
 
 

 
ANALYST QUICK NOTES 
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Kroger Co. (NYSE: KR: BUY) 
Target Price: $45 
Christopher Graja. CFA 
4/25/2016 
 
What do we think? 

 We expect the company to continue using innovative strategies to extend an 11-year streak of 
gaining market share and a 49 quarter run of growing identical sales. 

 One-year price objective at $45, representing potential upside of approximately 20%. 
o Kroger is demonstrating positive dynamics: 

 Gaining customers. 
 Driving customer visits. 
 Innovations that are driving the creation of new products including natural and 

organic foods. 
 
Real Growth 

 Company hired more than 7,000 veterans last year. 

 Hired 35,000 veterans since 2009. 

 Created more than 74,000 new jobs in last 8 years. 
 
Kroger Gets It: ID sales growth for 12 years is not an accident  

 Kroger has been a leader in using rigorous data analysis to offer personalized promotions. 

 Recognizing the need to offer low and compelling prices.  

 Efficiently managing operations to enable the price reductions that drive market share. 
o Reduced expense rate for 11 consecutive years!! 

 The company is committed to growing ROIC over time, although we don't expect rapid 
expansion in a relatively stable business that has a large and growing capital base. As recent 
investments mature, we expect them to be accretive to ROIC. In FY16 the company boosted 
ROIC to 13.93% from 13.76%. 

 
 
 



Customer First 

 Kroger’s operating strategy is based on a four-point platform called “Customer First.”  
o Improving customer service. 
o Enhancing product selection and quality. 
o Upgrading the shopping environment.  
o Reducing prices. 

 Management is not aiming to compete on price with Wal-Mart and Costco: 
o Offer compelling prices. 
o Differentiate with: 

 Customer service. 
 Wider range of products. 
 Pleasant and convenient shopping experience.  

 Against traditional grocers: 
o Win on price.  
o Equal or better on service, products and shopping experience.  
o Working to speed checkout times. 

 
Innovation 

 Private brands have become a growing segment of its merchandise mix, generating $20 billion 
of revenue in FY16.  

o In FY16, the penetration of private brands was 29% of units sold and 26.2% of sales, ex 
fuel and pharmacy items.  

 Simple Truth – Natural and Organic. 
o Several years of double-digit comp growth. 
o Appears to be maintaining sales momentum as brand matures. 
o Brand probably $1.5B + 
o Introducing new product lines: 

 Household products/cleaners 
 Personal Care 
 Baby 

 The company has new line of delicacies from around the world (including gelato) which should 
add to the success of its private brands. 

o HemisFares 
 Taste of Italy 
 Taste of Spain 

 Using big data predictive analysis to offer custom coupon offerings. 

 Main & Vine – new store concept. 
o Affordable prices 
o Customer focused on speed and convenience 
o Specialty foods 
o Local items 
o Bulk sizes to save money 
o Interactive – “What’s for dinner tonight?” cooking demonstrations and food tastings 
o Customer focused on speed, convenience, natural & organic 

 
 
 



 Vitacost 
o e-commerce platform, which can be combined with the company’s customer insights 

and loyal customer base, to create new levels of personalization. 
o Best known for vitamins, supplements. 

 ClickList –shop online, pick up at store 
o Expanding from one market to seven. 
o Staff will bring products to car. 
o Major convenience. 

 
Conclusion 

 We believe efficient operations and deep customer insights should help KR to drive sales to 
value-conscious shoppers and boost return on capital. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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. 
 

 


