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Upgrade to BUY 

• AMZN has unmatched growth predicated on conquering new markets and extending its 
dominance in existing markets.  

• Three key elements: growth, margin expansion, valuation. 
• While valuation has been challenging, we think value of the company is growing faster than the 

stock price. 
 

Unmatched growth in eCommerce and IaaS 
• On 9/21/16, we raised AMZN to BUY with a $935 target price.  
• Despite its massive size, AMZN is growing like a start-up. 
• 2Q16 revenue grew 31% to $30.4 billion, with 20%-plus annual growth in both domestic and 

overseas retail. 
• AWS grew more than 50% year/year. 
• AWS grew organically out of Amazon’s need to support its thousands of merchants and run a 

complex data-management business. 
• AWS first-mover advantage in IaaS will support its move into other areas ranging across public, 

private and hybrid cloud. 
 
Margin expansion key to thesis 

• We believe that AMZN is positioned for margin expansion in its retail operations as its 
fulfillment-center model matures and the company benefits from volume leverage driven by 
Prime and other differentiated online capabilities. 

• Retail margins can only expand so much, and the 4%-5% level may be a ceiling. 
• The key to margin expansion beyond retailers’ levels is the growth in the high-margined AWS 

business.  
• For 1H16, AWS operating margin averaged about 26%, compared with about 6% for North 

American Retail and less than 1% for International retail pated PC demand3 



• Based on its significantly higher operating margin, AWS is on track to account for over 40% of 
total 2016 operating income, even as it accounts for only about 9%-10% of revenue. 

• Consolidated segment operating income (CSOI) margin rose 230 basis points to 6.9%. 
• By 2017, based on AWS’ superior growth rate, AWS could be contributing over 45% of total 

operating income while pushing non-GAAP operating margin and CSOI margin well above 7%. 
 

Valuation has been the challenge with AMZN 
• We have long believed that AMZN should be accorded higher multiples based on its ability to 

consume market cap, first in retail (books, electronics, etc.) and now in technology (CPE servers 
& storage, and soon in software). 

• But we also want to ground our thesis in quantifiable valuation work. 
o AMZN trades at a mid-20s EBITDA/Enterprise Value multiple, compared to high 20s to 

low 30s EBITDA/EV multiples on an historical basis. 
o Using our two- and three-stage discounted free cash flow model, we calculate a value in 

the upper $900 range.  
o Our blended valuation model suggests as 12-month value for Amazon just above $1,000. 
o As long as AMZN keeps growing topline and expanding margins, valuation targets should 

push out as well. 
 
Conclusion 

• Given the company’s indisputable franchise leadership, its ability to leverage its vendor 
relationships in the retail space, and its market dominance and superior growth in 
infrastructure-as-a-service, we believe AMZN warrants long-term accumulation in most equity 
accounts 

• BUY to $935 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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. 
 
 


