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Game Plan After Estimate Reduction 
Where We Stand 

 We are maintaining our HOLD rating on Whole Foods. 

 We reduced our rating from BUY in January 2015 after the shares surpassed our $50 price target 
and reached our assessment of fair value.  

 The shares have declined 45% since our downgrade. We would once again consider raising our 
recommendation on a contrarian basis. 

 
What’s New? 

 After the close of trading on November 4, Whole Foods reported a 54% decline in GAAP 
earnings. 

o Included $0.08 per share of impairment charges and $0.06 per share of restructuring 
charges.  

 Even with the exclusion of these costs, adjusted profit of $0.30 was below our estimate and the 
StreetAccount consensus forecast of $0.34. 

 FY16 guidance was well below expectations. The shares were down about 5% after the report. 

 Comparable-store sales decreased 0.2% in constant currency, compared with consensus for a 
0.7% increase.  

o The comp decline reflects a 0.8% decrease in transactions and a 0.6% increase in basket 
size. 

 The company provided a FY16 target for EBITDA margin of approximately 8.5%, and an 
operating margin of approximately 5.35%. 

o  Prior to the 4Q release, we had been modeling an operating margin of about 5.8% and 
an EBITDA margin of approximately 9%. 

 
 
 



Our Actions 

 Lowered our FY16 estimate to $1.52 from $1.85 per share.  
o Reflects a reduction to our sales forecast with an expectation for lower comps.  
o We also reduced our estimate of gross margin amid competitive pressures. 
o We raised our estimate of interest expense based on the company’s plan to raise $1 

billion of debt.  
o An offset is that we are reducing our estimate of the share count.  
o The company’s guidance is for: 

  3%-5% sales growth with about a 7% increase in square footage and comps 
improving through the year. Our estimate of operating margin is 5.4%.  

 The company’s guidance is for a margin of approximately 5.35% with EPS of 
greater than $1.50, not including approximately $0.05-$0.07 of accretion from 
debt-financed buybacks. 

o Consensus is $1.62, but most recent estimates range from $1.42 to $1.60. 

 WFM currently trades at an enterprise value of 12.5-times trailing EBIT, which is below the five-
year average of 20 and the peak of 26 in October 2013.  

o We generally become interested in food and drug retailers at less than 12-times trailing 
EBIT.  

o If we assume that WFM shares trade at a multiple of 12-times our EBIT estimate in one 
year, the shares would be worth approximately $30, which is close to the current share 
price. 

 
Our Game Plan 

 While the steep decline following the 3Q earnings release would appear to present a compelling 
entry point for a new BUY recommendation, an upgrade usually requires affirmative answers to 
two important questions:  

o Is it cheap? 
o Is it improving?  

 The company’s valuation metrics have clearly come down, but sales, in particular, are not 
improving relative to our expectations or Street expectations.  

o Total sales have missed consensus in 11 of the last 12 quarters and we substantially 
reduced our FY16 sales estimate.  

 Whole Foods will have to work harder to establish its value proposition and that may require 
more price investments (lower gross margin) than we have been expecting. 

 We would still like to get WFM back on the BUY list, but: 
o We need to see indications that comp sales have stabilized. 
o See that the company is generating stronger increases in transactions as a sign that it is 

winning customers.  
o Will be assessing comp growth along with gross margin and the company’s ability to 

deliver a compelling operating margin.   
 
What Do We Recommend in the Sector? 

 Kroger --Target $43 

 Kroger has posted positive identical sales in 47 straight quarters. The shares have returned 
about 40% over the last year. The company has consistently raised the dividend, gained market 
share and topped quarterly expectations.  

 



 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


