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Section (A) Summary

Recommendation Buy:  Yes

Target Price: 70

Stop-Loss Price:
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Sector: Consumer
Discretionary

Industry: Specialty (Pet)
Retail

Market Cap (in Billions):
6.689B
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107.47TM

Current Price: 61.98 52 WK Hi: 72.75 52 WK Low: 54.20 EBO Valuation: $72.54
Morningstar (MS) Fair MS FV Uncertainty: MS Consider Buying: MS Consider Selling: 99.90
Value Est.: 74 Average 51.80

EPS (TTM): 39.36

EPS (FY1): 3.01

EPS (FY2): 4.48

MS Star Rating: 4 Stars

Next Fiscal Yr. End
"Year”: 2014
“Month”: January

Last Fiscal Qtr. End:
Less Than 8 WK:
Yes

If Less Than 8 WK, next
Earnings Ann. Date: N/A
(already released)

Analyst Consensus
Recommendation: Hold

Forward P/E: 13.83

Mean LT Growth: 15.36%

PEG: 0.90

Beta: 0.65

% Inst. Ownership: 93.06

Inst. Ownership- Net
Buy: Yes

Short Interest Ratio: 3.00

Short as % of Float: 5.40

Ratio Analysis Company Industry Sector
P/E(TTM) 17.48 14.66 22.64
P/S(TTM) 0.99 0.64 1.27
P/B (MRQ) 5.95 213 1.43
P/CF (TTM) n/a 9.20 8.20
Dividend Yield 1.06 1.91 0.88
Total Debt/Equity (MRQ) | 46.83 41.91 54.43
Net Profit Margin (TTM) | 5.53 414 7.80
ROA (TTM) 14.70 7.26 8.67
ROE (TTM) 34.21 13.79 13.74




Investment Thesis

With a recent dip in stock price attributable
to a slight miss in revenues, right now is a
good time to purchase at a low price before
the stock fully recovers. For a retail
company, PetSmart is in a good place as itis
estimated that between 60 and 65% of
Americans have at least one pet. Along with
this, most consumers are willing to give up
spending on other items before they give up
spending on their pets, and this spending is
estimated to stay strong for at least the next
four years.

PROS:

e PetSmart has differentiated itself by
providing unique services for
consumers, so all their pet’s needs
can be taken care of in one place.

e The company has continually seen
positive surprises in revenues and
earnings in their recent history
(excluding the most recent
revenues).

e Spending on pets has proven to be
durable during economic downturn.

e PetSmart provides a larger variety of
all products than most competitors.

e PetSmart is nearly twice the size of
Petco, and the only option in the
specialty pet retail industry to invest
in.

e PetSmart offers some brands that
are only sold in PetSmart stores—
with the risks associated with
switching pet food and products,
many customers will stay with
PetSmart in order to get the brands
that work with their pets.

e PetSmart can count on the further
humanization of pets and the “pet
parents” niche of consumers that
shop in their stores.

Summary

Provide brief summary of your analysis in each section
that follows

Company Profile: PetSmart is a specialty retailer that
sells pet food and supplies, provides grooming, training,
and boarding services, and full-service veterinary clinics
in store.

Fundamental Valuation: The Fundamental Valuation
implies that the stock is currently undervalued, with an
implied price of $72.54 given for an abnormal growth
period of 4 years.

Relative Valuation: Results for the Relative Valuation
were inconclusive due to the inability to compare to
true competitors within the same industry.

Revenue and Earnings Estimates: Revenues and
earnings estimates are up from where they were one
year ago, but have dipped slightly in recent months.
One exception to this is seen for this coming quarter,
where earnings estimates have continued to raise.

Analyst Recommendations: Reuter’s analysts appear to
be taking the slight miss in revenues recently too
seriously, recommending a hold, while Morningstar
analysts and other see this as a good time to take
advantage of the company’s lower price—revenues in
the pet industry are expected to stay strong through
2017.

Institutional Ownership: Institutions hold a large
amount of PetSmart, but only two institutions hold
above 5%.

Short Interest: While the days to cover had dipped very
low after starting fairly high one year ago, a small
amount of negative sentiment has surfaced, revolving
around the resignation of CEO and a slight miss in
revenues earlier this month.

Stock Price Chart: The stock has not performed well
over the last three months, but has done extremely
well when looking over longer time frames. RS is
currently low and the stock has yet to fully recover
from its recent dip in earnings, making this a good time
to get into the stock.




CONS:

Morningstar currently values this
stock much higher than where it is
currently trading.

Customers could start purchasing
their pet products at stores they
frequent more often out of
convenience.

The company has slowed down their
growth/addition of stores each year.
The stock reacted very poorly to a
slight miss in revenues, despite a
positive surprise in earnings.
Changes in management in the
coming months could create
uncertainty and decrease confidence
in investors.

Price multiples are higher than the
industry’s.




Section (B) Company Profile (two pages maximum)

Company Summary

PetSmart began in 1986 under the name PetFood Warehouse and opened its first two specialty
pet stores in the Phoenix area in 1987. The name was changed to PETSMART in 1989, and again
rebranded into PetSmart in 2005 to deemphasize “Mart” and emphasize “Smart.” The company
strives to be the premiere choice among “pet parents” in the United States, Canada, and Puerto
Rico.

PetSmart operates under the following segments: Merchandise, Pet Services, and Veterinary
Services. Merchandise makes up for approximately 89% each year, and can be divided into the
sale of Consumables, Hardgoods, and Pets. Consumables are considered food, treats and litter
under brands both available in other retailers and those specific to PetSmart stores and
comprise around 53% of sales revenue each year. Hardgoods include pet supplies such as
leashes, health care supplies, grooming supplies, toys and pet apparel, beds and carriers, and
supplies and habitats for small animals. Hardgoods account for about 34% of sales revenues
from year to year. Pets includes the sale of fish, birds, reptiles, and small animals like hamsters
and guinea pigs and account for just under 2% each year. PetSmart stores do not sell dogs and
cats, but every store offers space for shelters and other organizations to hold adoption events.

The Pet Services segment accounts for around 11% of revenues each year. Services include
grooming, training, and PetsHotels, which offer a more favorable option to boarding pets, as
they are under 24-hour supervision and have access to an on-call veterinarian at all times.

Veterinary Services account for a very small portion of the revenues PetSmart realizes each
year, but is one of the factors the company feels differentiates it from competitors within the
specialty pet retailing industry. Veterinary Services are full-service hospitals within PetSmart
stores, most (all of which are in the United States) operating under the name “Banfield, The Pet
Hospital.”

Business Model, Competition, Environment and Strategy

As stated in their 10K report, PetSmart’s strategy is “to be the preferred provider for the
lifetime needs of pets.” They elaborate by listing the following as their primary initiatives to
achieve this strategy:

e Create meaningful differentiation that drives brand preference.
e Offer superior customer service.
e Focus on operating excellence.

e Grow the pet services business.



e Add stores and provide the right store format to meet the needs of customers.

The pet industry is viewed as generally recession proof, as food and vet services are staple
items to those who have pets. Along with this, specialty retailers like PetSmart cater to those
who view their pets as family members. These “pet parents” are described in PetSmart’s 10K
report as those “who are passionately committed to their pets and consider their pets
members of their family.” These are the people PetSmart can rely on in tough economic times
to continue spending the little extra cash they do have on the unnecessary items for their pets.

Though specialty pet retailing is a fairly recession proof industry, PetSmart’s main competitors
could fairly easily take market share away from PetSmart if they are able to have lower prices.
The main competitors PetSmart has to combat include warehouse clubs and stores like
Walmart or Target that carry basic pet items at generally decent price points. Grocery store and
general retail merchandisers also carry these items, and consumers are more likely to spend
time in these stores picking up other items. This extra exposure could cause them to skip the
extra trip to a specialty store simply out of convenience. Especially because of their veterinary
services in-store, PetSmart also has to consider veterinarians as direct competition. Most
veterinarians carry specialty food and treats, and also have pharmacies in-office to fill most
demand for pet prescriptions. For hardgoods merchandise, PetSmart competes against
websites like Amazon and eBay, who often have prices that are much lower than those found in
stores.

Like most retailers, PetSmart faces risks revolving around declines in consumer spending and is
within a competitive industry. They also face the risk of inaccurately predicting the demand
when purchasing inventory, and increases in operating or inventory costs could cut into profit
margins. Because they sell consumable goods, they run the risk of unknowingly selling food that
is unsafe. Though the company’s “foreign” income accounts for a very small portion of income,
they do run foreign currency risk.



Revenue and Earnings History

REVENUE EARNINGS PER SHARE

Periods 2011 2012 2013 Periods 2011 2012 2013
May 1395.15 1490.37 1629.89 May 0.4618 0.61284 0.85277
August 1390.54 1487.55 1619.67 August 0.40516 0.53507 0.71425
October 1388.07 1497.56 1629.51 October 0.38215 0.49662 0.75289
January 1520.03 1637.83 1879.17 January 0.76692 0.9099 1.24002

Revenue and earnings have consistently and substantially grown from year to year (comparable
quarter), which makes me feel bullish about the company and where it could go in the future.
The company recently beat earnings estimates by $.03, but had a 0.57% negative surprise in
revenues, which caused stock price to steeply decline. The company seems to have their best
quarter in the fourth quarter, and other quarters tend to perform relatively similar.



Section (C) Fundamental Valuation (EBO)

IPETM I PARAMETERS FY1 FY2 Ltg
EPS Forecasts 3.91] 4.48]  15.36%|
Book value/share (last fye) 0.44
Discount Rate 6.82%
Dividend Payout Ratio (POR) 0.00%!|
Next Fsc Year end 2014
Current Fsc Mth (1 to 12) 2
Target ROE (industry avg.) 13.79%
|Year 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Long-term EPS Growth Rate (Ltg) 0.1536 0.1536 0.1536 0.1536 0.1536
Forecasted EPS 391 4.48 5.17 5.96 6.88 7.93 9.15
Beg. of year BV/Shr 0.443 4.353 8.833 14.001 19.963 26.841 34.775
Implied ROE 1.029 0.585 0.426 0.345 0.296 0.263
ROE (Beg. ROE, from EPS forecasts) 8.828 1.029 0.585 0.426 0.345 0.296 0.263 0.238 0.213 0.188 0.163 0.138
Abnormal ROE (ROE-k) 8.760 0.961 0.517 0.358 0.276 0.227 0.195 0.170 0.145 0.120 0.095 0.070
growth rate for B (1-POR)*(ROEt-1) 0.000 8.828 1.029 0.585 0.426 0.345 0.296 0.263 0.238 0.213 0.188 0.163
Compounded growth 1.000 9.828 19.943 31.612 45.073 60.602 78.516 99.182 122.801 148.968 176.977 205.817
growth*AROE 8.760 9.445 10.309 11.305 12.455 13.781 15.311 16.855 17.792 17.849 16.770 14.345
required rate (k) 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068 0.068
Compound discount rate 1.068 1141 1.219 1.302 1.391 1.486 1.587 1.695 1811 1.934 2.066 2.207
div. payout rate (k) 0.000
Add to P/B PV(growth*AROE) 8.20 8.28 8.46 8.68 8.96 9.28 9.65 9.94 9.83 9.23 8.12 6.50
CumP/B 9.20 17.48 25.94 34.62 43.57 52.85 62.50 72.44 82.27 91.49 99.61 106.11
Add: Perpetuity
beyond current yr (Assume this yr's AROE forever) 120.24 121.37 124.01 127.32 131.31 136.01 141.46 145.79 144.06 135.31 119.01 95.30
Total P/B (P/B if we stop est. this period) 129.45 138.85 149.95 161.94 174.88 188.86 203.96 218.23 226.33 226.80 218.62 201.41
Check:
Beg. BV/Shr 0.44 435 8.83 14.00 19.96 26.84 34.77 43.93 54.39 65.98 78.38 91.16
Implied EPS 391 4.48 517 5.96 6.88 7.93 9.15 10.46 11.59 1241 12.77 12.57
Implied EPS growth 0.146 0.154 0.154 0.154 0.154 0.154 0.143 0.108 0.070 0.030 -0.016

Inputs (provide below input values used in your analysis)

EPS forecasts (FY1 & FY2):
Long-term growth rate:

3.91 and 4.48, respectively

15.36%

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

Book value:

# of shares outstanding:

Book value / share:

Dividend payout ratio:

Next fiscal year end:

Current fiscal month:

Target ROE:

1123.6
2537.0
0.44

0

2014

2
13.79%

Discount Rate:
Risk Free Rate:
Market Risk Premium:
Beta:

Output

Above normal growth period chosen: 4 years

2.771%
9%
0.65



EBO valuation (Implied price from the spreadsheet): $72.54
| chose an abnormal growth period of four years, because revenues in the pet industry are
expected to stay strong at least through the year 2017.

The implied price derived from this valuation is near the 52-week high for PetSmart, and near
the Morningstar Fair Value for the stock, causing me to believe that PetSmart is undervalued at
its current price.

Sensitivity Analysis

EBO valuation would be (you can include more than one scenario in each of the following):
$67.17 if changing above normal growth period to 3 years.

$84.76 if changing growth rate from mean (consensus) to the highest estimate 24.7%.

$67.16 if changing growth rate from mean (consensus) to the lowest estimate 11%.

$64.79 if changing discount rate to 7.50%.

$72.54 if changing target ROE to 16%.

The price decreases by quite a bit when lowering the abnormal growth period to three years.
With the LT Growth rate being fairly high, changes in time will cause more drastic changes to
stock price. Because of this, changing the growth rate will also cause decent increases or
decreases to respective changes in growth rate.

In increasing the discount rate, the stock price declined, but still is implies that the stock is
undervalued at its current trading price. Switching the target ROE did not impact the stock.
Overall, even with adjustments that decreased the implied price, all implied prices lead me to
believe that PetSmart is currently undervalued.



Section (D) Relative Valuation

PETM
Mean FY2
Earnings Estimate  Forward Mean LT PEG P/B ROE Value P/S P/CF
Ticker  Name Mkt Cap Current Price (next fiscal year) P/E Growth Rate (MRQ) 5yrave Ratio 1™ ™
1 AMZN Amazon, Inc. $ 118,324.20 $ 26530 $ 148 179.26 40.25% 4.45 14.43 12.08% 1.19 1.94 52.01
2 EBAY eBayInc. $ 67,465.80 $ 5205 $ 273  19.07 14.70% 1.30 3.23 15.87% 0.20 4.79 17.71
3 WMT Walmart $ 250,123.41 $ 7480 $ 535 13.98 9.04% 1.55 3.35 21.90% 0.15 0.53 9.53
4 TGT Target $ 44,00557 $ 69.08 $ 4.63 14.92 11.87% 1.26 2.67 17.76% 0.15 0.60 8.56
_PETM PetSmart, Inc. $ 668925 $ 6198 $ 448 13.83 15.36% 0.90 5.95 23.01% 0.26 099 n/a
Implied Price based on: P/E PEG P/B Value P/S P/CF
1 AMZN Amazon, Inc. $803.07 $306.46  $150.31 $286.32 $121.46 #VALUE!
2 EBAY  eBaylInc. $85.42 $89.25 $33.65 $48.78 $299.88 #VALUE!
3 WMT Walmart $62.64 $106.43  $34.90 $36.67 $33.18 #VALUE!
4 TGT Target $66.84 $86.49 $27.81 $36.03  $37.56  #VALUE!
High $803.07 $306.46  $150.31 $286.32 $299.88 #VALUE!
Low $62.64 $86.49 $27.81 $36.03 $33.18 #VALUE!
Median $76.13 $97.84 $34.27 $42.72  $79.51 #VALUE!

From the top panel

The specialty pet retailing industry is a unique business with few true competitors to compare
PetSmart to. The closest competitor to compare would be Petco, who operates in similar style
stores, selling many of the same or similar products and strives to bring in the “pet parents” for
the life of their pets. Unfortunately, Petco is not a publicly traded company, making it nearly
impossible to create a Relative Valuation for PetSmart. Instead, | chose two online retailers, and
two big box retailers that have the potential to take market share away from PetSmart. Amazon
and eBay both sell nearly any of the kinds of merchandise and hardgoods found in PetSmart.
Target and Walmart pose more of a threat to consumable goods, but still compete on a smaller
scale with hardgoods.

In general, the multiples are quite different for PetSmart’s competitors, exceptions being found
for Walmart’s Forward P/E, which creates an implied price that is similar to the current trading
price. The Forward P/E would usually be a good metric to pay attention to, but the multiples for
Amazon and eBay are much higher, creating prices that are significantly higher than the current
price or the 52-week high of $72.75. Walmart and Target both have multiples that are relatively
similar to PetSmart’s, and create prices above where the stock is currently trading that are
within the 52-week range.

The PEG ratio for PetSmart is much lower than any of the ratios for the four competitors, which
causes prices to be fairly high. Though | do view the stock as currently undervalued, | do not see
it rising $15-17 above it's 52-week high to reach implied prices by eBay and Target, and | most
definitely do not see the stock reaching $106 or $306 as implied by Walmart and Amazon.

The P/B ratio for PetSmart is higher than that of eBay, Walmart, and Target, but significantly
lower than Amazon’s at 14.43. As with all its other ratios, Amazon’s multiples create a very high



implied price for PetSmart, while the other competitors imply that PetSmart is significantly
overvalued (currently trading at nearly twice these implied prices).

The Value Ratio for PetSmart is, again, much lower than Amazon’s, and slightly higher than the
other competitors, which further implies that the stock is overvalued currently. Interestingly,
both online retailers imply undervalued price, while the big box stores imply overvalued price
when considering P/S. None of the P/S multiples are similar to that of PetSmart. Because
PetSmart’s P/CF ratio is unavailable from Reuters, | did not include it, and therefore there are
no implied prices derived by this multiple. | thought it to be better to not include this multiple
than to gather it from a different source.

For a discretionary stock like PetSmart, it is important to look at the metrics that will measure
sales and earnings, so usually the P/E or P/S ratios would be good indicators. The problem lies
in none of these competitors being true competitors that operate in the same way that
PetSmart does. Each competes against the company, but pet products are only one small
portion of their entire business, and cannot be considered pure plays for PetSmart. It would be
beneficial to compare PetSmart against their closest competitor, Petco, but Petco is not a
publicly traded company. Though there are smaller boutique type stores that provide
competition to retailers like PetSmart or Petco, none operate on the scale of these two giants.
Because there are no companies that really compare to PetSmart, | do not find this
fundamental valuation an accurate or helpful indication of whether the stock is over or
undervalued.
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Section (E) Revenue and Earnings Estimates

HISTORICAL SURPRISES

Sales and Profit Figures in US Dollar (USD)
Earnings and Dividend Figures in US Dollar (USD)

Estimates vs Actual Estimate Actual Difference Surprise %

SALES (in millions)

Quarter Ending Jan-13 1,889.94 1,879.17 10.77 - 057
Quarter Ending Oct-12 1,619.79 1,629.51 9.72 0.60
Quarter Ending Jul-12 1,602.87 1,618.67 16.80 1.05
Quarter Ending Apr-12 1,599.12 1,629.89 30.77 1.92
Quarter Ending Jan-12 1,622 67 1,637.83 15.16 0.93
Earnings (per share)

Quarter Ending Jan-13 1.21 1.24 0.03 2.30
Quarter Ending Oct-12 0.63 0.75 0.12 18.73
Quarter Ending Jul-12 0.66 0.71 0.05 8.26
Quarter Ending Apr-12 0.73 0.85 0.12 16.65
Quarter Ending Jan-12 0.20 0.91 0.01 1.44

The company has a strong history of positively surprising the market—slightly with their
revenues, and occasionally by a lot in earnings. The only exception to this is with the most
recent revenues reported; there was a 0.57% negative surprise. With its strong history, the
stock took a steep decline at the reveal of this news. | expect that the stock will recover, but
right now it is still hovering down near where it bottomed out, making it a good time to
purchase the stock. When comparing the extreme earnings surprises to historical price charts, it
is apparent that positive surprises greatly benefit the stock.
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CONSENSUS ESTIMATES ANALYSIS

Sales and Profit Figures in US Dollar (USD)

Earnings and Dividend Figures in US Dollar (USD)

# of Estimates Mean High
SALES (in millions)
Quarter Ending Apr-13 21 1,719.75 1,747.29
Quarter Ending Jul-13 21 1,713.06 1,738.48
Year Ending Jan-13 20 6,769.88 6,798.00
Year Ending Jan-14 25 7,025.88 7,168.00
Year Ending Jan-15 e 742274 7,731.86
Earnings (per share)
Quarter Ending Apr-13 24 0.96 1.00
Quarter Ending Jul-13 24 0.84 0.87
Year Ending Jan-13 26 3.53 3.62
Year Ending Jan-14 26 3.91 412
Year Ending Jan-15 24 448 494
LT Growth Rate (%) ) 15.36 2470
mean high low %diff high %diff low
SALES
gtr end apr 13 1719.75| 1747.29 1703.3 1.60% -0.96%
gtr end jul 13 1713.06] 1738.48| 1696.79 1.48% -0.95%
year end jan 13 6769.88 6798 6748 0.42% -0.32%
year end jan 14 7025.88 7168 6953.5 2.02% -1.03%
year end jan 15 7422.74| 7731.86 7267.3 4.16% -2.09%
EARNINGS
gtr end apr 13 0.96 1 0.93 4.17% -3.12%
gtr end jul 13 0.84 0.87 0.81 3.57% -3.57%
year end jan 13 3.53 3.62 3.45 2.55% -2.27%
year end jan 14 3.91 412 3.8 5.37% -2.81%
year end jan 15 4.48 4.94 4.25] 10.27% -5.13%
LT Growth Rate (%) 15.36 24.7 11 60.81%)| -28.39%
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Low

1,703.30

1,696.79

6,748.00

6,953.50

7,267.30

0.93

0.81

3.45

1 Year
Ago

1,687.78

1,683.67

6,896.23

7,151.08

0.83

0.76

3.48

393

15.81



The divergent are more notable for more notable for earnings, and tend to be more divergent
for further out quarters and the long term growth rate. This makes sense, as historically
PetSmart has provided more drastic surprises for their earnings, and because itis harder to
estimate accurately the farther out in time you go. There are only 7 analysts providing
estimates for the long term growth rate, probably for similar reasons. But what | find most
interesting is that there are more analysts providing year-end estimates than quarterly
estimates. Whereas | usually find that there are fewer willing to make estimates about year end
revenue and earnings into the future.

CONSENSUS ESTIMATES TREND

Sales and Profit Figures in US Dollar (USD)
Earnings and Dividend Figures in US Dollar (USD)

1 Week 1 Month 2 Month 1Year
Current Ago Ago Ago Ago
SALES (in millions)
Quarter Ending Apr-13 1,719.75 1,719.75 1,728.23 1,729.66 1,687.78
Quarter Ending Jul-13 1,713.06 1,713.06 1,719.65 1,721.38 1,683.67
Year Ending Jan-13 5,769.88 -- -- -- --
Year Ending Jan-14 7,025.88 7,025.88 7,087.55 7,084.81 6,896.23
Year Ending Jan-15 742274 742274 745418 7,453.83 7,151.08
Earnings (per share)
Quarter Ending Apr-13 0.96 0.96 0.94 0.94 0.83
Quarter Ending Jul-13 0.84 0.84 0.85 0.85 0.76
Quarter Ending Jan-13 353 -- -- -- --
Quarter Ending Jan-14 3.91 3.91 3.93 3.93 3.48
Quarter Ending Jan-15 448 448 448 4.51 3.93

Estimates for the next quarter’s sales are up from where they were one year ago, but have
trended downward for the last two months. This is also true for next quarter as well. Asimilar
pattern is noticeable for the year end sales estimates and all earnings except those for this
quarter. Earnings estimates for April 2013 have actually gone up from where they were even
one month ago, suggesting that there is confidence in PetSmart to maximize their margins even
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with downward revisions in sales. These revisions have been less notable for nearer quarter
ends, especially in sales, but when combined they create more notable revisions for year ends.

ESTIMATES REVISIONS SUMMARY

Last Week Last 4 Weeks

Number Of Revisions: Up Down Up Down
Revenue

Quarter Ending Apr-13 0 0 3 10
Quarter Ending Jul-13 0 0 -, 10
Year Ending Jan-13 -- -- -- --
Year Ending Jan-14 0 0 4 19
Year Ending Jan-15 0 0 3 10
Earnings

Quarter Ending Apr-13 0 0 1 3
Quarter Ending Jul-13 0 0 5 9
Year Ending Jan-13 - — = =
Year Ending Jan-14 0 0 8 11
Year Ending Jan-15 0 0 e 6

Mirroring what was seen in the previous table, there are more down revisions than up revisions
for revenues, and these are more notable for the next fiscal year end 2014. There are also more
down revisions for earnings for all but quarter ending April 2013 (current quarter). None of
these revisions have taken place in the last week. The majority of these revisions are likely
attributable to the miss in revenues seen with the most recent earnings report, but the up
revisions for the current quarter further exemplify the confidence the market has in PetSmart
to turn lower revenues into higher earnings.

While the stock did respond adversely to the negative surprise from revenues, they stand in a
good position as they have proven their ability to maximize profits and exceed earnings
estimates no matter what happens with their revenues. Morningstar analysts see PetSmart in a
position to take advantage of the humanization of pets by their owners, and see the
opportunity to tap into switches to organic alternatives that carry a higher price tag. Even
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though they lowered estimates regarding revenues, Morningstar raised the fair value price
from $47 to $74, noting that they are very optimistic about the long term potential of PetSmart.
They also expect earnings to greatly exceed estimates due to free cash flow.
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Section (F) Analysts’ Recommendations

ANALYST RECOMMENDATIONS AND REVISIONS

1 Month 2 Month 3 Month
1-5 Linear Scale Current Ago Ago Ago
(1) BUY 4 4 4 4
(2) OUTPERFORM 4 6 6 6
(3) HOLD 15 13 14 14
{(4) UNDERPERFORM 1 1 0 0
(5) SELL 0 0 0 0
No Opinion 0 0 0 0
Mean Rating 254 246 242 242

Over the last three months, analysts have become slightly more bearish concerning this stock.
The same amount of analysts remained during this time frame, but it appears those who are
bullish are sticking to their recommendation throughout this time. The slight change can be
attributed to one analyst switching from hold to underperform one month ago, and two
analysts moving from outperform to hold currently. These recommendations don’t seem to
mirror Morningstar’s optimism about PetSmart going into the future, and | think these
recommendations pay more attention to the recent past with revenues reported. Other
analysts seem to be recommending that the recent miss (which was far above results from
same quarter, last year) is nothing to pay too much attention to and that PetSmart has so many
other favorable attributes to pay attention to, including the humanization of animals, strong
revenues expected in the pet industry for at least 4 years, and the company’s ability to turn
product into cash.

Revision Upgradeor | Current Previous Firm Last
Date Downgrade | Recommendation | Recommendation Revision

The most
recent
revision
date

N/A N/A N/A NA N/A N/A
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The earliest
revision
date in the
last two
months

**No revisions have been made over the last two months.

Resource: http://www.cnbc.com/id/15839285
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http://www.cnbc.com/id/15839285

Section (G) Institutional Ownership

PETM

Ownership Activity #of Holders % Beg. Holders Shares % Shares
Shares Outstanding 107,474,360 100.00%
# of Holders/Tot Shares Held 597 107.18% 100,015,639 93.06%
# New Positions 98 17.59%

# Closed Positions 58 10.41%

# Increased Positions 296 53.14%

# Decreased Positions 265 47.58%

Beg. Total Inst. Positions 557 100.00% 98,820,456 91.95%
# Net Buyers/3 Mo. Net Chg 31 52.76% 1,195,183 1.11%
Ownership Information % Outstanding

Top 10 Institutions % Ownership 38.80%

Mutual Fund % Ownership 1.09%

Float % 98.25%

> 5% Ownership

Holder Name % Outstanding Report Date

The Vanguard Group, Inc. 6.2 12/31/2012

Longview Asset Management, LLC 5.6 12/31/2012

On net, institutions have been increasing a moderate amount (31 net buyers). The stock has a
large amount of institutional owners, but only two of those institutional owners own greater
than 5%. The top ten institutional owners only make up 38.8%. | think that this is a bullish
indicator that so many institutions are interested in owning part of PetSmart, but | also think it
is good for PetSmart that no one of these institutions holds too much of their company. Of the
largest owners, both are asset management groups that do not appear to pose a threat to
PetSmart.
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Section (H) Short Interest (two pages)

From http://www.nasdag.com/ (NASDAQ’s website)
PetSmart (PETM):

Settlement Date Short Interest Avg Daily Share Volume Days To Cover

2/28/2013 5.831,987 1,695,924 3.438826
2/15/2013 5,680,972 1,530,625 3711637
1/31/2013 4,907,261 1,897,873 2.585664
1/15/2013 3.168.630 862,822 3.672403
12/31/2012 2,608,887 793,560 3.287574
12/14/2012 2,943,227 794,465 3.704665
11/30/2012 2,600,143 993,210 2.617919
11/15/2012 2,634,105 1,189,786 2.213932
10/31/2012 2,587,468 923,306 2.802395
10/15/2012 3249931 3,387,156 1.000000
9/28/2012 2,530,507 832,934 3.038064
9/14/2012 2,868,702 831,101 3.451689
8/31/2012 2,830,364 1,044 219 2.710508
8/15/2012 3.679.908 726,146 5.067725
7/31/2012 3.459,029 768.274 4.502338
7113/2012 4,355,184 900,271 4.837637
6/29/2012 4,350,602 1,441,027 3.019098
6/15/2012 5,107,542 1,349,546 3.784637
5/31/2012 5,076,683 2,596,040 1.955549
5/15/2012 5,097,033 931,968 5.469107
4/30/2012 3,880,561 694,123 5.590596
4/13/2012 4,319,290 927,085 4659001
3/30/2012 4,229,858 773,505 5468430
3/15/2012 4,657,026 1.577.262 2.952601
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Currently, days to cover is around the middle of where it has been over the last year. The last

date reported was February 28, so | would assume that days to cover has increased since this
time with the quarter results being unfavorable for revenues.

Target (TGT):
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Settlement Date Short Interest Avg Daily Share Volume Days To Cover

2/28/2013 22,190,846 7,797,357 2.845945
2/15/2013 19,095,360 5,787,525 3.299400
1/31/2013 14,065,293 3,952,216 3.558837
1/15/2013 13.658.016 5,806,560 2.352170
12/31/2012 12,566,995 4,910,731 2.559088
12/14/2012 12,600,187 4,726,272 2.665989
11/30/2012 12,259,735 5,161,700 2.375135
11/15/2012 10,877,541 4,707,479 2.310693
10/31/2012 9,371,965 3,997,886 2.344230
10/15/2012 9,072,500 3,625,874 2.502155
9/28/2012 8,649,490 3,836,778 2.254363
9/14/2012 8,797,350 3,284,826 2.678178
8/31/2012 9,339,467 3,735,291 2500332
8/15/2012 9,822,264 4,164,533 2.358551
7/31/2012 9,412,261 4,529,757 2.077873
7/13/2012 10,499,954 6,506,584 1.613743
6/29/2012 13.484.820 4,706,402 2.865208
6/15/2012 13.854,336 5.406,082 2562731
5/31/2012 11,733,226 5,851,959 2.005008
5/15/2012 9,749,781 4,946,615 1.971001
4/30/2012 9,147,506 3,634,370 2516944
4/13/2012 10,227,997 5,149,265 1.986302
3/30/2012 9,267,726 4,572,949 2.026641
3/15/2012 10,513,515 5,025,839 2.091893
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Market sentiment for Target is much better, with days to cover being much lower throughout the

entire past year. But as described previously, the “comparables” for PetSmart are not true
comparables as they sell merchandise from very broad categories and operate on a larger scope

than a specialty retailer like PetSmart.

Amazon (AM2ZN):
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Settliement Date Short Interest Avg Daily Share Volume Days To Cover

2/28/2013 7,345,739 3,310,628 2.218836
2/15/2013 7,013,742 4,152,748 1.688940
1/31/2013 7,406,427 5,166,952 1.433423
1/15/2013 7,155,147 3,178,510 2.251101
12/31/2012 7.330.454 3.259 445 2.248988
12/14/2012 8.964 334 2,962,841 3.025587
11/30/2012 8,695,328 3,325,150 2.615018
11/15/2012 8.371.479 2,876,150 2.910655
10/31/2012 8,530,047 5,263,736 1.620531
10/15/2012 8,465,134 2,978,633 2841953
9/28/2012 8.544 461 3,360,284 2542779
9/14/2012 8,689,082 3,709,505 2.342383
8/31/2012 8,713,704 3,058,748 2.848781
8/15/2012 8,080,276 2,416,385 3.343952
7/31/2012 7.553.724 4.823.353 1.566073
7/13/2012 8,019,908 2,589,388 3.097221
6/29/2012 8,151,989 3,066,375 2.658510
6/15/2012 9,071,172 3,522 993 2.574848
5/31/2012 9,126,541 4,190,095 2178123
5/15/2012 11,133,012 | 4,707,551 2.364926
4/30/2012 10,322,592 6,804,290 1.517071
4/13/2012 10,022,727 4,658,044 2.151703
3/30/2012 10,557,277 6,311,776 1.672632
3/15/2012 11,086,826 4,529,670 2.447601
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Market sentiment for Amazon has been more volatile than PetSmart or Target, but days to
cover has still remained relatively low compared to PetSmart. Again, the scope of their
operations is much broader than that of PetSmart, so this is not a surprise.
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From http://finance.yahoo.com/

Complete the following table with information from the “share statistics” table.

Shares

(as of Feb 28, 2013)

(as of Feb 28, 2013)

(as of Feb 28, 2013)

Avg Vol Avg Vol Float

(3 month) (10 day) Outstanding

1,636,120 1,619,900 106.47M 99.69M
Shares Short Short Ratio Short % of Float Shares Short

(prior month)

5.83M

3.00

5.40%

5.68M

Market sentiment is currently not bad for PetSmart. There is a fair level of negative sentiment,
with 5.40% short percent of float, but the company has seen worse during the past year.
Sentiment has not been overly good for retail companies, and sentiment for PetSmart has
become more bearish recently from its bullish recovery seen in the beginning portion of the last
year. The increase in days to cover and increase in negative seen recently is likely due to the
resignation of CEO Robert Moran, to be replaced by David Lenhardt effective after the next
Annual Meeting of the Stockholders. The extreme decrease seen during the fall came around
the time of the latest extreme positive revenue surprise.
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Section (I)  Stock Charts

A three months price chart

Mar 12, 2013: ™= PETM 61.91 == ~GSPC 1552.48
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Over the last three months, PetSmart’s performance relative to the sector and market is very
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poor. You can clearly see around January 22" how the resignation of CEO affected the stock, as
well as the negative surprise in revenues around March 6"

A one year price chart
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Over the last year, performance relative to the sector and market looks much better, with

Mar
PetSmart outperforming them both by a significant amount for most of the year, until only
recently being surpassed. The first spike came after quarter one earnings were released and

gave an extreme positive surprise, which helped the stock perform through the rest of the year
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A five year price chart
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Over the last five years, PetSmart has proven itself to be a growing company, being only
modestly affected by the financial crisis. Their decline recently shows that the stock may be
slowing right now, but analysts are confident in PetSmart’s ability to tap into the market and
take advantage of opportunities they have not yet taken on.

27



Additional price charts—Technical Analysis
6 Months, 10 & 50 Moving Average, RSI

PetSmart, Inc (NasdagGS5)

Range: 1d 5d 1m 3m 6m 1y 2y 5y max  TYPE: Bar | Line | Candle  Scalé: Linear | Log Size:m | L
Moving Avg: 5| 10 | 20 | 50 | 100 | 200 EMA:5 | 10| 20 | 50 | 100 | 200

Indicators: MACD | MFI | ROC | RSI | Slow Stoch | Fast Stoch | Vol | Vol+MA | W%R

Overlays: Bollinger Bands | Parabolic SAR | Splits | Volume
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The technical analysis over the last 6 months looks terrible, with a death cross in January that
the stock has yet to recover from. The 10-day moving average was only above the 50-day for a
brief time. But with this, the RSl is relatively low, indicating the stock is not overbought, and
fueling my belief that the stock will be capable of recovering up near its 52-week high.
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2 Years, 50 & 200 Moving Average, RSI
PetSmart, Inc (NasdaqGS$)

Range: 1d 5d 1m 3m 6m 1y 2y 5y max  TYPE Bar | Line | Candle  Scale: Linear | Log Size:m | L
Moving Avg: 5 | 10 | 20 | 50 | 100 | 200 EMA:5 | 10| 20 | 50 | 100 | 200
Indicators: MACD | MFI | ROC | RSI | Slow Stoch | Fast Stoch | Vol | Vol+MA | W3%R

Overlays: Bollinger Bands | Parabolic SAR | Splits | Volume
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The two year technical analysis is more favorable and | think a better representation of
PetSmart’s stock. Here, the 50-day moving average is above the 200-day nearly the entire time
frame, until only recently reaching a death cross. Similarly, the RSI is relatively low, indicating
that the stock could see an increase in the near future.

0
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Sources

www.reuters.com

finance.yahoo.com
www.fool.com

www.nasdag.com

WWW.SEC.com
Morningstar Direct

www.federalreserve.gov

www.chbc.com

PetSmart 10K and 10Q reports

phx.corporate-ir.net
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