expected 
sales for fiscal year 2010 to be up approximately 
2.6 percent, and diluted earnings per share from 
continuing operations to increase by approxi-
mately 22.6 percent to $1.90.88

For Home Depot’s income statement, balance 
sheet, statement of cash flows, consolidated state-
ment of earnings and key ratios, see Exhibits 1 
through 5, respectively. 
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Exhibit 1 The Home Depot, Inc. Consolidated Statements of Stockholders’ Equity and Comprehensive Income

Accumulated 
Other

Compre-
hensive 

Income (Loss)
amounts in millions, 
except per share data Shares Amount

Paid In 
Capital

Retained 
Earnings Shares Amount

Stockholders’ 
Equity

Total 
Compre-
hensive 
Income

Balance, January 28, 2007 2,421 $121 $7,930 $33,052 $310 (451) $(16,383) $25,030
Cumulative eff ect of the
 adoption of FIN 48 — — —   (111) — — —   (111)

Net earnings — — —  4,395 — — —  4,395 $4,395

Shares issued under employee
 stock plans  12  1  239 — — — —   240

Tax eff ect of sale of option 
 shares by employees — —    4 — — — —     4

Translation adjustments — — — — 455 — —   455   455

Cash fl ow hedges, net of tax — — — —  (10) — —    (10)    (10)

Stock options, awards and amor-
 tization of restricted stock — —  206 — — — —   206

Repurchase of common stock — — — — — (292) (10,815) (10,815)

Retirement of treasury stock (735) (37) (2,608) (24,239) — 735 26,884 —

Cash dividends ($0.90 per share) — — —  (1,709) — — —  (1,709)

Other — —   29 — — — —    29

Comprehensive income $4,840
Balance, February 3, 2008 1,698 $85 $5,800 $11,388 $755 (8) $(314) $17,714
Net earnings — — —  2,260 — — —  2,260 $2,260

Shares issued under employees
 stock plans   9 —   68 — — — —    68

Tax eff ect of sale of option 
 shares by employees — —    7 — — — —     7

Translation adjustments — — — — (831) — —   (831)   (831)

Cash fl ow hedges, net of tax — — — —   (1) — —     (1)     (1)

Stock options, awards and amor-
 tization of restricted stock — —  176 — — — —   176

Repurchase of common stock — — — — —   (3)    (70)    (70)

Cash dividends ($0.90 per share) — — —  (1,521) — — —  (1,521)

Other — —    (3)    (34) — —    12    (25)

Comprehensive income $1,428
Balance, February 1, 2009 1,707 $85 $6,048 $12,093 $(77) (11) $(372) $(17,777)
Net earnings — — —  2,661 — — —  2,661 $2,661

Shares issued under employee
 stock plans   9  1   57 — — — —    58

Tax eff ect of sale of option 
 shares by employees — —    (2) — — — —     (2)

Translation adjustments — — — — 426 — —   426   426

Cash fl ow hedges, net of tax — — — —  11 — —    11    11

Stock options, awards and amor-
 tization of restricted stock — —  201 — — — —   201

Repurchase of common stock — — — — —   (7)   (213)   (213)

Cash dividends ($0.90 per share) — — —  (1,525) — — —  (1,525)

Other — — —     (3)  2 — —    (1)     2

Comprehensive income $3,100
Balance, January 31, 2010 1,716 $86 $6,304 $13,226 $362 (18) $(585) $19,393

Common Stock Treasury Stock

Source: The Home Depot Annual Report 2009
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 Exhibit 2 The Home Depot, Inc. and Subsidiaries Consolidated Balance Sheets

amounts in millions, except share and per share data January 31, 2010 February 1, 2009
Assets
Current assets:
 Cash and cash equivalents $ 1,421 $   519
 Short-term investments 6 6
 Receivables, net 964 972
 Merchandise inventories 10,188 10,673
 Other current assets 1,321 1,192
  Total current assets 13,900 13,362
Property and Equipment, at cost:
 Land 8,451 8,301
 Buildings 17,391 16,961
 Furniture, fi xtures and equipment 9,091 8,741
 Leasehold improvements 1,383 1,359
 Construction in progress 525 625
 Capital leases 504 490

37,345 36,477
 Less accumulated depreciation and amortization 11,795 10,243

  Net property and equipment 25,550 26,234
 Notes receivable 33 36
 Goodwill 1,171 1,134
 Other assets 223 398
  Total assets $40,877 $ 41,164
Liabilities and Stockholders’ Equity
Current Liabilities:
 Accounts payable $ 4,863 $  4,822
 Accrued salaries and related expenses 1,263 1,129
 Sales taxes payable 362 337
 Deferred revenue 1,158 1,165
 Income taxes payable 108 289
 Current installments of long-term debt

1,020 1,767
Other accrued expenses 1,589 1,644
 Total current liabilities 10,363 11,153
Long-term debt, excluding current installments 8,662 9,667
Other long-term liabilities 2,140 2,198
Deferred income taxes 319 369
 Total liabilities 21,484 23,387
Stockholders’ Equity
  Common stock, parvalue $0.05; authorized: 10 billion shares; issued: 

 1.716 billion shares at January 31, 2010 and 1.707 billion shares 
 at February 1,2009; outstanding: 1.698 billion shares at January 31, 
 2010 and 1.696 billion shares at February 1, 2009 86 85

 Paid-in capital 6,304 6,048
 Retained earnings 13,226 12,093
 Accumulated other comprehensive income (loss) 362 (77)
  Treasury stock, at cost, 18 million shares at January 31, 2010 and 

 11 million shares at February 1, 2009 (585) (372)
 Total stockholders’ equity 19,393 17,777
  Total liabilities and stockholders’ equity $40,877 $41,164

Source: The Home Depot Annual Report 2009
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 Exhibit 3 The Home Depot, Inc. Consolidated Statements of Cash Flows

Fiscal Year Ended1

amounts in millions
January 31, 

2010
February 1, 

2009
February 3, 

2008
Cash fl ows from operating activities:
Net earnings $2,661 $2,260 $4,395

Reconciliation of net earnings to net cash provided by operating 
  activities:

 Depreciation and amortization 1,806 1,902 1,906

 Impairment related to rationalization charges — 580 —

 Impairment of investment 163 163 —

 Stock-based compensation expense 201 176 207

  Changes in assets and liabilities, net of the eff ects of acquisitions 
  and disposition:

  (Increase) decrease in receivables, net (23) 121 116

  Decrease (increase) in merchandise inventories 625 743 (491)

  Decrease (increase) in other current assets 4 (7) 109

  Increase (decrease) in accounts payable and accrued expenses 59 (646) (465)

  Decrease in deferred revenue (21) (292) (159)

  (Decrease) increase in income taxes payable (174) 262 —

  Decrease in deferred income taxes (227) (282) (348)

  (Decrease) increase in other long-term liabilities (19) 306 186

  Other 70 242 271

  Net cash provided by operating activities 5,125 5,528 5,727

Cash fl ows from investing activities:
Capital expenditures, net of $10, $37 and $19 of non-cash capital 
expenditures in fi scal 2009, 2008 and 2007, respectively (966) (1,847) (3,558)

Proceeds from sale of business, net — — 8,337

Payments for business acquired, net — — (13)

Proceeds from sales of property and equipment 178 147 318

Purchases of investments — (168) (11,225)

Proceeds from sales and maturities of investments 33 139 10,899

  Net cash (used in) provided by investing activities (755) (1,729) 4,758

Cash fl ows from fi nancing activities:
(Repayments of ) proceeds from short-term borrowings, net — (1,732) 1,734

Repayments of long-term debt (1,774) (313) (20)

Repurchases of common stock (213) (70) (10,815)

Proceeds from sales of common stock 73 84 276

Cash dividends paid to stockholders (1,525) (1,521) (1,709)

Other fi nancing activities (64) (128) (105)

  Net cash used in fi nancing activities (3,503) (3,680) (10,639)

Increase (decrease) in cash and cash equivalents 867 119 (154)

Eff ect of exchange rate changes on cash and cash equivalents 35 (45) (1)

Cash and cash equivalents at beginning of year 519 445 600

Cash and cash equivalents at end of year $1,421 $  519 $ 445

Supplemental disclosure of cash payments made for:
Interest, net of interest capitalized $  664 $  622 $  672

Income taxes $2,082 $1,265 $2,524

1Fiscal years ended January 31, 2010 and February 1, 2009 include 52 weeks. Fiscal year ended February 3, 2008 includes 53 weeks.
Source: The Home Depot Annual Report 2009
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Fiscal Year Ended1

amounts in millions, except per share data
January 31, 

2010
February 1, 

2009
February 3, 

2008
Net sales $66,176 $71,288 $77,349

Cost of sales 43,764 47,298 51,352

 Gross profi t 22,412 23,990 25,997

Operating expenses:

 Selling, general and administrative 15,902 17,846 17,053

 Depreciation and amortization 1,707 1,785 1,702

  Total operating expenses 17,609 19,631 18,755

 Operating income 4,803 4,359 7,242

Interest and other (income) expense:

 Interest and investment income (18) (18) (74)

 Interest expense 676 624 696

 Other 163 163 —

  Interest and other, net 821 769 622

  Earnings from continuing operations before provision 
 for income taxes 3,982 3,590 6,620

Provision for income taxes 1,362 1,278 2,410

 Earnings from continuing operations 2,620 2,312 4,210

 Earnings (loss) from discontinued operations, net of tax 41 (52) 185

 Net earnings $ 2,661 $ 2,260 $ 4,395

Weighted average common shares 1,683 1,682 1,849

Basic earnings per share from continuing operations $  1.56 $  1.37 $  2.28

Basic earnings (loss) per share from discontinued operations $  0.02 $  (0.03) $  0.10

Basic earnings per share $  1.58 $  1.34 $  2.38

Diluted weighted average common shares 1,692 1,686 1,856

Diluted earnings per share from continuing operations $  1.55 $  1.37 $  2.27

Diluted earnings (loss) per share from discontinued operations $  0.02 $  (0.03) $  0.10

Diluted earnings per share $  1.57 $  1.34 $  2.37

Exhibit 4  The Home Depot, Inc. and Subsidiaries Consolidated Statements of Earnings

1Fiscal years ended January 31, 2010 and February 1, 2009 include 52 weeks. Fiscal year ended February 3, 2008 includes 53 weeks.
See accompanying Notes to Consolidated Financial Statements.

Source: The Home Depot Annual Report 2009.

Shareholders

Although Nardelli helped Home Depot achieve 
drastic structural changes, stock prices were affected 
by the lack of focus of this retail organization. 
Home Depot’s shares were down 7 percent by 
late 2006 while archrival Lowe’s stock prices had 
soared more than 200 percent since 2000. (For a 
comparison of Home Depot’s top competitors and 
their industry and market, see Exhibit 6.) The poor 

stock performance led to anger among many of the 
shareholders.28 Also in late 2006 there was specula-
tion that Home Depot could be a target for private 
equity firms that were eager to obtain retail assets. 
Under Nardelli, Home Depot spent $20.3 billion 
to buy back shares and issue dividends. However, 
investors realized almost no gains in their share 
value. Nardelli’s pay package, which amounted to 
more than $200 million in salary, bonuses, stock 
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 Exhibit 5 Home Depot Key Ratios

Valuation Ratio 

P/E (TTM) 18.43
Price to cash fl ow 11.01
Price to sales (TTM) 0.74
Price to book 2.44

5-Year Annual Growth 

Net income 211.86%
Revenue 21.97%
Dividend per share 22.59%
EPS 27.03%

Profi t Margins 

Operations margin 7.27%
Net profi t margin 4.02%
Gross profi t margin 31.29%

Assets 

Asset turnover 1.62
Inventory turnover 4.19

Per Share Ratio 

Dividend per share (TTM) 0.93
Book value per share 12.08
EPS fully diluted 1.57
Revenue per share 39.11

Dividends 

Dividend yield 2.95%
Dividend yield—5-year average 2.37%
Dividend per share (TTM) 0.93
Dividend payout ratio 53.36

Financial Strength 

Quick ratio (MRQ) 0.23
Current ratio (MRQ) 1.24
LT debt to equity (MRQ) 39.74
Total debt to equity (MRQ) 50.14
Return on equity (ROE per share) 14.34
Return on assets (ROA) 7.75
Return on invested capital (ROIC) 10.64

Source:  DailyFinance.com, http://www.dailyfinance.com/financials/the-home-depot-inc/he/nys/key-ratios, November 11, 2010

Key Numbers Home Depot Lowe’s Menard1  True Value1

Annual sales ($ mil.) 66,176.0 47,220.0        7,900.0

(estimated)

1,823.3

Employees  317,000 239,000 40,300   3,000

Market cap ($mil.) 51,457.8 30,114.3 — —

Profi tability Home Depot Lowe’s Menard1 True Value1 
Industry 
Median2

Market 
Median3

Gross profi t margin 34.15% 34.81% — — 34.34% 28.77%

Pre-tax profi t margin  6.73% 6.15% — —   6.38%   8.48%

Net profi t margin  4.39% 3.87% — —   4.10%   5.53%

Return on equity  15.3%   9.7% — —   12.3%   10.1%

Return on assets    6.8%   5.4% — —     6.1%      1.5%

Return on invested capital     9.9%   7.6% — —     8.7%      4.4%

Valuation Home Depot Lowe’s Menard1 True Value1 
Industry 
Median

Market 
Median2

Price/sales ratio   0.77  0.64 — —    0.71   3.67

Price/earnings ratio 17.92 16.61 — — 17.54 26.95

Price/book ratio    2.65  1.57 — —    2.11    7.13

Price/cash fl ow ratio 10.09  9.95 — — 10.10 22.83

Exhibit 6 Industry Statistics and Comparisons for Home Depot

Source: © 2010, Hoover’s, Inc. All Rights Reserved, http://premium.hoovers.com.ezproxy1.lib.asu.edu/subscribe/co/fin/factsheet.xhtml?ID=ffffrrckffkttkrkrr&ticker=HD.

1Data unavailable.
2Industry:  building materials, hardware, garden supply, and mobile home dealers.
3Market:  public companies trading on the New York Stock Exchange, the American Stock Exchange, and the NASDAQ National Market.

 C-15

76812_The Home Depot.indd   C-1576812_The Home Depot.indd   C-15 24/08/11   3:27 PM24/08/11   3:27 PM



C-16          The Home Depot

options, restricted stock, and other perks between 
2000 and 2006, further outraged many sharehold-
ers. At a time when CEO compensation had come 
under public scrutiny, Home Depot’s board of direc-
tors asked Nardelli to align his future stock awards 
with shareholder gains. Nardelli refused. In January 
2007 Nardelli resigned his position as CEO and 
collected a severance payout worth $210 million.89 
Blake’s CEO compensation package was $7,753,611 
in 2007, $9,289.225 in 2008, and $9,927.53 in 
2009.90 

Although sales and share prices continued to 
decline during downturn of the housing market, 
the mortgage crisis and the economic recession that 
struck full force in the fall of 2008, stockholders 
at the annual Home Depot shareholder meeting in 
May 2009 told Frank Blake that efforts to improve 
customer service had been beneficial regardless of 
the tough economy.91 As Blake continued to make 
strategic decisions that would cut costs and stream-
line operations, as well as improve the corporate 
culture, shareholders continued to support him 
See Exhibit 7 for information on Home Depot’s 
historical stock prices. Exhibit 8 provides a stock 
chart illustrating Home Depot’s share prices 
between November 10, 2000 and November 8, 
2010. 

What Lies Ahead for Home Depot?

Home Depot has been plagued by many problems 
in its history. Robert Nardelli’s strategic approach 
of focusing on suppliers and improving efficiency 
demoralized much of the human capital in its retail 
business, and as a result seemingly reduced the effec-
tiveness of Home Depot’s cherished organizational 
culture. The approach left employees afraid of their 
own executives, which forced them to focus on 
maintaining their current positions through hyperef-
ficiency and in effect to fall short in customer service. 
This bottom-line thinking had drastic implications 
for Home Depot’s customer base as more custom-
ers left Home Depot to shop at other stores such as 
Lowe’s and Wal-Mart to meet their home improve-
ment needs. Nardelli also pursued a policy of growth 
through expansion, increasing the number of stores 
in the United States and overseas, which also took 
attention away from the increasing customer service 
problems and employee dissatisfaction.

Frank Blake turned the company culture around 
and made customer service the top priority at Home 
Depot, as it had been in the years before Nardelli. 
He improved the appearance of stores, employee 
morale, and customer service standards. During 
the recession and housing market downturn, Blake 

 
 Exhibit 7: Home Depot Historical Stock Prices

Home Depot Stock History
Year Stock Price ($) P/E Per Share ($)

FY
High

FY
Low

FY
Close High Low Earns. Div.

Book
Value

Jan 2010 29.44 17.49 28.01 19 11 1.57 0.90 11.65

Jan 2009 30.74 17.05 21.53 23 13 1.34 0.90 10.67

Jan 2008 42.01 23.77 30.64 18 10 2.37 0.90 10.64

Jan 2007 43.95 32.85 40.74 16 12 2.79 0.68 15.03

Jan 2006 43.98 34.56 40.55 16 13 2.72 0.40 16.16

Jan 2005 44.30 32.34 41.26 20 14 2.26 0.32 14.51

Jan 2004 37.89 20.18 35.47 20 11 1.88 0.26 13.46

Jan 2003 52.60 20.10 20.90 34 13 1.56 0.21 11.89

Jan 2002 53.73 30.00 50.09 42 23 1.29 0.17 10.86

Jan 2001 70.00 34.69 48.20 64 32 1.10 0.16  9.01

Source:  Hoover’s Company Reports 2010, http://premium.hoovers.com.ezproxy1.lib.asu.edu/subscribe/co/fin/history.xhtml?ID=ffffrrckffkttkrkrr.
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Exhibit 8 Home Depot Historical Stock Chart

Source:  Home Depot, Inc. (HD), http://moneycentral.msn.com/stock_quote?Symbol=HD.

reorganized Home Depot’s supply chain and distribu-
tion operations. Blake believed that the key to sur-
viving the housing downturn and recession was to 
focus on Home Depot’s existing retail stores and to 
increase the number of in-store sales and efficiency 
instead of expanding and building more stores. He 
sold HD Supply, and closed the unprofitable EXPO, 
THD Design Center, and Yardbirds stores, along with 
other underperforming retail stores. Blake’s goal was 
to fix Home Depot’s existing problems, and to have 
the company strategically prepared for the predicted 
turnaround in the economy and the housing market. 
By 2010 the economy was showing slow signs of 
recovery. People began to do more improvements on 
their homes; some spent additional money for higher-
priced merchandise and services such as carpet instal-
lations. Blake believed that the increased activity was 
a cause for optimism, but he regarded 2010 as a tran-
sitional year, and not a year of robust growth.92

However, most of Blake’s term had been spent 
streamlining and contracting operations to make 
Home Depot more efficient, increase customer sat-
isfaction and reinstate Marcus and Blank’s cher-
ished corporate culture. According to Garlington, 
“Generally the guy who comes in as calmer-in-chief 
and rights the ship isn’t the guy who leads the next 
wave of growth.”93 In the fall of 2010, Blake was 
61 years old with no known plans to retire, while 
according to Joel Koblentz, at least three internal 

candidates were being groomed as potential suc-
cessors: Carol Tome, Chief Financial Officer, Craig 
Menear, Executive Vice President of Merchandising, 
and Marvin Ellison, Executive Vice President of 
U.S. Stores.94 Did Blake sufficiently prepare Home 
Depot to face new challenges when the economy 
improved? Would he be able to initiate and manage 
the next period of growth? While Blake effectively 
met the challenges of the past, would he be the one 
to lead Home Depot into the future? Or would one 
of the internal candidates take over? Many ques-
tions remained unanswered as Home Depot and its 
competitors continued to seek a competitive advan-
tage for the future. 
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