
 
 
 
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. 
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Recommendation: Buy the Shares on Recent Weakness 

• Over 25% total return potential to our $40 price target. 
• Shares off about 8.5% since earnings on 10/25. 
• Housing recovery is choppy, but on track. 

 
What Happened? 

• On October 25, Masco reported 3Q16 net revenues of $1.88 billion, up 2% from the prior year.  
o This was slightly below our estimate of $1.95 billion and the StreetAccount consensus of 

$1.92 billion. North American sales rose 2%.  Sales remained strong in big box stores.  
• Adjusted earnings rose 21% to $0.41 per share, which missed the StreetAccount consensus of 

$0.44 and our estimate of $0.43.  
o Operating profitability was solid except for the window business where Milgard 

increased a warranty reserve and noted some production efficiencies.  
 This reserve charge is included in the adjusted results, hurting adjusted EPS by 

$0.04 per share. 
• Third-quarter operating margin widened by 70 basis points to 14.7% on an adjusted basis. The 

StreetAccount consensus was 14.9%. Our estimate was also 14.9%.  
o This 20-basis-point “miss” illustrates the relatively small deviation from our 

expectations.  
• We lowered our 2016 EPS estimate to $1.53 from $1.56. We reduced our 2017 estimate to 

$1.81 per share from $1.85, which still represents growth of 18%.  
• While there could be some bumps in the external environment, we continue to believe that 

macro factors support continuing growth. 
• Management said that the housing market continues to be choppy at times, but the multi-year 

recovery remains on track. As a reminder, the company is deliberately discontinuing some 
cabinets that had been sold directly to builders at unfavorable margins.   
 



Color on the sector: 
• Masco: End markets in both North America and Internationally remain strong. 
• Continue to leverage underlying market strength by introducing new products, improving sales 

mix penetrating new markets and gaining share with industry leading brands.  
• Double-digit sales growth with Pro Paint initiative at HD. Doubling Pro Hub stores to 200 this 

year. Hopes this will drive additional comp growth in 2017. 
• Behr Marquee, highest price point DIY product posting exceptional comps, again at HD. 
• Based on success, MAS expanding a KraftMaid cabinet product for Lowe’s to 500 from 250 

stores.  
• Strong demand for repair and remodel products; consumers are trading up. 
• Plumbing, strong consumer-driven demand at both wholesale and “large retail customers.” 
• KraftMaid: strong performance in the retail channel resulting in double-digit growth and share 

gains. 
• “The consistent thing about this recovery has been some choppiness.” 
• “Fundamentally the demand drivers and the foot traffic that we’re seeing particularly in repair 

and remodeling are strong.” 
• Seeing good growth in spas and cabinets, which are big ticket and in entry level: “A good sign for 

the nature of the recovery.” 
• Masco CEO was at a meeting with 15 or 20 CEOs of big builders. All very upbeat about how the 

builder market was going. 
• Masco CEO: “Fundamentally my view hasn’t changed – good macros.” 

 
Stanley (SWK)  

• U.S. retail up high-single-digits despite inventory reductions by certain retail partners. 
• Excited about new product launches that may help NA retail in 2017. 
• Pace of sales: 

o “Spectacular” at the beginning of the year. 
o Got sequentially slower in second quarter. 

 Never really got that low 
 Always positive. 

o Pace of sales picked up with launch of new products. 
o Seeing good sell-through of products, maybe beating expectations of retailers. 

 
Fortune Brands Home and Security (FBHS) 

• Since late September and through October, we’ve seen the pace of orders strengthen, returning 
to levels that we would expect. 

• Repair and remodel grew at around 4% in 3Q.  Began to slow in July and through August and the 
first half of Sept. Over the past 5 weeks R&R has improved.  

• Slower 3Q might be partially explained by labor constraints. 4Q shaping up to be on plan. 
• Home products market should grow about 6% in 2017.  
• Continued momentum heading into 2017.  

 
 
 
 
 
 



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%. 
 
Investment Conclusion: Buy on Recent Weakness 

• 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. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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 Research Co., 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 whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. 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. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
customer of Argus Research Co. (ARC), based in New York. Argus Investors’ Counsel pays Argus Research 
Co. for research used in the management of the AIC core equity strategy and model portfolio and UIT 
products, and has the same access to Argus Research Co. reports as other customers. However, clients and 
prospective clients should note that Argus Investors’ Counsel and Argus Research Co., as units of The Argus 
Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
marketing of the AIC core equity strategy and UIT and model portfolio products. 
 
 


