
 
 
 
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. 
 
 
Bed, Bath & Beyond Inc. (NGS: BBBY: BUY) 
Target Price: $55 
Chris Graja, CFA 
9/19/2016 
 
What’s New? 

• Bed Bath reports after the close on Wed, September 21. 
o Conference call at 5:00 

 
Our Thesis: 

• We recommend Bed Bath as a relative value idea within our retail universe.  
o We recognize that margins have been declining and the market does, too.  
o Our thesis is that BBBY is relatively attractive based on: 

 Valuation  
 Profitability  
 Shareholder-friendly record of repurchasing shares. 
 Initiation of a dividend. 

 
Valuation: 

• The BBBY shares are trading at about 9-times trailing earnings. 
o  That’s below the five-year average of 15 and at the low end or a range that goes up to 

21.  
o Vulnerability to internet competition is a major factor in valuation of retailers. 

 PIR - 12x 
 WSM – 15x 
 ETH - 16x 
 HD - 22x 
 LOW – 23x 

o We believe that BBBY shares are attractive at the low end of the peer group range. 
 

 
 



Catalysts: 
• New dividend makes shares more attractive to value investors. 
• $2.1 billion on the buyback plan. 
• Likelihood of moderating CAPX after this year. 
• 2Q – Company does a good job with back-to-college. 

 
Debates: 

• What We Like: 
o Shareholder friendly 
o Battle-tested management 
o Attractive relative value 

• What Concerns Us? 
o Competition 
o Gross margin pressure 
o Potential for ongoing IT investments. 

 
What happened the last time BBBY reported? 

• On Wednesday evening, June 22, Bed Bath reported fiscal first-quarter earnings of $0.80 per 
share, down 14% from the prior-year quarter as the company continued to invest in technology-
related projects to improve its e-commerce capabilities. 

o The 1Q result missed our estimate of $0.86 and the average analyst estimate of $0.86. 
Management said the result was in line with its expectations. 

• First-quarter sales, for the period ended May 28, were flat at $2.74 billion, which was below our 
estimate of $2.79 billion. One factor that we and the Street may not have modeled precisely was 
the impact of Memorial Day shifting into the second quarter this year from the first quarter last 
year. 

o We believe that comps still would have been negative absent the holiday shift. 
• Comparable sales decreased by 0.5%. The StreetAccount consensus was for an increase of 0.6%. 

The average transaction amount was higher. The number of transactions was lower. 
o The reported comp includes both store and online sales. Management said that online 

sales were up more than 20%, while sales in stores were down in the low single digits. 
• Street seemed to struggle with the company’s guidance which appeared to come down slightly.  

o Going back to the 4Q release, Bed Bath said that it expected FY17 earnings to be 
towards the high end of the four-year range of $4.50 to “just over $5,” per share. 
Management also saw the potential to exceed that EPS range if comps came in better 
than the 1%-2% range it was modeling.  

o In the 1Q release, BBBY said that it expected EPS to be “comfortably within” that range.  
o We believe that the change was a result of several factors.  

 First is that the company now expects comps to be relatively flat to up 1%.  
 The updated guidance reflects 1Q results, which do not appear to have been 

significantly different from management’s plan. 
 Slight dilution from the recently announced purchase of the furniture and 

design company One Kings Lane.  
 Appears current market conditions had a slightly negative impact on the 

company’s earnings outlook.  
 
 



What would change our opinion? 
• In the near term, we would be disappointed if the company did not deliver decent second-

quarter results.  
• BBBY has an excellent back-to-college offering. In some cases, stores offer expertise on which 

area rugs are the best fit for freshman dorms at nearby schools.  
• We have also seen BBBY set up on-campus tents to sell dorm essentials. If sales were 

disappointing, we would be more concerned about the company’s competitive position in an 
area where it has a long record of delivering good products and service. 

 
 
 
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. 
 
 


