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FINANCIAL HIG) |1
(Dollar amounts in thousands except per share data)

January 31,

1986 1985

Netsales ................c..... $8,451,489 $6,400,861
Netincome.................... 327,473 270,767
Net income per share ......... 1.16 96"
Working capital ............... 791,592 614,286
Current ratio................. 1.8 1.9
Common shareholders’equity.. 1,277,659 984,672
Common stock outstanding

At VERP . oo i 281,045,471 280,444,746 *
Stores in operation at year end

Wal-Mart Stores ............ 859 745

Sam’s Wholesale Clubs .. ... 23 11

MARKET PRICE OF COMMON STOCK*
Fiscal years ended January 31,

1986 1985
Quarter High Low High Low
April 30 $24.19 $21.81 $17.75 $15.50
July 31 28.31 22.75 20.88 17.50
October 31 27.38 23.88 22.94 19.81
January 31 33.88 26.25 23.31 18.88

DIVIDENDS PAID PER SHARE OF COMMON STOCK*
Fiscal years ended January 31,

1986 1985
Quarterly Quarterly
April 10 $.035 April 11 $.026
July 9 035 July 6 .026
October 4 035 October 5 026
January 3 035 January 4 .026

*Adjusted to reflect the 100% stock dividend paid on October 4, 1985.

Net Sales Net Income
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WE STRIVE FOR EXCELLENCE
IN EVERYTHING WE DO
Merchandising excellence - the goal of every retailer - may be
a simple matter of having *‘the right merchandise at the right place
at the right time and at the right price.” In past years, we have
shared with you our emphasis on customer convenience, clean and
altractive stores, value and productivity, all of which are critical
in our effort to become excellent merchants. This year, our Report
focuses on our most important ingredient - the “‘right' people.
The people to whom you will be introduced in this Report are a
small sampling of the many partner-associates who perform the
most important role in Wal-Mart’s pursuit of excellence.
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TO OUR SHAREHOLDERS...Our Company achieved
. dramatic growth and excellent operating results in a very
¢ challenging economic climate for the fiscal year ended
January 31, 1986. Sales and earnings reached record levels
for the 16th consecutive year since the initial public offer-
ing of Wal-Mart stock in 1970.

Sales rose 32% to a record $8.451 billion from $6.401
billion a year earlier and net income improved 21% to a
record level of $327.5 million, compared with $270.8 million
in the preceding year. Net income per share was $1.16, up
from $.96 in the prior year.

SAM Sl o Changing economic conditions produced unique

Rl challenges during the year. Interest rates and unemploy-
ment trended down; and we experienced a moderating rate of inflation and even
substantial deflation in some product lines.Our response to these conditions has been
to reinforce our commitment to ‘“Everyday Low Prices”
by aggressively seeking cost reductions from our suppliers
and passing the savings to our customers. These ‘‘Price
Rollbacks’ now include several thousand items. Our
overall program, designed to increase sales and market
share in a disinflationary environment, required im-
proved inventory management to support greater unit
volume. As a result of these and other programs, Wal-Mart
attained a nine percent sales increase in comparable
stores during the year. And, the added emphasis on inven-
tory management improved turnover rate in all divisions
and distribution centers. :

The year was highlighted by exciting new store growth. DAVID Pt
Our Company opened 115 new Wal-Mart stores (one in a Chief Operating Officer
multi-unit market was closed),12 new Sam’s Wholesale Club units,one new dot Dis-
count Drug Store and two Helen’s Arts and Crafts stores.
In addition, 36 of our older, more productive stores were
expanded or relocated and 34 stores were remodeled The
total addition of 9,354,000 square feet of store space repre-
sents a 22%increase during the year We continue to place

emphasis on updating and modernizing our older stores.
. Sam'’s Wholesale Club, our wholesale-membership divi-
sion, continued its rapid growth in sales and further im-
| proved its profitability. Sales reached $776 million, an in-
crease of 250% over sales of $222 million in the preced-
ing year. In just two and one-half years, this division has
¢ far exceeded our ambitious goals, becoming the second

L 7.0o) Qo |argest participant in this quickly expanding marketing

SRR oncept. Sam’s profitability, although significantly lower
as a percentage of sales than that realized by Wal-Mart stores, offers an attractive
return on investment. This profitability and the strong complement Sam’s provides
to the marketing strategies of Wal-Mart stores provide the Company an added




dynamic vehicle for continued growth.

Common shareholders’equity grew to $1.278 billion, up
30% from $985 million a year earlier, further strengthen-
ing the Company’s financial position. To enhance liquidi-
ty,a $100 million bond issue and two participating mort-
gage issues aggregating $40.5 million were sold, the pro-
ceeds of which were used primarily in supplementing our
traditional method (sale/leaseback) of financing real
estate. The improvement in our inventory management
also aided Wal-Mart’s liquidity. Although short-term bor-
. rowing will be required to support seasonal inventory
DORT e tmgit buildups, the internal funding of our presently planned

RSN growth, excluding most real estate, should continue.

We successfully tested a new small store prototype of 29,000 square feet. This pro-
totype is targeted at markets previously considered too small and, therefore, pass-
ed over by mass merchants. The concept requires strict
merchandise discipline and operating controls. We are
pleased with the results to date and believe there are op-
portunities for numerous locations of this prototype in our
existing trade territory.

“Buy American’ is a success! Against strong economic
trends, we embarked on this important new direction for
our Company in March 1985. ‘“‘Buy American’’ has become
a commitment by all Wal-Mart associates to address some
of the serious economic problems facing our country. Our
merchandising division has worked hard with suppliers
and manufacturers to return production to this country. | &7
As of January 31, 1986, about $200 million in merchandise AL
purchases has been brought home to American manufac- Merchandise and Sales
turing, creating or retaining4,500 jobs for Americans, many of whom are Wal-Mart

= s customers and shareholders.
e The most rewarding result,

& | however, comes from the

strong support our custom-
ers have exhibited. We be -
lieve, more than ever, that
“American goods are good for
America’ and we pledge to ex-
tend this new spirit of coopera-
y " tion throughout 1986 and

. | beyond.

& Since 1980, the Company’s
e R 170) : Jthy il ratio of operating expenses to

sales has declined each year.

This accomplishment is particularly difficult in a disinflationary environment and
reflects the concerted expense control efforts practiced throughout the Company. An
excellent example of this expense consciousness is the current conversion of old




warehouse space in Bentonville into office space to accommodate the expanding re-
quirement of the general office support departments. This utilization of vacated
warehouse space displaces a long-delayed plan to build an enlarged office complex.

Progress was made on several other fronts: scanning of Uniform Product Code
(UPC) at point-of-sale has been expanded; the satellite communications system is
being installed and is functioning in some locations; new distribution facility space
has been placed in service and additional space is under construction; and the Walton
Institute of Retailing was established to spearhead our training requirements.
These activities are discussed in greater detail on the following pages.

The new year holds great opportunity for those willing to accept its challenges.
We have developed aggressive plans which, if realized, will increase our sales volume
by more than $2.5 billion. The centerpiece of this plan is continuing the productivity
improvements in our existing stores through such programs as ‘‘Price Rollback’ and
training our associates to offer better and friendlier customer service. In addition,
our new store program projects 115 new Wal-Mart’s and 18 new Sam’s, plus the ex-
pansion or relocation of 45 older Wal-Mart stores which will add more than 11 million
square feet of store space or 22% to the square footage at the beginning of the year.

We have the opportunity of becoming the fourth largest general merchandise
retailer in sales volume in the United States during 1986. We continue our ambitious
growth plans not to become bigger for the sake of bigness and not for short-term profits
or benefits, but to insure our shareholder partners a generous return on their invest-
ment on a long-term basis.

Our accomplishments as a company are directly attributable to the commitment,
skills and hard work of our 104,000 dedicated associates. We appreciate the part-
nership we have developed with our associates, suppliers and shareholders. Not on-
ly do we share a great pride in our joint accomplishments, we also look forward to
our future growth together.

Respectfully,

sl AP Bymret

Sam M. Walton David D. Glass Jack Shewmaker
Chairman of the Board and President and Vice Chairman and
Chief Executive Officer Chief Operating Officer Chief Financial Officer
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development of efficient and cost-effective
stems continues to move foreward in support
“%0f our people developmept~The free flow
of 'ir.rﬁ #ion and the continuous exchange of
ideas 911 our associates are cornerstones of
.3 Wal-Mart philosophys#™~  jacKx SHEWMAKER



PREPARING FOR THE FUTURE...Wal-Mart's |
trade territory was expanded last year to Wisconsin s
and as far west as Colorado as a result of our dedica-
tion to continuing profitable growth. As of January
31, 1986, the Company operated 859 Wal-Mart stores,
23 Sam’s Wholesale Clubs, two dot’s and three
Helen’s (see map on Pages 14 and 15 for locations
by state).

The expansion of our store-support facilities also
progressed with the construction of distribution
centers in Douglas, Georgia (opening January 1986), &
Brookhaven, Mississippi (opening August 1986), S
Plainview, Texas (opening September 1986) and an FEEs
;-._1(1diti<_n'1z_1] cen_l er i n_lﬂentom’i l_lo. Al‘l{zmsz}s ( opening g
December 1985). This aggressive expansion willadd ~ MARY  Five vear Wal-Mart Associate

| 2,598,000 square feet of distribution center space to our
system in 1986,an increase of 66%.Our second film pro-
cessing plant began operation in Bentonville,Arkansas
in September 1985.

Our continuing dramatic growth, though exciting, is a
l challenge to our basic strength—our people. We ended last
# year with 104,000 associates, an increase from 81,000 a year
earlier. It is evident that our business has been and will
ll continue to be a people business. Wal-Mart’s ““Our Peo-
B ple Make the Difference’ explanation for past success is
more than a slogan or philosophy — its the very heart of
— Wal-Mart. Together we are strong, but our need to grow
RICK  Four Year WaMart associate and work together has never been more of a necessity. Our
Company is committed to people development ;our future depends on it. We must have
trained. motivated and entrepreneurial people prepared for the opportunities and
challenges that tomorrow will surely bring. In November 1985, the Walton Institute
of Retailing, a coordinated effort of the University of Arkansas Continuing Educa-
tion Center and Wal-Mart, was founded. The institute combines the collective talents
of the Wal-Mart management group, the University of g
Arkansas College of Business Administration and i
recognized national lecturers. Several courses were con-
ducted last year for select groups of
store managers, regional and district
managers combined with representatives
from general office management. During
the new year, this management develop-
ment program will be offered to every
member of our management team through-
out all stores, distribution facilities and the generaloffice.

The Walton Institute strengthens our ongoing Retail PARKER Parker Hunt4 Years

& TERRY Terry Bland-6 Months

9
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just as critical today as it
was in those dime stores
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Management Training Seminar (RMTS) which is
designed to acquaint Assistant Managers who have
completed their in-store training segment with a
wide spectrum of management fundamentals. RMTS
graduated more than 300 store manager candi-
dates last year and the program is being geared
to offer similar instruction to approximately 1,000
associates this year at an earlier period in their train-
ing cycle.

This training and development of management is
reinforced by our in-store training of Department
Managers and Customer Service Managers through
regional product-knowledge seminars, the Depart-
ment Manager’s Development Guide and other e | Janelle Cope
special training activities. JANELLE " Two Year Wal-Mart Associate

Our people are encouraged to become involved in their local communities. We sup-
port this involvement through such programs as United Way and Special Olympics
and many special local community projects for which the Company sponsors a
matching fund. Through our scholarship program, a
$1,000 scholarship was awarded to a high school graduate
in each community having a Wal-Mart store.

The development of efficient and cost-effective systems
continues to move forward in support of our people
development. The free flow of information and the con-
tinuous exchange of ideas with all our associates are cor-
nerstones of Wal-Mart philosophy. We are determined that
these will not be compromised as a ‘“‘cost’’ of growth. The
Wal-Mart Satellite Network (WSN) has been successful-
ly tested and the deployment of the system in over 600
stores and seven distribution centers is planned for 1986,

~ +yr Pe Griffith
PEGGY 1y5ficen vear Associate  With complete deployment by mid-1987. WSN will make

new applications of current systems a reality for all stores, as well as providing ‘‘on
line”” access to information presently available in other forms. The network will assure

direct store-to-store and store-to- general office voice
and data communication at a fixed future cost in a gen-
eral environment of escalating cost. Communications E
will be enhanced further by WSN’s capacity to beam live 0

video presentations from the general office i
Oﬁ 2, . \to the balance of the system.One example 8
qed"-(\@ of the many applications this system will &

provide is the reduction of credit card au- i
thorization response time to only four or
fiveseconds and at a significantly reduced
expense.

Our Douglas, Georgia, Distribution Center began

A - FEEigls N Vi Reiling-6'> Years
operations in January 1986 utilizing a bar code scan- VI & GLEN Gien yai's Years

ning system similar to the Uniform Products Code

11
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in freight sorting, shipping and billing, which will
provide faster and more accurate merchandise flow
to the stores serviced by this facility. Our plans are
for complete conversion to this program in all stores
and distribution facilities by mid-1987. Store
associates utilizing hand-held bar code scanning
units can receive and price-mark merchandise,
bypassing all paperwork associated with the present
system of checking and matching merchandise
billed against that received. In addition to
these improvements in merchandise handling effi-
ciencies and the resulting expense savings, this re-
plenishment system supports our continuing com-
mitment to point - of - sale scanning, which utilizes ™
the UPC bar code.At last year-end, UPC scanning at VINNIE Ton b ot e AvSOUAYS
the checkouts was operational in 235 Wal-Mart stores. During 1986, scanning will be
lmplomomed in every new store and approximately 200 existing stores will be con-
' : verted. We are committed to maximizing the multlple ben-
efits this technology will provide our stores, in addition to
the improved customer checkout service.“Data Collect’’,
a new system recently introduced in all scanning stores,
provides accurate tracking of merchandise sales by item
for store management on a daily basis. This system cre-
ates exciting opportunities to maximize sales on ‘“‘hot
items’’ by maintaining proper in-stock position. Scan-
ning also serves to reduce shrinkage by providing con-
trol over the capture and recording of markdowns.
These new systems are as exciting as they are essen-
VON Yondommston . - tial in meeting our objective of supporting qnd training
our people to address the challenges of the future.

“Our People Make the DIif-
ference,” a special slogan—an
oversimplification? Not really.
Our dedication to a philosophy
of continuing, controlled, prof-
itable growth can be man-
aged only by people, not pro-
grams, not systems, but the
“right” people— )

Wal-Mart people.

MARK & Mark Hurley-4 Years PAM Pam Conn
M ARSH A Marsha DeFreece-2 Years Ten Year Wal-Mart Associate
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NUMBER OF WAL-MART STORES IN EACH STATE

Alabama
Arkansas
Colorado
Florida
Georgia
Illinois
Indiana

5l
71

2
37
39
47

6

lowa
Kansas
Kentucky
Louisiana
Mississippi
Missouri
Nebraska

13
31
43
49
34
9

8

New Mexico
N. Carolina
Oklahoma
S. Carolina
Tennessee
Texas
Virginia
Wisconsin
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RESULTS OF OPERATIONS

Sales for the three fiscal years ended January 31, 1986, and the respective total and
comparable store percentage sales increases over the prior year were as follows:

Fiscal year ended Total company Comparable stores
January 31, Sales percent increases  percent increases
1986 $8,451,489,000 32% 9%
1985 6,400,861,000 37 15
1984 4,666,909,000 38 15

Sales increases were due to the improved productivity of comparable stores,and the
contribution of new stores (115 Wal-Mart stores and 12 Sam’s units in fiscal 1986, 106
Wal-Mart stores and 8 Sam’s units in 1985 and 91 Wal-Mart stores and 3 Sam’s units
in 1984). The impact of inflation and changing prices on the results of operations is
presented in Note 8 of Notes to Consolidated Financial Statements.

The Sam’s units contributed the following sales for the periods indicated:
Fiscal year ended

January 31, Sales
1986 $776,483,000
1985 221,586,000
1984 37,364,000

The following table sets forth, for the fiscal periods indicated, the percentage that
certain items in the Company’s Consolidated Statements of Income bear to net sales
and the annual percentage change of such items for the period indicated.

Percentage of sales Percentage change

year ended January 31, from prior year

1986 1985 1984 1986 1985 1984
SBIOR . sy Fllaceaiabs i tata e tars 100.0% 100.0% 100.0% 32.0% 37.2% 38.2%
Cost of sales....oco v s 75.3 73.8 73.2 34.7 38.2 39.0
Operating, selling and general

and administrative cost ... 17.6 18.5 19.1 25.7 323 319

Interest costs............... o W .8 18.5 36.8 (10.3)
Provision for income taxes . 3.3 3.6 3.5 19.7 43.3 60.2
Netincome................. 3.9 4.2 4.2 20.9 38.0 58.1

Cost of sales increased 1.5% in fiscal 1986 compared with 1985. The increases were
due to the cost of sales in the Sam’s units, which is significantly higher than in the
balance of the Company, the continuation of reduced initial markons supporting
emphasis in the Wal-Mart stores on everyday low prices and the Company’s
“Price Rollback’ program, and higher LIFO costs in 1986 than 1985.

Cost of sales increased .6% in fiscal 1985 compared with 1984. The increases were
due to the cost of sales in the Sam’s units, which is significantly higher than

in the balance of the Company, and reduced initial markons supporting

the Wal-Mart stores everyday low price program partially offset by an improvement
in shrinkage and lower LIFO costs.

Operating, selling and general and administrative expenses decreased .9% and .6%
respectively in fiscal years 1986 and 1985 as compared with fiscal years 1985 and

16



1984 through continued cost control efforts, productivity improvements and the
effects of Sam’s units expense ratios to sales being significantly lower than in the
balance of the Company.

Interest costs remained relatively constant for the three fiscal years ended 1986. See
Note 3 of Notes to Consolidated Financial Statements for additional information on
interest and debt.

The effective tax rate was 45.7% in fiscal 1986, 46% in 1985 and 45.1% in 1984. See
Note 4 of Notes to Consolidated Financial Statements.

LIQUIDITY AND CAPITAL RESOURCES

Fiscal 1986

Funds provided from current operations were a record $435,144,000 in fiscal 1986.
These funds combined with the issuance of $141,120,000 in long-term debt were used
to finance capital expenditures for fixture additions, equipment, leasehold
improvements, 18 Wal-Mart stores in the state of Florida, 12 Sam’s Wholesale Club
units, the construction of two distribution centers and the partial construction of a third,
and to a lesser extent, to pay dividends and provide general working capital. In
addition, the Company maintains $425,000,000 in lines of credit to support short-term
borrowing and commercial paper sufficient to finance the seasonal buildups in
merchandise inventories and interim financing requirements for store properties
developed under sale/leaseback arrangements, and at January 31, 1986, had
$165,168,000 in short-term money market investments.

The Company opened 115 Wal-Mart stores during fiscal 1986, and financed the real
estate primarily through sale/ leaseback arrangements or leases from real estate
developers. Capital expenditures of $350,667,000 excluding leased properties, were
financed through internally generated funds and the issuance of long-term debt.

The Company’s debt (including obligations under capital leases)-to-equity ratio
increased to .61:1 at the end of fiscal 1986 as compared with .50:1 at the end of the
preceding year due to the issuance of $141,120,000 in debt.

Capital expenditures planned for fiscal 1987, including 18 Sam’s units and excluding
leased properties, are approximately $375,000,000. These expenditures will

be financed from internally generated funds. In addition, the Company plans to open
approximately 115 Wal-Mart stores, most of which will be financed through
sale/leaseback arrangements or real estate developers and will require
approximately $200,000,000 in lease financing.

Dividends for fiscal 1987 have been increased to 17.0 cents per share from 14.0 cents
per share in fiscal 1986, payable quarterly at 4.25 cents per share.

Fiscal 1985

Funds generated from operations were $347,094,000. The Company had access to
$477,000,000 in unused lines of credit for short-term borrowing and issuance of
commercial paper.

Additions to property, plant and equipment totaled $213,200,000, excluding leased
store properties, and were financed with internally generated funds. The debt-to-
equity ratio decreased to .50:1 from .52:1 in fiscal 1984.

17



Wal-Mart Stores, Inc. and Subsidiaries
(Dollar amounts in thousands except per share data)

1986 1985 1984

EARNINGS
7 0 o e e g 1y S BN S T iy e o> $8,451,489 $6,400,861 $4,666,909
Licensed department rentals and other income -net ........ 55,127 52,167 36,031
R T N, R S e L S e T e 6,361,271 4,722,440 3,418,025
Operating, selling and general and administrative

BEDONSES 1010 oo 0 a5 are o oaladiai st RS A AWt mnw s, 4 s im0 s 1,485,210 1,181,455 892,887
Interest costs:

10 e e Sl B N 0 o\ [t oSt D 1,903 5,207 4,935

Capital 1eaSes . ... ....cocvnreenionrinransiossesahieianasin 54,640 42,506 29,946
IEAN O ONANCOTIE . . o o T n T e e 2 e S, T B8, S RS pRELe: St atars 276,119 230,653 160,903
e T T e T R O oS . RO e T Wb el 327,473 270,767 196,244
Per share of common stock:*

T T 1T 3 G e O B 8 VU e IS W e 1.16 .96 70

LR T D e R b e S T I e o L B A .14 .105 07
Stores in operation at the end of the period

W ALNIATT SLOTES . o oo ciesn i viorsio oLas 4 e m sissiane o wie o slaianbis o 859 745 642

Sam’s Wholesale Clubs . .. ......cooiiniiiiiiiiiiiiinn.. 23 11 3

FINANCIAL POSITION

RO Tl RSO e i hs el s St S e e etals $1,784,275 $1,303,254 $1,005,567
Net property, plant, equipment and capital leases........... 1,303,450 870,309 628,151
T T L L T S e i 3,103,645 2,205,229 1,652,254
BV e R T AT RN AT B TR e R e S N g e A 992,683 688,968 502,763
Long-term Gebt ... ...cccouovnseessminne chomnssussanivn e 180,682 41,237 40,866
Long-term obligations under capital leases.................. 595,205 449,886 339,930
Preferred stock with mandatory redemption provisions........... 4,902 5,874 6,411
Common shareholders' equity .............c.ocoiiiiiiiiion 1,277,659 984,672 737,503

FINANCIAL RATIOS

CHPTENE TR0 - . vy o o5 s 950 salila 0 s aalle g o o3 ' s i Sl 1.8 1.9 2.0
Inventories/working capital ...l 1.8 1.8 1.5}
I e T S R St e S ey T 14.8 16.4 16.5
Return on shareholders' equity** ............................ 33.3 36.7 40.2

* All per share data prior to 1986 have been adjusted to reflect the 100% stock dividend paid October 4, 1985, to
holders of Wal-Mart common stock.

#**0On beginning of year balances.
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1983

$3,376,252
22,435
2,458,235

677,029

20,297

18,570
100,416
124,140

.46
045

551

$ 720,537
457,509
1,187,448
347,318
106,465
222,610
6,861
488,109

2.1
1.5
13.2
38.3

1982

$2,444,997
17,650
1,787,496

495,010

16,053
15,351
65,943
82,794

31
.0325

491

$ 589,161

333,026
937,513
339,961
104,581
154,196

7,438
323,942

13
2.0
14.0
33.3

1981

$1,643,199
12,063
1,207,802

331,524

5,808
10,849
43,597
55,682

.22
025

330

$ 345,204
245,942
592,345
177,601

30,184
134,896

248,309

1.9
1%
12.2
33.8

1980

$1,248,176
10,092
919,305

251,616

4,438

8,621
33,137
41,151

A7
.019

276

$ 266,617
190,562
457,879
170,221

24,862
97,212

164,844

1.6
2.4
12.7
32.3

1979

$900,298
9,615
661,062

182,365

3,119

6,595
27,325
29,447

12
014

$191,860
131,403
324,666
98,868
25,965
72,357

127,476

1.9
1.9
11.7
30.5

1978

$678,456
7,767
503,825

134,718

2,068
4,765
19,656
21,191

.09
.01

195

$150,986
100,550
251,865
74,891
21,489
59,003

96,482

2.0
1.8
12.6
32.9

1977

$478,807
5,393
352,669

95,488

1,680

3,506
14,818
16,039

07
.0055

153

$ 99,493
68,134
168,201
43,289
19,158
41,190

64,417

2.3
1.6
12.8
34.0
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Wal-Mart Stores, Inc. and Subsidiaries
(Dellar amounts in thousands except per share data)

Fiscal year ended January 31,

1986 1985 1984
Revenues:
NELEAIOR i o s oivisiate s e selari e el $8,451,489 $6,400,861 $4,666,909
Rentals from licensed departments ............ 13,011 13,053 10,175
Other income -net .............c.ccvivivnininn. 42,116 39,114 25,856
8,506,616 6,453,028 4,702,940
Costs and expenses:
G OSSO . P L s D B ettt e 6,361,271 4,722,440 3,418,025
Operating, selling and general and
administrative expenses ..................... 1,485,210 1,181,455 892,887
Interest costs:
O s ik i e 1o ot et e s eV e 1,903 5,207 4935
CEPIBLICRSEE i cviiiie i cnts B iedh Rals st s aidin 54,640 42,506 29,946
7,903,024 5,951,608 4,345,793
Income before income taxes ..................... 603,592 501,420 357,147
Provision for federal and state income taxes:
ORI - - i s e s ol G s 258,197 220,842 152,207
RICT TR P o e B & o o Wa w5 Y oS 17,922 9,811 8,696
276,119 230,653 160,903
Nt IRCOME it iy s o ritas vin ssvsias chuidhptnae $ 327,473 $ 270,767 $ 196,244
Net income pershare ........................0.n. $1.16 $ .96* $ .70%

*Adjusted to reflect the 100% common stock dividend paid on October 4, 1985.
See accompanying notes.
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Wal-Mart Stores, Inc. and Subsidiaries
( Amounts in thousands)

January 31,
1986 1985
ASSETS
Current assets:
(P17 (IR K i | SR iy (]| & oty s Ty ol S s e e Sl S e $ 9250 $ 1,852
Short-term money market investments..................... 165,168 —
Recetvables ..o T I res ool e I bl s s o g 57,662 45,578
Recoverable costs from sale/leaseback .................... 152,410 142,389
TN E ORI s 1 I o T e R L e e B T o ot e 1,388,168 1,103,925
Prepait GXDEHEOE i . oot svus iz sissins b bamis s i on heisem 11,617 9,510
TOTAL CURRENT ASSETS 10 oiis v s sensiwsin osnsnsssns 1,784,275 1,303,254
Property, plant and equipment, at cost:
LB v v b o s o i  eh s Bty S s il i A 103,514 29,702
Buildings and improvements . .............coiiiiiiiiiiiann 314,325 179,926
Fixtures and equipment. . ... .. . iviici sonomasinne syaiins 474,769 355,369
Transportation equipment................ocoiiimeiaieaeane. 44,131 41,736
936,739 606,733
Less accumulated depreciation.................ccoiiinn... 192,380 139,322
Net property, plant and equipment....................... 744,359 467,411
Property under capital leases ....................coviuiunen 652,003 474,736
Less accumulated amortization ............................ 92,912 71,838
Net property under capital leases ........................ 559,091 402,898
Other assets and deferred charges .............c.ccovinnnaa 15,920 31,666
Total ABSeIS . < bt B e e S Uil B ey e 0, S TR $3,103,645 $2,205,229
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities:
Accounis payable .. . .. .. .ocoe b be el e el TR U o v ot bosarats $ 695,439 §$ 451,427
Accrued liabilities:
Salapten, ool o a A DA R G S L e e e 49,698 38,108
Taxes, other than ICOIME). . i b iRty e v ime.orvins s s-eains 39,704 30,399
OBHEE Ly o T e g oo = e all Tl S 107,158 85,225
Accrued federal and state income taxes.................... 89,399 73,359
Long-term debt due withinone year........................ 1,605 2,982
Obligations under capital leases due within one year....... 9,680 7,468
TOTAL CURRENT LIABILITIES . .. ..............ihoae. 992,683 688,968
Long-term debt ...c......couioradisrsvesissnisssapacessaason s 180,682 41,237
Long-term obligations under capital leases................... 595,205 449,886
Deferred INCOME taAXES . ... oouururnnnnnnninsisinesonsssssnnnss 52,514 34,592
Preferred stock with mandatory redemption provisions ...... 4,902 5,874
Common shareholders’ equity:
Common stock (shares outstanding, 281,045 and
140,223 in 1986 and 1885) .. » .icieid < <o & misimte /o seismmnnjrsssinns 28,105 14,022
Capital in excess of par value..............c.ooiiiviinnnnnn 181,106 189,907
Retained earnings ...............ciiiiiiiiiiiiiiiiiiiiaanns 1,068,448 780,743
TOTAL COMMON SHAREHOLDERS’ EQUITY .......... 1,277,659 984,672
Total liabilities and shareholders’ equity ................. $3,103,645 $2,205,229

See accompanying noles.
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Wal-Mart Stores, Inc. and Subsidiaries
{Amounts in thousands)

Capital in

Number Common excess of Retained

of shares

Balance - January 31, 1983 .......... 67,211

NeL MICOME .+ visisaivina Saidlets it
Cash dividends:
Common stock ($.07* per share). .

stock par value earnings Total

$ 6,721 $118,034 §$ 363,354 $ 488,109
196,244 196,244

(19,033)  (19,033)

Preferred stock ($2.00 per share) (528) (528)
Accretion of preferred stock

redemption premium ........... (84) (84)
Exercise of stock options.......... 130 13 377 390
Conversion of preferred stock .. ... 1 21 21
Conversion of convertible

subordinated debentures ........ 52 5 1,352 1,357
100% common stock dividend ... .. 67,394 6,739 (6,739) —
Exercise of stock options. ......... 602 61 409 470
Tax benefit from stock options .. .. 11,517 11,517
Conversion of preferred stock ... .. 45 5 509 514
Conversion of convertible

subordinated debentures ........ 4,481 448 57,008 57,456
(8]0 172 e s A et A e g 1,070 1,070

Balance - January 31, 1984 . ......... 139,916 13,992 183,558 539,953 737,503

Netincome .............cooiiinnnn 270,767 270,767

Cash dividends:
Common stock ($.105* per share)

(29,419)  (29,419)

Preferred stock ($2.00 per share) (482) (482)
Accretion of preferred stock
redemption premium ........... (76) (76)
Exercise of stock options.......... 253 25 450 475
Tax benefit from stock options . . .. 5,292 5,292
Conversion of preferred stock ... .. 54 5 607 612
Balance - January 31, 1985 .......... 140,223 14,022 189,907 780,743 984,672
INBEAHCDING o i oot i S 327,473 327,473
Cash dividends:

Common stock ($.14* per share)

(39,302)  (39,302)

Preferred stock ($2.00 per share) (396) (396)
Accretion of preferred stock
redemption premium ........... (70) (70)
Exercise of stock options.......... 65 7 334 341
Conversion of preferred stock .. ... 86 9 977 986
100% common stock dividend ..... 140,374 14,038  (14,038) —
Exercise of stock options.......... 288 28 954 982
Tax benefit from stock options .. .. 3,352 3,352
Conversion of preferred stock . . ... 9 1 54 55
T T e o S L e L (434) (434)
Balance - January 31, 1986 .......... 281,045 $28,105 $181,106 $1,068,448 $1,277,659

+*Cash dividends on common stock prior to October 4, 1985, have been adjusted to reflect the 100% common

stock dividend paid on that date.
See accompanying notes.
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Wal-Mart Stores, Inc. and Subsidiaries

Note 1

Note 2

24

Accounting policies

Segment information—The Company and its subsidiaries are principally
engaged in the operation of discount stores in a 22-state region. No single
customer accounts for a significant portion of its consolidated sales.

Consolidation—The consolidated financial statements include the accounts of
all subsidiaries.

Inventories—Inventories are stated principally at cost (last-in, first-out), which
is not in excess of market, using the retail method for inventories in stores.

Pre-opening costs—Costs associated with the opening of new stores are ex-
pensed during the first full month of operations. The costs are carried as
prepaid expenses prior to the store opening.

Interest during construction—In order that interest costs properly reflect only
that relating to current operations, interest on borrowed funds during the con-
struction of property, plant and equipment is capitalized. Interest costs
capitalized (excluding amounts related to properties developed under
sale/leaseback arrangements) are $4,351,000, $970,000 and $535,000 in 1986, 1985
and 1984 respectively.

Depreciation—Depreciation for financial statement purposes is provided on
the straight-line method over the estimated useful lives of the various assets.
For income tax purposes, the accelerated cost recovery system is used for
assets placed in service after 1980 and accelerated depreciation is used for
assets placed in service in 1980 and prior years with recognition of deferred
income taxes for the resulting timing differences.

Operating, selling and general and administrative expenses—Buying,
warehousing and occupancy costs are included in operating, selling and
general and administrative expenses.

Income taxes—Investment tax credits are accounted for under the flow-
through method.

Deferred income taxes are provided for income tax and financial reporting
differences with respect to depreciation, capitalized leases and other items.

Net income per share— Net income per share is based on weighted average
outstanding common shares and common share equivalents and stock

options reduced by shares assumed to have been purchased from such options
under the treasury stock method.

Stock options—Proceeds from the sale of common stock issued under the
stock option plans and related tax benefits which accrue to the Company are
accounted for as capital transactions, and no charges or credits are made to
income in connection with the plans.

Inventories

Inventories at January 31, 1986, and January 31, 1985, were $1,388,168,000 and
$1,103,925,000 respectively. Replacement cost would be $140,181,000 greater
in 1986 and $123,339,000 greater in 1985.



Wal-Mart Stores, Inc. and Subsidiaries
(Dollar amounts in thousands)

Fiscal zears ended Januarz 31,

1986 1985 1984
Source of funds:
Current operations:
it (2 0 0 1 LT e e e T e e $327,473 $270,767 $196,244
Items not affecting working capital in current
period:
Depreciation and amortization.............. 89,749 66,516 49,838
Deferred income taxes ..................... 17,922 9,811 8,696
Total from current operations.................... 435,144 347,094 254,778
Net proceeds from exercise of options,
conversion of preferred stock and conversion
of subordinated debentures..................... 5,282 6,379 72,795
Additions to long-termdebt ...................... 141,120 10,699 2,954
Additions to long-term obligations under capital
R R B o e e o o S e i e 156,453 118,407 124,851
Reduction in other assets ........................ 18,609 2,958 1,342
O e e I voe e T 9,913 16,430 8,618
766,521 501,967 465,338
Application of funds:
Additions to property, plant and equipment . ..... 350,667 213,200 110,454
Additions to property under capital leases ....... 181,487 111,721 118,212
Reduction in long-term debt, including changes
incurrent maturities.............c ciiaiianeans 1,675 10,328 68,553
Reduction in long-term lease obligations,
including changes in current obligations ....... 11,134 8,451 7,531
Preferred stock conversions...................... 971 537 450
0 et L o e s e g S A e A i 39,768 29,977 19,645
Additions to other assets and deferred charges. .. 3,513 16,271 10,908
589,215 390,485 335,753
Increase in working capital ...................... $177,306 $111,482 $129,585
Changes in components of working capital:
Increase (decrease) in current assets:
Bl A e S e T N $ 7,398 ($ 6648 $ 235
Short-term money market investments......... 165,168 ( 148,360) 123,343
RECOIVADIEE & iAo, Tead | e T 12,084 6,783 5,299
Recoverable costs from sale/leaseback ........ 10,021 74,744 ( 26,013)
D117 Oy o e e e o B SNRNTIR o I e 284,243 368,530 179,693
PrepRitd@XDONSLS | viu i sos b samiens oo s aits 2,107 2,638 2,473
481,021 297,687 285,030
Increase (decrease) in current liabilities:
Accounts payable and accrued liabilities . ...... 286,840 161,364 152,959
Accrued federal and state income taxes........ 16,040 21,813 7,344
Long-term debt due within one year............ 1,377) 1,539 (6,237
Obligations under capital leases
due withinone year..............cccicvveensn 2,212 1,489 1,379
303,715 186,205 155,445
Increase in working capital ...................... $177,306 $111,482 $129,585

See accompanying notes.
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Note 3 Notes payable and long-term debt

Information on short-term borrowings and interest rates follows:
Fiscal years ended January 31,

1986 1985 1984
Maximum amount outstanding at
month-entl. . ... it $161,300,000  $198,100,000  $86,602,000
Average daily short-term
DOTFOWINES - 25 o da o omsiti omes $ 35,947,000 $ 36,216,000 $24,748,000
Weighted average interest rate.. ... 8.0% 10.4% 9.3%

At January 31, 1986, the Company had lines of credit to support short-term
borrowings and commercial paper with 10 banks in an aggregate of
$325,000,000, and 90 day seasonal lines in an aggregate of $100,000,000. Short-
term borrowings against these lines of credit bear interest at or below the
prime rate, and certain of the lines of credit require compensating balances
or commitment fees.

Long-term debt at January 31 consists of:
1986 1985

107%% Debentures due August 2000 .............. $100,000,000 $ —
10% Participating Mortage Certificates due 2005 15,500,000 —
91,% Participating Mortgage Certificates II due

1) AR R B s 25,000,000 -
85%% 25-year secured notes, payable $244,595

quarterly (including interest) to October

0B W e et Sl N | o 8,627,000 8,902,000
934% Mortgage notes, due 1986 through 2000.... 6,485,000 6,885,000
8% Secured notes, payable $121,030 quarterly

(including interest) ....... ... oo iiivans 4,243,000 4,361,000
9% % Mortgage notes, payable $68,822 quarterly

(including interest) to June 1992........... 1,176,000 1,334,000
Tax-exempt mortgage obligations, at an average

rate of 10.3% due 1988 through 2014 . . . . ... 15,795,000 15,795,000
RRE- 0 e T e ik ST T e 3,856,000 3,960,000

Annual maturities on long-term debt during the next five years are:

Fiscal years ending Annual
January 31, maturity
1987 $1,605,000
1988 1,433,000
1989 1,474,000

1990 1,176,000

1991 1,246,000

The agreements relating to the 9%4% mortgage notes, which are guaranteed by
Wal-Mart Stores, Inc., and the 853% and 8'2% secured notes of a subsidiary
contain certain restrictions on the subsidiary concerning additional debt, business
activities and combinations, issuance of capital stock and investments.

Under the terms of the 1073% Debentures, the Company has agreed to observe

certain covenants. Among these are provisions relating to secured debt and
long-term leases.
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In July 1985 the Company issued $15,500,000 of 10% Participating Mortgage
Certificates and in August 1985 the Company issued $25,000,000 of 9%2%
Participating Mortgage Certificates. The agreements relating to these issues
contain provisions for the interest rate to be adjusted in three years from
issuance date to 9% and 8'2%, respectively, and for contingent additional
interest to be payable on a basis of the sales performance of the Wal-Mart
stores collateralized by the issues.

Note 4 Income taxes

Reconciliations of the statutory federal income tax rate to the effective tax
rate, as a percent of pre-tax financial income, are as follows:

1986 1985 1984
Statutory tax rate 46.0% 46.0% 46.0%
Investment tax credits (2.1 (212) (=2:19
State income taxes 2.1 2.0 2.3
Other (1233 2 ¢ 9
Effective tax rate 45.7% 46.0% 45.1%

Investment tax credits resulted in reductions of the current federal income
tax provisions for 1986, 1985 and 1984 of $12,940,000, $11,227,000 and $7,493,000
respectively.

Deferred tax expense results from timing differences in the recognition of
revenue and expense for tax and financial reporting purposes with respect to
the following:

1986 1985 1984
Depreciation $24,029,000 $17,263,000 $9,951,000
Capital leases ( 5,959,000) ( 4,936,000) ( 3,326,000)
Other ( 148,000) ( 2,516,000) 2,071,000

$17,922,000 $ 9,811,000 $8,696,000

Note 5 Preferred and common stock
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A. Preferred stock with mandatory redemption provisions

There are 25 million shares of $.10 par value preferred stock authorized, with
181,229 shares of Series A 8% Cumulative Convertible Preferred Stock
outstanding at January 31, 1986, and 222,860 shares outstanding at January 31
1985. The stock has voting rights, a $25.00 per share stated value, a $27.50 li-
quidation and redemption value and is convertible into 4.4 shares of common
stock. As of October 1, 1986, the Company may at its option redeem the
preferred stock if the market price of the Wal-Mart common stock is at least
125% of the conversion price for any 10 consecutive trading days within 30
days preceding the redemption date. Commencing December 31, 1986, the
Series A Preferred Stock will be subject to a sinking fund which provides for
the redemption of all shares over a five-year period.

2

The preferred stock is listed on the New York Stock Exchange, and at
January 31, 1986, there were 340 shareholders of record.

B. Common stock

There are 325 million shares of $.10 par value common stock authorized, with
281,045,471 shares of common stock issued and outstanding at January 31,
1986, and 280,444,746 shares (adjusted to reflect the 100% stock dividend paid
on October 4, 1985) issued and outstanding at January 31, 1985. The common



Note 6

Note 7

stock is listed on the New York Stock Exchange and the Pacific Stock Ex-
change, and at January 31, 1986, there were 21,828 shareholders of record.

At January 31, 1986, 4,682,969 shares of common stock were reserved, in-
cluding 3,886,105 shares for issuance under the stock option plans and 796,864
shares for the conversion of the Series A Preferred Stock.

The options granted under the stock option plans expire 10 years from date of
grant and may be exercised in nine annual installments. Further information
concerning the options is as follows:
Option price
(market price
at date of grant)

Shares Per Share Total

Shares under option

January 31, 1985 2,559,656 $ .74-22.88  $19,984,435

Options granted 180,750 22.19-30.00 5,084,650

Options canceled ( 129,252) .87-25.13 ( 1,583,957)

Options exercised ( 422,685) 74-22.88 ( 1,442,836)

January 31, 1986

(593,770 shares exercisable) 2,188,469 $ .74-30.00 $22,042,292
Shares available for option

January 31, 1985 1,808,600

January 31, 1986 1,697,636

Licensed department sales

The sales of licensed departments as reported by licensees are $129,421,000,
$117,223,000 and $76,835,000 for 1986, 1985 and 1984, respectively.

Long-term lease obligations

The Company and certain of its subsidiaries have long-term leases for stores
and equipment. Rentals (including for certain leases amounts applicable to
taxes, insurance, maintenance, other operating expenses and contingent rent-
als) under all operating leases were $95,088,000 in 1986, $81,795,000 in 1985 and
$61,564,000 in 1984.

Aggregate minimum annual rentals at January 31,1986 , under noncancelable
leases are as follows:

Fiscal Operating Capital

years leases leases
1987 $ 70,417,000 $ 76,709,000
1988 67,156,000 76,945,000
1989 65,529,000 76,562,000
1990 65,218,000 76,959,000
1991 63,178,000 76,885,000
Thereafter 682,740,000 1,225,098,000
Total minimum rentals $ 1,014,238,000 1,609,158,000
Less estimated executory costs 23,351,000
Net minimum lease payments 1,585,807,000
Less imputed interest at rates ranging from 8.5% to 14.0% 980,922,000
Present value of net minimum lease payments $ 604,885,000
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Certain of the leases provide for contingent additional rentals based on
percentage of sales. Such additional rentals amounted to $11,793,000 in 1986,
$10,674,000 in 1985 and $7,924,000 in 1984.

Substantially all of the store leases have renewal options for additional terms
from five to 15 years at the same or lower minimum rentals.

The Company has entered into lease commitments for land and buildings for
138 future locations. The lease commitments with real estate developers or
through sale/leaseback arrangements provide for minimum rentals for 20 to
25 years, excluding renewal options, which if consummated based on current
cost estimates would approximate $30,397,000 annually over the lease terms.

Note 8 Changing prices (unaudited)

The Financial Accounting Standards Board, Statement #33 as amended,
Financial Reporting and Changing Prices, requires large public companies to
provide information about the effect of specific price changes (current costs)
on the company’s financial statements.

In arriving at the net income adjusted to the current costs of the respective
years, only the cost of goods sold and depreciation of fixed assets have been
adjusted. According to the statement, revenues and all expenses other than
cost of goods sold and depreciation are considered to reflect the average price
level for the respective year and, accordingly, have not been adjusted.

Since corporations are taxed on historical dollar results without regard for
the inflation-created decline in the real value of the dollar, the provision for
income taxes has not been adjusted.

The objective of the current cost method is to reflect the effects of changes in
specific prices of the resources actually used in the Company’s operation, so
that measures of these resources and their consumption reflect the current
cost of replacing these resources, rather than the historical cost actually ex-
pended to acquire them. The historical cost of sales presented below has not
been adjusted since cost of sales on a LIFO basis is generally considered to
approximate replacement cost. The theory underlying the LIFO method of in-
ventory accounting rests on the concept of matching current costs with cur-
rent revenues. The Company principally uses the LIFO method of inventory
valuation.

Current cost computations were made separately for each component of fixed
assets. For purposes of determining current cost of facilities, the Company
utilized the concept of service potential, which represents the assets (ex-
cluding operating leases) required to generate the sales volume obtained dur-
ing the period. For certain items which are not acquired on a continual basis,
the Company used published valuation cost indices. For those assets which
are acquired or built on a continual basis, current costs are readily available
for use in calculating estimated replacement cost. Depreciation expense com-
putations were made utilizing the ratios between historical depreciation ex-
pense and historical assets within asset categories, and applying such ratios
to asset replacement cost data.



Statement of Income Adjusted for Changing Prices
(Dollar amounts in thousands except per share data)

Fiscal year ended January 31, 1986

Current costs
Historical dollars (nominal dollars)

REVORURS. . S0t T i b L el e e $8,506,616 $8,506,616
COBL O Balesl ¥ -l e e i e ot sco B e o 6,361,271 6,361,151%*
Operating, selling and general and

administrative expenses ..................... 1,485,210 1,486,981 **
181750 b o 6§ < Fo i i s e S e el LB e O 56,543 56,543
Provision for income taxes .................... 276,119 276,119
By (1071 T00) ) et e e S e e e e o $ 327,473 $ 325,822

Unrealized gain from decline in purchasing
power of net amounts owed*** ............... $ 45,271

Effects of changing prices on inventories and
service potential of property, plant and
equipment held during the year

Due to specific prices (current cost) .. ..... § 45,375
Due to general deflation ................... (87,050)
Excess of specific prices over general gy e

5 LT R el SIS s AN L $ 132,425

Selected Supplementary Financial Data Adjusted for Effects of Changing Prices
(in average 1986 dollars)
(Dollar amounts in thousands except per share data)

1986 1985 1984 1983 1982

Revenues - as reported  $8,506,616 $6,453,028 $4,702,940 $3,398,687 $2,462,647
- in constant dollars 8,506,616 6,683,818 5,076,424 3,788,012 2,902,906
Net income - as reported 327,473 270,767 196,244 124,140 82,794
- in current cost 325,822 280,307 212,130 136,647 89,514
Net income per share*
- as reported 1.16 .96 .70 .46 .32
- in current cost 1.16 .99 .76 .50 .34
Common shareholders’

equity at year end
- as reported 1,277,659 984,672 737,503 488,109 323,942
- in current cost**** 1,450,725 1,256,465 964,763 713,650 593,527
Cash dividends per

common share*
- as reported 14 A1 07 .05 .03
- in constant dollars 14 A1 .08 .05 .04
Market price per

common share*
- as reported 32.125 22.75 17.75 11.75 5.49
- in constant dollars 31.62 23.26 18.80 12.96 6.28
Average consumer price

index 323.22 312.04 299.4 290.0 274.2

*  Pershare dala prior to October 4, 1985, have been adjusted to reflect the 100% stock dividend paid
on that date.

** Depreciation expense (current cost) for 1986 is $89,106 of which $4,870 is included in cost of sales.

*** Preferred stock with mandatory redemption provisions has been treated for the above purposes as a
monetary liability in the computation of the unrealized gain from decline in purchasing power of net
amounts owed.

**%% At January 31, 1986, current cost (in 1986 average dollars) of inventories and property, plant and equip-
ment was $1,528,349 and $1.336,334, respectively. At January 31, 1985, current cost (in 1985 average
dollars) of inventories and property, plant and equipment was $1,227,264 and $975,350 respeclively.
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Note 9 Quarterly financial data (unaudited)

30

Summarized consolidated quarterly financial data for 1986 and 1985 are as
follows:

Quarters ended

1986 April 30, July 31, October 31, January 31,
Net sales $1,655,661,000 $1,934,359,000 $2,087,533,000 $2,773,936,000
Cost of sales 1,240,844,000 1,457,198,000 1,561,281,000 2,101,948,000
Net income 51,690,000 71,809,000 70,917,000 133,057,000
Net income pershare* $ .18 $ .25 $ .25 $ .47

1985
Net sales $1,234,769,000 $1,508,534,000 $1,583,573,000 $2,073,985,000
Cost of sales 903,912,000 1,117,654,000 1,163,704,000 1,537,170,000
Net income 43,643,000 58,964,000 58,792,000 109,368,000
Net income pershare® $ .15 $ .21 $ .21 $ .38

*Per share data prior to quarter ending October 31, 1985, have been adjusted
to reflect the 100% stock dividend paid on October 4, 1985, to holders of Wal-
Mart common stock.

Net income for the quarters ended January 31, 1986 and 1985 was increased
$5,441,000 ($.02 per share) and $11,147,000 ($.04 per share)due to adjustment of
the estimated inflation rate and other factors used to compute LIFO inventory
cost for the first three quarters to the actual data for the year.



ACCOUNTANTS’ REPORT

The Board of Directors and Shareholders
Wal-Mart Stores, Inc.

We have examined the accompanying consolidated balance sheets of Wal-Mart Stores,
Inc., and subsidiaries at January 31, 1986 and 1985, and the related consolidated statements
of income, common shareholders’equity and changes in financial position for each of the
three years in the period ended January 31, 1986. Our examinations were made in accor-
dance with generally accepted auditing standards and, accordingly, included such tests
of the accounting records and such other auditing procedures as we considered necessary
in the circumstances.

In our opinion, the statements mentioned above present fairly the consolidated financial
position of Wal-Mart Stores, Inc., and subsidiaries at January 31, 1986 and 1985, and the
consolidated results of operations and changes in financial position for each of the three
years in the period ended January 31, 1986, in conformity with generally accepted ac-
counting principles applied on a consistent basis during the period.

Arthur Young & Company

Tulsa, Oklahoma
March 24, 1986

RESPONSIBILITY FOR FINANCIAL STATEMENTS

The financial statements and information of Wal-Mart Stores, Inc. presented in this Report
have been prepared by management which has responsibility for their integri-
ty and objectivity. These financial statements have been prepared in conformity with
generally accepted accounting principles, applying certain estimates and judgments
based upon currently available information and management’s view of current condi-
tions and circumstances. The services of certain specialists, both from within the Com-
pany and from outside the Company, have been utilized in making such estimates and
judgments.

Management has developed and maintains a system of accounting and controls,
including an extensive internal audit program, designed to provide reasonable assurance
that the Company’s assets are protected from improper use and that accounting records
provide a reliable basis for the preparation of financial statements. This system is
continually reviewed, improved and modified in response to changing business condi-
tions and operations and to recommendations made by the independent publicaccoun-
tants and the internal auditors.Management believes that the accounting and control
systems provide reasonable assurance that assets are safeguarded and financial in-

formation is reliable.

The Company has adopted a Statement of Responsibility which is intended to guide
our management in the continued observance of high ethical standards of honesty, in-
tegrity and fairness in the conduct of the business and in accordance with the law.
Compliance with the guidelines and standards is continuously reviewed and is acknow-
ledged in writing by all management associates.

The Board of Directors, through the activities of its Audit Committee, consisting solely of
outside Directors, participates in the process of reporting financial information. The duties
of the Committee include keeping informed of the financial condition of the Company
and reviewing its financial policies and procedures, its internal accounting controls and
the objectivity of its financial reporting. Both the Company’s independent public accoun-
tants and the internal auditors have free access to the Audit Committee and the Board
of Directors and meet with the Committee periodically, with and without management
present.

Jack Shewmaker
Vice Chairman and

Chief Financial Officer
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David R. Banks
President, Beverly Enterprises
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President, Cooper Communities, Inc.
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A.L. Johnson
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Senior Vice Presidents
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Distribution and Transportation
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Operations

Joseph P. Hatfield
General Merchandise Manager

Harold E. Johnson
Operations
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Thomas P. Seay
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James L. Walton
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Vice Presidents

B.D. Adams

Operations
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Divisional Merchandise Manager
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Dwight A. Carney
Advertising and Sales Promotion
James K. Comeaux
Divisional Merchandise Manager
Thomas M. Coughlin
Operations, Sam’s Wholesale Club
David Dible

Divisional Merchandise Manager
Larry W. Dimmit
Divisional Merchandise Manager
Steve Furner

Operations

Roger Lee Gildehaus
Divisional Merchandise Manager
David H. Gorman

Loss Prevention

Harry S. Green
Operations

Michael J. Guccione
Jewelry

Joseph S. Hardin, Jr.
Distribution

Steve Harig

Divisional Merchandise Manager

Jackson T. Stephens*
Chairman, Stephens Inc.
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Senior Vice President
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Chairman and Chief Executive Officer
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Vice Chairman

! Member of Executive Committee
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Operations

William Hutcheson
Shoes

Bobby L. Martin
Data Processing

Robert J. Murphey
Construction
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Store Planning
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Operations

Melvin C. Redman
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H. Lee Scott, Jr.
Transportation
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Finance

Lew Skelton
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Divisional Merchandise Manager
P. Terry Tucker
Divisional Merchandise Manager
Rob Voss

Merchandise, Sam’s Wholesale Club

Wesley C. Wright
Personnel

Treasurer
Charles Rateliff

Controller
James A. Walker, Jr.

General Counsel and
Secretary
Robert K. Rhoads
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