
 
 
 
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? 

• HD is scheduled to report 1Q earnings on May 16.  
o The earnings release is normally at 6:00 a.m. 
o The conference call is scheduled for 9:00 a.m. 

What We Expect 
• We are modeling 1Q sales at $23.7 billion. 

o Consensus is $23.66 billion. 
• Our EPS estimate is $1.60. 

o Consensus is also $1.60. 
• Recent earnings dynamics.  

o 1Q EPS consensus is little changed over last 4 weeks. 
o Over last 4 weeks, there have been 3 estimate increases and no reductions. 

Performance Stats 
• HD earnings have topped consensus in 11 of the last 12 quarters. 

o Last miss was May of 2014. 
• Average price move on earnings day is 2.9%. 

o Options market implies 3.2% move on 5/16, based on Bloomberg analytics. 
• Shares up 17% YTD vs. 8% for S&P 500.  

Why are we comfortable going into the quarter? 
• Consensus forecast for comp sales is +4% (fiscal quarter is Feb, March, April). 

o SpendTrend Comp sales for Building Material stores was +6.4 in Feb, 6.7% in March. 
April not yet reported. 

o Commerce Dept. Building Materials sales +4.4 in Feb., +6.3 in March. 
• Favorable comments from Masco, which generates about 30% of sales through HD. 
• MAS management is seeing strong demand in the repair and remodeling market and they 

believe that their initiatives, with Home Depot, are resulting in market share gains for Behr 
professional paint.  



• MAS sees continuing growth in the housing market driven by: 
o Favorable demographics.  
o Rising home prices.  
o The best housing turnover in a decade. 
o Aging homes that are in need of updates or repairs. 

Why do we like HD over the next year? 
• Shareholder friendly actions: 

o The trailing four-quarter return on invested capital in 4Q17 was 31.4%, up 330 basis 
points from last year's fourth quarter. 

o HD increased the quarterly dividend by 29% and raised the payout to 55% of earnings 
from 50% previously. 

o The company also authorized a new plan to repurchase $15 billion of shares.  
o The company has repurchased $67 billion of shares since 2002. 
o Management said that it expects to reach its goal of 14.5% operating margin in the 

current FY18, which is a year ahead of plan. 
• Excellent cost discipline. 

o Expect expenses to grow at half the rate of sales in current FY18. 
What inning are we in? 

• Believe the housing market is still in the middle innings of a long upcycle, which will continue to 
be a tailwind for Home Depot. 

• 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. 
 Currently about 4.25% 

o We expect an improving job market to boost household formation as the millennial 
generation leaves the “nest.” 

 
 
 
 
 
 
 
 
 
 



 
 
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. 
 
 


