
 
 
 
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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What’s New? 

• We raised our target to $95 from $90 
 
Why Buy the LOW Stock Now? 

• There is about 18% total return potential to our target. 
 
We See Additional Upside: 

• We believe the housing market is still in the middle innings of a long upcycle that will continue 
to be a tailwind for Lowes.  

• The supply of new homes and the demand for homes have been muted, which is the reason that 
the market hasn’t already become overheated.  

o On the supply side: 
 Economic growth has been sluggish compared with previous recoveries and 

construction has significantly lagged population growth. 
• Now resolved glut of existing homes. 
• Scarce builder financing.  
• Shortage of construction workers. 

o On the demand side:  
 Household formation has been very low: 

• Young adults have faced high unemployment. 
• Heavy debt from college loans. 
• Concern that home ownership is not a good investment.  

o Going forward we expect mortgage rates to rise, but remain affordable. 
o We expect an improving job market to boost household formation as the millennial 

generation leaves the “nest.” 
             
 



When Would We Be in the Late Innings? 
• We do not expect the current cycle to peak unless 30-year mortgage rates jump towards 6% 

(from a current 4%). 
o Higher interest rates do less damage to the housing market if they are being driven by 

stronger economic conditions as opposed to a spike in inflation expectations. 
• U.S. sales of new single-family homes reach at least 700,000 units, which is still well above the 

501,000 new homes sold in 2015 and 563,000 sold in 2016.  
o Even 700,000 remains well below a pace of about 900,000 annually in the late 1990’s 

and more than a million in the early 2000’s. 
• Private Fixed Residential Investment is still near a 66-year low, at 3.6% of GDP. 

o 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 
3.7% of GDP for 2017. 

• Home prices are only now reaching 2006 peak levels and affordability is still positive.  
• 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 of 

more than 6.5% over the next year.  
 

What is Lowe’s Doing Right? 
• On March 1, Lowe’s reported fiscal fourth-quarter earnings of $0.86 per share on an adjusted, 

non-GAAP basis. The result was up 46% and above our estimate of $0.78 and the consensus 
forecast of $0.79 helped by strong sales. 

• Lowe’s provided FY18 EPS guidance of $4.64 per share, which was comfortably above the pre-
release consensus of $4.52 per share. 

• Comparable sales rose 5.1%, which was above the consensus of 2.4%, according to 
StreetAccount. 

o U.S. comps increased 5.1%.  
o LOW saw strength in big-ticket categories such as appliances and kitchens and saw 

strong sales to professional customers.  
• Comp sales for purchases over $500 increased by 9%. 
• Comp sales at Lowe’s were positive in 10 of 13 product categories and all 14 geographic regions. 

Sales to professional contractors continued to perform well above the company average. 
• 4Q ROIC up 175 basis points to 15.83%. 

 
Valuation 

• The shares are trading at 20-times trailing earnings. The average trailing multiple of specialty 
retailers tracked by Bloomberg is 23.  

• We believe that LOW merits a premium multiple because it is partly insulated from internet 
competition and still has considerable room to raise operating profitability. At a little-changed 
multiple of 21-times our FY18 estimate of $4.65, the LOW shares would be worth $98. 

 
 



 
 
 
 
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. 
 
 


