
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, you want to 
know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of current news about Argus-
covered companies or other market-moving events. Please check back regularly for new Quick Notes. Important 
disclaimer information is on the last page of this document. 
 
 
Masco Corp. (NYSE: MAS: BUY) 
Target Price: $40 
Christopher Graja, CFA 
7/27/2016 
 
Recommend Buying the Shares 

• This morning we are reiterating our BUY rating and raising our target price to $40 from $36. 
• We are raising our 2016 EPS estimate to $1.56 from $1.50.  
• We are also raising our 2017 estimate to $1.85 per share from $1.80, representing growth of almost 20%.  
• Yesterday’s results from Masco and last week’s results from Stanley also reinforce our recommendations for 

Home Depot and Lowe’s 
 
Earnings Beat 

• Yesterday, Masco reported that adjusted earnings rose 21% to $0.46 per share, which exceeded the 
StreetAccount consensus of $0.43 and our estimate of $0.42. 

o The housing recovery continued. 
o Management benefited from improved efficiency, cost controls and favorable commodity prices. 

 
A Key to the Call 

• On the 2Q16 earnings call, MAS management raised its long-term operating margin expectation to the high 
teens, from 16%-17% for the Plumbing business and to a low-to-mid teens margin for cabinets from 8%-9%. 

 
Favorable Read-through 

o Management saw strong demand for big ticket items including spas. 
o We and management believe that this shows that investors are confident investing in their homes. 

 Customers were both willing and able to use credit to make this type of discretionary purchase.  
 Rising home prices 
 Increasing housing turnover 
 Favorable housing affordability  
 Consumers' improving access to credit. 

o These factors support our optimism in home-improvement spending -- and for Home Depot and Lowe's 
in particular. 

o From Stanley Black & Decker (last week): 
  In North America, there was solid demand for tools in 2Q, helped by strong demand at big-box 

stores.  
 SWK said that point of sale performance remained strong and that big-box inventories were 

consistent with or lower than historical levels. 



 Suggests that the retailers like Home Depot and Lowe's are seeing solid sell through and that 
there is little need for them to reduce orders for later in the year 

 
Strong 2Q Margin Performance at MAS 

o Second-quarter operating margin widened by 260 basis points to 17.1% on an adjusted basis. The 
StreetAccount consensus was 14.8%. Our estimate was 13.9%.  

 The company is making a concerted effort to control SG&A dollars while operating more 
efficiently.  

 Adjusted operating income increased 22% to $342 million in 2Q. This exceeded our estimate of 
$282 million. 

 Best 2Q operating margin since 2002. 
 
Encouraging Management Comments 

o “The fundamentals driving our business continue to accelerate.” 
o “Consumers continue to gain confidence to reinvest in their homes.” 

 
A Few Key Numbers 

• 2015 Revenue: $7.1 bil. 
• Market Cap: $1.8 B 
• Dividend Yield: 1% 

 
What Does Masco Do? 

• Masco manufactures home improvement and building products.  
o 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%). 
 Windows and 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 

• 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.  

• 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. 

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

• Home prices are only now reaching 2006 peak levels and affordability is still positive. 
• About two-thirds of U.S. homes are more than 25 years old and likely in need of upgrades and repairs. 
• 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. 
o Their home improvement spending is also increasing relative to their overall spending.  

• 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. 

• The National Association of Home Builders Remodeling Index indicates improving conditions.  
• Harvard University's Leading Indicator of Remodeling Activity points to accelerating growth in 2016 and into the 

first quarter of 2017 before leveling off in 2Q17.  



• 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. 

• Interest rates are low. 
• The importance of management-controllable factors including the vitality of its brands should also grow, and we 

regard this as a positive for Masco.  
• 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 

• 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. 
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