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 Earnings Beat 

o Last week, Masco reported that first-quarter adjusted earnings rose 78% to $0.32 per 
share, which exceeded the StreetAccount consensus of $0.26 and our estimate of $0.26. 

 The housing recovery continued. 
 Management benefited from improved efficiency and cost controls. 

o Masco reported 1Q16 net revenues of $1.72 billion, up 3.7% from the prior year. This 
was just below our estimate of $1.78 billion and in line with the Bloomberg consensus. 
Total sales increased 5% excluding currency fluctuations. 

 Cabinet sales were weaker than we expected because the company 
intentionally eliminated some low-margin products that were sold primarily to 
home builders. MAS also eliminated retail sales of kitchen counters.  

 Cabinets delivered strong profitability: 
 The segment posted an adjusted operating profit of $27 million in 1Q.  
 Our estimate was $11 million and the StreetAccount consensus was $12 

million. 
 Adjusted operating margin increased by 1,140 basis points to 10.6%. 

 
 Favorable Implications 

o Management saw strong demand for big ticket items and is seeing shoppers trade up to 
its best products from basics.  

o Sales of paint products that are made for professional contractors were strong and sales 
of paint for outdoor projects improved, helped by mild weather in the first quarter. 

o These factors raise our optimism for Home Depot and Lowe's. 
 
 
 
 



 Strong Margin Performance 
o First-quarter operating margin widened by 350 basis points to 13.8% on an adjusted 

basis. The StreetAccount consensus was 12%. The company is making a concerted effort 
to control SG&A dollars while operating more efficiently.  

o Adjusted operating income increased 39% to $237 million in 1Q. This exceeded our 
estimate of $201 million. 

 
 Encouraging Management Comments 

o In the 1Q16 conference call, Masco CEO Keith Allman said that rising prices of existing 
homes were a driver for sales of big ticket items, including cabinets and windows and 
that accelerating housing turnover was a leading indicator for spending on repairs and 
remodeling.  

o He said that these factors, along with affordability, are giving consumers the confidence 
to spend on their homes. 

 
 A Key Debate 

o Despite strong quarterly numbers, the share price fell after the release.  
o This is always difficult to assess, but we believe that there may have been some reaction 

to management's suggestion that there could be a gradual decline in profitability for the 
paint business, which falls within the Decorative Architectural Products segment, to 
approximately 18% from about 21%.  

o We don't see any cause for concern.  
 One factor is that the professional paint business is posting strong top-line 

growth, but it does not have the same margin rate as a gallon of paint for a DIY 
customer.  

 Masco is also trying to be prudent in recognizing that prices of commodities, 
such as the titanium that goes in paint, are at low levels and could revert to 
higher levels. 

 
 A Few Key Numbers 

o 2015 Revenue: $7.1 bil. 
o Market Cap: $10.2 B 
o Dividend Yield: 1.2% 

 
 What Does Masco Do? 

o Masco manufactures home improvement and building products.  
 Following the spinoff of the installation business in 2015 Masco has 4 segments, 

which had 2015 sales of $7.1 billion:  

 Cabinets and Related Products, which include the KraftMaid brand (14% 
of 2015 sales). 

 Plumbing Products, including Delta Faucets (47%). 

 Decorative Architectural Products, including Behr paint (28%). 

 Other Specialty Products, including Milgard windows (11%). 
o Approximately 20% of the company’s sales are international dominated by the UK and 

Europe.  
 Plumbing has the most international exposure, about 40%.  

 
 



o About 80% of revenue is linked to repair and remodel and 20% to new construction.  
o MAS is one of the biggest suppliers to Home Depot & Lowe’s. 27% of Masco’s 2014 sales 

were to HD. Lowe’s represents less than 10%. 
 
 Catalysts 

o The repair/remodel market (to which Masco is highly levered) appears to be hitting its 
stride, with growing demand for big-ticket items and upgraded products, which are 
often more profitable for MAS to sell.  

o We're seeing more big-ticket purchases at Home Depot and Lowe's, as both of these 
Masco customers see growing business with professional contractors. 

o Residential investment is still near a 66-year low, at 3.4% of GDP, and well below the 
average of 4.6% since 1946.  

o Home prices are only now reaching 2006 peak levels and affordability is still positive. 
o About two-thirds of U.S. homes are more than 25 years old and likely in need of 

upgrades and repairs. 
o Lowe's is seeing signs of modest home price appreciation, and as customers gain 

confidence that the value of their homes is increasing, they are planning new projects. 
 Their home improvement spending is also increasing relative to their overall 

spending.  
o Lowe's and Home Depot are also seeing an uptick in big-ticket projects. This was a long 

time coming following the housing crash. We believe it is an indication that customers 
have more discretionary income and that they once again believe that home 
improvement is a good investment. 

o The National Association of Home Builders Remodeling Index indicates improving 
conditions.  

o Harvard University's Leading Indicator of Remodeling Activity points to accelerating 
growth in 2016 and into the first quarter of 2017.  

o We believe that these factors point to sustainable growth for HD and Lowe's as well as 
for suppliers such as Masco and Fortune Brands Home and Security. 

o Interest rates are low. 
o The importance of management-controllable factors including the vitality of its brands 

should also grow, and we regard this as a positive for Masco.  
o The company had a strong record of brand management and innovation. About 25% of 

the company’s 2014 sales came from products that were introduced within the prior 36 
months.  

 
 Investment Conclusion: BUY 

o We remain optimistic that Masco's expertise in developing new products and 
management's efforts to make the business more efficient will boost the shares as the 
housing and remodeling market improves. We continue to expect a multiyear housing 
recovery. 

 
 
 
 
 
 
 



 

 
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. 
 

 


