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?
• LOW is scheduled to report 1Q earnings on May 24.
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 $16.6 billion.
o Consensus is $16.9 billion.
• Our EPS estimate is $1.01.
o Consensus is $1.05.
• Recent earnings dynamics.
o 1Q EPS consensus is little changed over last 4 weeks.
o Over last 4 weeks, there has been 1 estimate increase and 1 reduction.
Performance Stats
• LOW earnings have topped consensus in 5 of the last 8 quarters.
o Last miss was November of 2016.
• Average price move on earnings day is 3.6%.
o Options market implies 4% move on 5/24, based on Bloomberg analytics.
• Shares up 22% YTD vs. 8% for S&P 500.
Why are we comfortable going into the quarter?
• Consensus forecast for comp sales is +2.4% (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.
• MAS management is seeing strong demand in the repair and remodeling.

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 LOW over the next year?
• We believe LOW has substantial room for earnings improvement.
• Our five-year EPS growth rate forecast is 14%.
• Lowe’s updated its long-term financial outlook in December of 2016. The company sees EPS
rising at a three-year CAGR of about 15% for what we are calling FY18, 19, and 20.
• The company is modeling an operating margin of approximately 11.2% for FY20 up from 9.7% in
2016.
o We expect gross margin to be relatively flat with the gains coming from expense
leverage, some cost efficiencies, leveraging depreciation and efficiency improvements.
o LOW expecting about 4% annual sales growth.
o We are modeling share repurchases at about $3 billion a year.
o LOW’s goal is to raise return on invested capital to 22% from 15.8% at the end of FY17.
Improving profitability while reducing capital with share repurchases is a good start.
•
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