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What’s New? 

• On July 28, Amazon.com again posted impressive results in 2Q16, highlighting outstanding 31% 
sales growth in an environment where many retailers would be happy for flat sales growth. 

• Second-quarter net income jumped to $857 million or $1.78 per diluted share, from $92 million 
or $0.19 per share in 2Q15. 

 
Key Positive 

• Amazon Web Services, Amazon's enterprise cloud computing business posted strong 2Q16 
results, with 58% revenue growth and a doubling of adjusted operating income, to $863 million 
from $391 million in 2Q15.  

o The current segment margin is almost five-times the margin in the North American retail 
business.  

 
Key Challenge 

•  The company is on pace to open 21 fulfillment centers in the first three quarters compared with 
10 in the same period last year.  

• AMZN is also nearly doubling its spending on 'content,' including original television shows in the 
second half. 

 
Our Actions 

• We are raising our 2016 EPS estimate to $5.85 from $5.10.  
o Approximately $0.68 of the $0.75 increase is a result of 2Q earnings coming in higher 

than we expected.  
o Our 3Q sales estimate of $31.4 billion is within the guidance range of $31-$33.5 billion.  
o Our $628 million operating income estimate is towards the high end of a guidance 

range that goes up to $650 million. 
 



• We are raising our 2017 forecast to $10.00 from $7.56.  
o The increase is on a slightly higher sales forecast as the company benefits from 

improved distribution network that will allow it to offer more products for first day 
delivery.  

o We also increased our estimate of operating margin based on a higher penetration of 
AWS.  

 
So why don’t we rate it a BUY? 

• We believe that AMZN shares are fully valued 
• This is a business with outstanding growth prospects, but we believe that those prospects are 

reflected in the current share price. 
 

What is reflected in the share price? 
• Stock trades at 188x earnings. 
• Let's look out five years. An investor in a high-multiple stock would probably want an annual 

return of at least 10% and probably 12%.  
• To earn a compound annual return of 12%, AMZN's stock price would need to rise to about 

$1,340 per share in five years.  
o This is just simple math. 

• Let's say that Friday’s consensus is right and AMZN delivers a CAGR of 50% over the next five 
years.  

o Using the trailing four-quarter EPS of $4.03, according to Bloomberg, as a starting point 
EPS would grow to $30.60 per share in five years.  

•  Price = Earnings x Multiple. If a 12% required return equates to a price of $1,340 and earnings 
are $30.60, Amazon would need to trade at a P/E multiple of about 44-times in five years. 

• What does a 44 multiple in five years imply?  
o It is more than twice the current market multiple.  
o It is much higher than Nike at 25-times.  
o It is twice as high as Johnson and Johnson at 20-times.  
o It is more than three-times the multiple of Apple, which trades at 12-times.  

• Our point is that the market is implying that even after five years of 50% growth, AMZN will 
trade at a substantially higher multiple than three of the most successful companies in the world 
trade at today. 

• Embedded in a P/E multiple is an expectation for earnings growth, cash payouts to shareholders 
and risk.  

• Based on a two-stage DDM, and some reverse engineering, a terminal multiple of 44-times in 
five years implies six years of EPS growth at 20% with no dividend payout and a cost of equity of 
9%, followed by 3.5% earnings growth forever, a 95% payout and a cost of equity of 7.5%. 

• To be sure, AMZN can expand geographically, it can add more product categories and there is 
potential in the profitable AWS business.  

• Our analysis just suggests that there is a great deal of optimism and earnings growth priced into 
the AMZN shares. 

 
 
 
 
 



 
 
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. 
 
 


