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ARGUS ANALYSTS’ TOP PICKS 2017

CONSUMER DISCRETIONARY

ADVANCE AUTO PARTS (AAP)
12-month target price of $185 (Chris Graja, CFA)

Advance Auto Parts is a leading retailer of automo-
tive parts and accessories in the United States, providing a
huge inventory of parts, fast delivery, and knowledgeable
customer service. Auto parts stores are more insulated from
internet competition than most retailers. The new AAP Chair-
man is noted activist investor Jeffrey C. Smith, the CEO of
Star-board Value. Under his watchful eye, AAP’s new CEO
Tom Greco will apply his expertise from a 30-year career at
PepsiCo to make AAP a more efficient and customer-fo-
cused company. CEO Greco is focused on customer ser-
vice, management accountability and having the right part
in the right place at the right time. We expect him to deliver
on operating improvements that will be catalysts for the
shares over the next year. The company’s five-year goal is
to raise comp sales growth into the mid-single digits and
raise operating margin by at least 500 basis points. Our long-
term earnings growth rate forecast is 5.0%, which we will
review in tandem with CEO Greco’s performance.

MGM RESORTS INTERNATIONAL (MGM)
12-month target price of $38 (John Staszak, CFA)

We have a favorable outlook on the prospects for the
gaming industry. Following 27 consecutive months of de-
clines, gross gaming revenue (GGR) in Macau has risen for
four straight months. In Las Vegas, we see ongoing, moder-
ate improvement in gaming. MGM Resorts International’s
56% ownership of MGM China and the 1Q17 opening of
the MGM should enable it to benefit from recovery in
Macau. In Las Vegas, we expect solid demand in the
company’s convention business to benefit food and bever-
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age sales and hotel room prices. We look for better-than-ex-
pected benefits from the company’s Profit Growth Plan
(PGP). The shares are trading at 24 times our 2017 estimate,
which we believe indicates unrealized value.

INTERPUBLIC GROUP (IPG)
12-month target price of $28 (Katelyn Bayone)

This worldwide advertising agency should benefit from
positive trends. Global ads are expected to grow 4.5% in 2017
(source: Zenith Optimedia). Following the election, the eco-
nomic landscape is more favorable based on reduced uncer-
tainty and regulatory risk in the US, where IPG has 60% rev-
enue exposure. Given that the advertising business is highly
cyclical in nature, positive business sentiment and a boost in
economic growth can further push outperformance of IPG
shares. IPG is net new business positive and is leading many
peers in terms of organic growth. Interpublic has increased
its operating-margin and organic-growth targets. IPG shares
trade below peer averages and have more room to run than
competitors. A one-year target price of $28 assumes a for-
ward multiple of 18.8-times our FY17 earnings estimate.

CONSUMER STAPLES

KROGER (KR)
12-month target price of $43 (Chris Graja, CFA)

Within the grocer space, Kroger is winning more cus-
tomers, increasing the number of loyal customers, selling
more units and gaining market share. This is offsetting the
negatives associated with recent lower prices of staples such
as milk, eggs and cheese. Management’s focus on delivering
value to shoppers will continue to boost market share in an
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economic environment that is still challenging for many cus-
tomers. Despite food deflation, we still expect average EPS
growth of 11% over the next five years along with continuing
dividend increases. Kroger has been a leader in using rigorous
data analysis to offer personalized promotions which drive traf-
fic and support margins. The company is also innovating by
offering its own growing brands and by offering an online or-
dering application called Click List. The company’s operating
strategy is based on a four-point platform called “Customer
1st.” Our 12-month target price is $43. Kroger is trading at an
enterprise value of 12.8-times trailing EBIT, below the food
and drug stores peer median of 14-times. At an enterprise value
of 14-times our EBIT estimate for FY18, Kroger would be
worth approximately $44 per share.

ENERGY

HALLIBURTON (HAL)
12-month target price of $64 (Bill Selesky)

The current environment is becoming more favorable for
Halliburton, based on the 1.2 million/barrel daily cut agreed
upon by OPEC and the 600K daily cut by non-OPEC mem-
bers. With the agreement, the timeline to reduce overcapacity
has become shorter. Assuming oil at $50, domestic E&P’s will
restart oil and gas drilling programs. And short-cycle plays
(onshore US) will benefit due to lower cost & yield. In terms
of competitive advantage, Halliburton is the most leveraged to
North American onshore drilling. Current cost-reduction pro-
gram is massive and to last several years. Best-in-class tech-
nology portfolio offering advanced drill equipment. Argus es-
timates a loss in FY16 of $0.08, but a rebound to a profit of
$0.98 in FY17. In terms of valuation, the P/E is a rich 54.9-
times for FY17, but should contract on a strong FY18.

FINANCIAL SERVICES

PRUDENTIAL FINANCIAL (PRU)
12-month target price of $115 (Jacob Kilstein, CFA)

The financial services industry, including Prudential,
appears poised to benefit from reductions in regulatory restric-
tions as well as from higher interest rates. Too-big-to-fail capi-
tal restrictions enacted after the financial crisis could be lifted
or loosened as the new Congress revisits Dodd-Frank.
Prudential’s bond portfolio should experience better returns as
the Fed hikes rates and the economy improves. Prudential’s
exposure to faster-growing international life insurance mar-
kets positions the company to continue to deliver industry-lead-
ing returns. Management consistently returns capital to share-
holders through dividend hikes and share buybacks. The shares
are trading below historical and peer average valuations and
appear attractive given the company’s above-peer-average divi-
dend yield and ROE.

ECONOMIC & MARKET COMMENTARY (CONT.)

CHARLES SCHWAB (SCHW)
12-month target price $46 (Stephen Biggar)

We expect Charles Schwab to benefit from a healthy
environment for growth in financial assets, an expanding
workforce contributing to retirement accounts, and greater
retirement planning needs for baby boomers and echo-
boomers. SCHW has improved competitiveness by challeng-
ing industry pricing standards with low-cost financial prod-
uct offerings. Earnings have been growing above the rate of
peers, helped by an innovative product suite and market share
gains. In terms of a potential stock triggers, the potential for
reduced tax rates would allow for greater contributions to
retirement accounts. Schwab Bank earnings will benefit from
higher interest rates. SCHW earnings expected to grow 25%
in 2017, aided by higher asset levels and operating margins.
Believe shares can trade at 29-times our 2017 forecast of
$1.60, resulting in target price of $46.

MORGAN STANLEY (MS)
12-month target price of $49 (Stephen Biggar)

Higher equity market values and rising business senti-
ment should lead to a robust environment for capital mar-
kets (equity underwriting, trading) and wealth management
(higher assets under management) in 2017. MS has made
considerable progress in expanding its stable of wealth man-
agement business while reducing areas that are capital in-
tensive, thereby improving its risk profile relative to peers.
Potential for reduced capital requirements and compliance
spending under a less stringent regulatory environment
would free capital for other uses while lowering costs. Tar-
get price of $49 is 15.3-times our 2017 estimate, closer to
its historic average multiple near the S&P 500, as ROE and
other financial metrics improve.

HEALTHCARE

CARDINAL HEALTH (CAH)
12-month target price of $105 (David Toung)

We expect profitability of Cardinal’s Pharmaceutical
and Medical segments to improve in 2017. Sales growth
from new and existing customers and higher volumes from
specialty distribution are key drivers for pharmaceutical seg-
ment. Higher sales of high-margin proprietary products and
contribution from Cordis acquisition will drive results in
the Medical segment. Despite an industry outlook of muted
price increases, Cardinal is succeeding in securing new cus-
tomers and adding more business from current customers,
thus driving double-digit topline growth. A trigger for stock
outperformance may come in the form of greater than an-
ticipated synergies from the integration of Cordis. CAH
trades at 13.0-times our EPS estimate for FY17, below the
mean of 13.5 for peers in our coverage universe. We think
this valuation is attractive.
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STRYKER (SYK)
12-month target price of $130 (David Toung)

Demographics of an aging population is driving demand
for replacement hips and knees. New products, acquisitions
and superior sales execution are driving single-digit sales
growth and double-digit EPS growth. We expect the expanded
launch in 2017 of Mako robotics-assist for orthopedic surger-
ies as contributing to market share gains and profit margins.
While SYK trades at 18.1-times our 2017 EPS estimate (vs.
mean of 17.0 for peers in our coverage universe), we believe
SYK’s strong growth prospects and advanced technology sup-
port the premium valuation.

THERMO FISHER SCIENTIFIC (TMO)
12-month target price of $165 (David Toung)

The increase in spending for pharmaceutical and biotech
R&D and for research tools such as gene sequencing are driv-
ing demand for TMO’s products. While equity valuations for
biotech stocks have fallen, the need to discover new treat-
ments for serious diseases has only become more urgent. In-
tegration of acquisitions, new products and geographic ex-
pansion are driving sales growth and higher margins. TMO
lifted 2016 guidance due to contributions from FEI acquisi-
tions. We see accretive M&A deals in 2017 adding products
and new markets. Given the company’s strong growth pros-
pects, we think TMO’s valuation (15.7-times vs. mean of 17.0
for peers in our coverage universe) is very attractive.

INDUSTRIALS

BOEING (BA)
12-month target price of $185 (John Eade)

The Aerospace/Defense group should benefit from poli-
cies currently favored and ultimately implemented by the in-
coming Trump Administration. On a micro basis, this leading
blue-chip company is transitioning to a new version of its
popular 737 single-aisle plane in 2017. We expect Boeing
management to hit its aggressive production targets over the
next several quarters, delivering positive earnings surprises.
Management recently raised guidance after 3Q results. The
stock has recently been in the news as President-elect Trump
has criticized the cost of Air Force One and has threatened
potential trade sanctions against China, which is a major
Boeing customer. While these uncertainties may temporarily
halt a climb in the BA share price, we note that the company
has a seven-year backlog of orders. The company has a clear
focus on shareholder returns, with a stock buy-back plan and
a generous dividend, which yields 2.9%. Although the BA
shares have rallied and are trading near 52-week highs, re-
turns have lagged peers, and multiples remain attractive.

ECOLAB (ECL)
12-month target price of $138 (John Eade)

Ecolab delivers numerous services that support the re-
building of the nation’s infrastructure, as President-elect
Trump has pledged. These services include water, hygiene,
and energy technologies for customers in the chemical, min-
ing, power generation and petroleum industries. ECL earn-
ings have been suppressed by weakness in energy, but Ecolab
has historically been a strong late-cycle performer. Oil prices
are expected to rise modestly in 2017 as OPEC trims pro-
duction and emerging market demand recovers. Operating
results should strengthen as the business cycle matures.
Ecolab has paid cash dividends for 79 consecutive years; the
current yield is 1.2%. Prior to the election, the ECL shares
had underperformed the broad market. That’s relatively rare,
as the stock has outperformed the broad market on a five-
year basis. The shares are trading at historically low P/E
multiples, though higher on Price/Sales and yield. Our divi-
dend discount model renders fair value near $140.

INFORMATION TECHNOLOGY

CAVIUM (CAVM)
12-month target Price of $76 (Jim Kelleher, CFA)

Cavium is operating in an environment favoring increas-
ing semiconductor demand based on rising electronic con-
tent per device, rapid growth in connected devices, hyperscale
computing and cloud data center, and future initiatives such
as internet of things and software-enabled architectures.
Cavium enjoys competitive advantage via its ThunderX prod-
uct line in ARM-based servers, where growth and customer
momentum have been enhanced by acquisition of HBA in-
dustry leader QLogic. Other key new products ramping to
volume in 2016 or 2017 include Liquid IO (gen 2), Octeon
Fusion M (macro base-station on a chip), Xpliant switches,
and Liquid Security. We believe volume ramps of key prod-
ucts as well as ARM server announcements will jolt the
CAVM shares favorably across the course of 2017, which is
a major ramp-to-volume year to Cavium. Our two- and three-
stage discounted free cash flow models generate an intrinsic
value above $100, while our blended valuation model indi-
cates a price of $82.

FACEBOOK (FB)
12-month target Price of $151 (Joe Bonner, CFA)

Mobile digital video usage is exploding and we expect
it will only become more popular as mobile data connectiv-
ity continues to improve around the world. Facebook with
over 1.6 billion mobile monthly active users and several 1-
billion plus user mobile applications occupies the sweet spot
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in the digital social network space. Catalysts for share price
appreciation are growth in advertising revenue per user and
rising usage of Facebook, Facebook Messenger, Instagram,
and WhatsApp. Increased adoption of the Oculus virtual real-
ity headset and system could be another catalyst for FB. The
12-month target price is $151, implying a 29% return from
current prices. Facebook’s forward enterprise value/EBITDA
multiple of 14 is 10% below the peer average, well below the
average premium of 6% over the past two years.

VISA (V)
12-month target price $93 (Stephen Biggar)

Favorable backdrop includes explosive growth in elec-
tronic payments versus cash, and adoption of digital/online
payments to take advantage of rewards programs, convenience
and safety. We expect Visa to generate mid-teens EPS growth
in 2017, aided by healthy consumer spending and synergies
from the mid-2016 acquisition of Visa Europe. The potential
for a tax reduction for individuals and improving consumer
sentiment from healthier U.S. growth are catalysts for stron-
ger consumer spending. Our target price of $93 values the
shares at 24-times our 2017 EPS estimate, in line with recent
P/E-growth multiples.

MATERIALS

AIR PRODUCTS AND CHEMICALS (APD)
12-month target price of $159 (Bill Selesky)

Industrial Gases are tightly linked with global manufac-
turing activity. In U.S., generally softer activity levels could
improve based on Trump stimulus and higher oil prices. Asia
is being aided by new plant start-ups, while EMEA is down on
lower volumes. APD operates in 50 countries servicing 30 in-
dustries. Surveys imply global industrial production rising at
2.8% across 2020. Expansion in US remains muted, but could
rebound post-election. Growth in China is slowly improving,
helped by the coal gasification focus. APD is trending to a
FY16 EBIT margin of 23.1%, which is best among peers.
Despite the soft industrial economy, we expect APD to grow
EPS by 10% in FY17. Using Argus estimates of $6.38 for FY17
and $7.03 for FY18, P/Es of 23.0x FY17 and 20.8x FY18 are
slightly rich vs. 16-23 historical range, but justified based on
rising activity levels. Our target of $159 assumes a P/E of 22.6-
times FY18 EPS.

NUCOR (NUE)
12-month target price of $75 (David E Coleman)

Nucor, North America’s largest steel recycler, has three
main operating units: Steel Mills, Steel Products, and Raw
Materials. Recent acquisitions are positioned to help Nucor
grow faster than peers. We expect Nucor to benefit from the

Trump administration’s plans to boost infrastructure spend-
ing and limit the dumping of imported steel. Key triggers are
already in place, and the NUE shares should advance as
pledges to limit dumping and boost infrastructure spending
are converted into policy. The shares are trading at 28.5-times
our 2016 EPS estimate and at 20.2-times our 2017 forecast,
compared to a five-year historical average of 24.6. We con-
tinue to view Nucor as a best-in-class steel manufacturer and
believe that it earns its premium to industry peers.

REAL ESTATE

SIMON PROPERTY GROUP (SPG)
12-month target price of $245 (Jacob Kilstein, CFA)

Simon, which operates shopping malls, has the scale,
geographic diversification, and high-quality portfolio to at-
tract top-tier tenants. We believe customers enjoy the experi-
ence of shopping at malls, and that sales and rent growths
will hold up. Openings, expansions, groundbreakings and
opportunistic deals pave the way for continued earnings
growth. Simon’s sales and FFO have been impressive de-
spite sluggish mall traffic and e-commerce competition. Cata-
lysts include potential for better-than-expected results in com-
ing quarters. Simon management has consistently provided
conservative guidance, and FFO beats could spark the shares.
Given industry challenges, including rising interest rates, SPG
trades near-52-week lows but still at a slight premium to peers.
We think the premium is appropriate given Simon’s superior
growth prospects, premium properties and development pipe-
line.

UTILITIES

CENTERPOINT ENERGY (CNP)
12-month target price $28 (Gary Hovis)

CenterPoint has a growing rate base of regulated utility
assets (electric and gas distribution) and well-managed
nonregulated interstate gas pipeline, processing and storage
operations. Infrastructure spending would drive higher cus-
tomer activity. CenterPoint has across-the-board operating
efficiencies and its revenues have been growing faster than
the peer average. We expect it to invest in nonregulated en-
ergy related assets that have the potential for higher long-
term returns. The company operates in a favorable regula-
tory environment as far as rate case decisions are concerned.
We believe favorable rate decisions could act as stock-appre-
ciation triggers. CNP currently trades at 19.2-times our 2017
EPS estimate of $1.25, in the lower half of the P/E range for
comparable utility companies with both regulated and
nonregulated assets. Our 12-month target price for CNP is
$28.
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