
 
 
 
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. 
 
 
HP Inc. (NYSE: HPQ: BUY) 
Target Price: $19 
Jim Kelleher, CFA 
9/21/2016 
 
Implications of the Intel guidance raise 
Thesis 

• HP, in our view, is doing a solid job maintaining and expanding market share in PCs while driving more 
profit to the bottom line.  

• The next challenge for the company is righting its printing business 
 

Intel’s guidance raise: positive for PC producers 
• On 9/16/16, Intel raised its topline guidance by 5% to a $15.6 billion midpoint from $1.49 billion 

midpoint.  
• Non-GAAP gross margin guidance increased to 63%, +/- few points, from 62%, +/- few points. 
• Op costs were raised, but not as much as revenue and gross margin. 
• For Intel, this lifted 3Q16 non-GAAP EPS consensus by about $0.08, or 12.5%, to $0.72, from $0.64 some 

90 days ago. 
• Intel attributed its topline boost to replenishment of PC supply chain inventory as well as better-than-

anticipated PC demand. 
 

Intel’s guidance raise: what it means for PC producers 
• The main driver was replenishment of CPUs at distribution. However, this likely signals that PCs at 

distribution were also lean. 
• The boost to gross margins signals that Intel is operating its own fabs more efficiently, but also that the 

mix was better – a positive sign for the consumer high-end and the corporate PC markets. 
 
Intel’s guidance raise: what it might mean for HPQ 

• The EPS outlook for HPQ is in a downtrend, currently at $0.36 for fiscal 4Q16 (calendar 3Q16) vs. $0.41 
some 90 days ago.  

• Argus is at $0.37; 4Q guidance of $0.34-$0.37 disappointed, given pre-reporting 4Q consensus of $0.41. 
• PCs have been an improving business for HPQ, maybe signaling equilibrium after two years of decline 
• During fiscal 3Q (June-August), HP Inc. shipped about 12.96 million PCs, up 4% (price down 4%) 
• Global PC share of 20.4%-20.8%, up 1.8 percentage points, according to HP 
• Surprise: down 3% in traditionally strong corporate, but up 8% in consumer and building early presence 

in gamer (PC holy grail) 
• The topline and GM raise from INTC could be positive to HPQ’s 4Q mix, and also carrying into fiscal 

2017. 



 
What’s wrong with printing? 

• The main challenge facing HPQ at present is not PCs but printing, which accounts for 35%-40% of 
revenue but 67%-75% of operating profits. 

• Printing had an 18% margin in 2015 and will come in around 17% for 2016, vs. 3.4% in 2015 and 3.7% in 
2016 for PCs; concern is printing could slide further. 

• During 3Q16, printing revenue declined 14% year-over-year, and printing supplies revenue declined 
18%. 

• About one-third of supplies decline was related to a planned reduction in partners’ channel inventories; 
this should stabilize by end of fiscal 2017. 

• Also hurting margins was increased marketing spending. 
• Ultimately, end of promotional pricing will benefit printing, but pain will be felt along the way. 

 
Outlook 

• We look for 7% decline in pro forma revenue for HPQ for 2016, to $47.6 billion (Street $47.6 billion). 
• But we look for a 10% gain in non-GAAP EPS, to $1.61, as PC margins expand and HPQ carefully adjusts 

its “jewel in the crown” printing business (Street: $1.61). 
 
Conclusion 

• Given ongoing challenges in printing, HPQ and Street counting on PCs to carry the water for the 
company in 4Q16. 

• HP doing a solid job maintaining and expanding market share in PCs while driving more profit to the 
bottom line. 

• BUY to $19. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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. 
 
 


