
 
 
 
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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A Stock We Would Buy 

• Potential upside about 18% to our target. 
• Still believe there is a tail wind from housing recovery. 
• Superb management execution. 
• Believe there is additional opportunity to improve operations. 

 
HD Will Report 3Q Tomorrow 

• 11/15 Before market open. 
o Call at 9:00. 

• 3Q Consensus $1.58 – Argus $1.58. 
• Consensus Sales $23.04 billion – Argus $22.98 billion. 
• Operating Margin StreetAccount 14.4% - Argus 14.44%. 
• HD has not missed earnings consensus in last eight quarters. 
• Implied move on earnings day 2.9% -- about average. 

 
Keys to the Call 

• Implications of higher interest rates. 
• Monthly trend. 
• Sales trends around election. 

 
 
 
 
 
 
 
 



Favorable Read-through 
Masco (MAS) 

•  End markets in North America and Internationally remain strong. 
• 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. 
• Strong demand for repair and remodel products as 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 retailers’ expectations. 

 
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 five 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.  

 
 
 
 
 
 
 
 
 



Other Key Indicators 
• Lowe's and Home Depot are seeing an uptick in big-ticket projects. This was a long time coming 

following the housing crash. We believe it is an indication that customers have more 
discretionary income and once again believe that home improvement is a good investment. 

• Private Fixed Residential Investment is still near a 66-year low, at 3.55% of GDP, and well below 
the average of 4.6% since 1946.  

o We would expect PFRI to approach and likely exceed the long-term average before this 
current expansion is done.  

o Based on calculations from the Federal Reserve Bank of Philadelphia’s Survey of 
Professional Forecasters, Private Fixed Residential Investment is only expected to reach 
3.6% of GDP this year and 3.7% of GDP for 2017. 

• Home prices are only now reaching 2006 peak levels and affordability is still positive. In addition, 
about two-thirds of U.S. homes are more than 25 years old and likely in need of upgrades and 
repairs. 

• The National Association of Home Builders Remodeling Index indicates improving conditions. 
Harvard University's Leading Indicator of Remodeling Activity also points to strong growth over 
the next year.  

• We believe that these factors point to sustainable growth for Fortune Brands Home and Security 
as well as HD, Lowe's and Masco, which serves many of the same customers as FBHS.  
 

Recap of 2Q 
• We raised our target price to $154 from $150. 

o The new target reflects increases in both our forward EBIT and EPS estimates and a 
lower share count. 

• Earnings Meet 
o Home Depot reported 2Q EPS of $1.97, up 14%.  
o The result was above our estimate of $1.96 and in line with the average analyst estimate 

of $1.97 according to Bloomberg.  
o HD benefited from: 

 An improving housing market. 
 Strong demand from professional contractors. 
 Growth in big-ticket projects. 
 Excellent cost controls. 

• Comparable sales increased 4.7%, which was just below the consensus growth estimate of 4.8%, 
according to StreetAccount.  

o Comp sales at U.S. stores were up an impressive 5.4%. 
o Online sales rose almost 20%. 

• The trailing four-quarter return on invested capital was 29%, up an impressive 400 basis points 
from last year's second quarter. 

• Management is doing an excellent job managing expenses. 
• Dynamics of the professional business suggest market share gains and ongoing strength in the 

home improvement space. 
 
 
 
 
 



 
 
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. 
 
 


