
 
 

 
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. 
 

 
PPG Industries Inc. (NYSE: PPG: BUY) 
Target Price: $271 
Bill Selesky 
5/18/2015 
 
Meeting with management of PPG Industries (Vince Morales, Director of Investor Relations) on May 7 
 
About the Company/Rating 

 PPG Industries is BUY-rated with $271 target price 

 Specialty Chemicals company (mar cap of $31 billion) specializing in Coatings 

 #1 global coatings producer; $15.4 billion in revenue in FY14 

 Leading position in Auto OEM, Aerospace, Auto Refinish/Collision 
 
Our Takeaway’s  

 PPG will continue to drive their exposure to the global coatings business 

 As a result, we see more M&A activity (bolt-ons); In the $450-$600 million range 

 European segment (about 31% of sales) performing much better than planned 

 With restructured operations in Europe, incremental margins of 40% vs 20% previously 

 Expect Glass business (about 7% of sales) to be divested/sold in near-term 

 Potential divest/sale of Glass business would provide cash for future acquisitions/repurchase 
shares 

 
Recommendation 

 Current BUY-rating and would be a buyer on any weakness 
 
 
 
 
 
 
 
 



 
Home Depot Inc. (NYSE: HD: BUY) 
Target Price: $130 
Chris Graja, CFA 
5/18/2015 
 
What’s New? 

 Home Depot is scheduled to report 1Q earnings before the market opens on Tuesday, May 19.  

 Management will host a conference call at 9:00. 
o 913-981-5592 

 
My Recommendation 

 BUY 

 We are maintaining our target price of $130, representing a total potential return of 17%, 
including the 2% dividend yield. 

 
The Key to the Call 

 We believe that comp sales and the outlook for the rest of the year are likely to be the keys to 
the earnings call.  

 We remain comfortable with our expectation for a multi-year recovery in housing and home 
improvement spending.  

 
Recent Sentiment in Retail 

 Recent sales results from the department stores show that there is a lot of competition. 

 Investors are a bit jittery with retail P/E multiples at relatively high levels.  
 
What Differentiates HD from Other Retailers? 

 Less vulnerable to internet competition. 

 Potential tail wind from a housing recovery. 
 
What is the Case for Additional Upside for Home Improvement Retail? 

 While the shares have returned more than 50% over the last two years, we see continued 
upside.  

 Residential investment is still near a 66-year low, at 3.3% of GDP, and well below the average of 
4.6% since 1946.  

 Home prices are still more than 10% below 2006 peak levels. 

 Affordability is positive.  

 Nearly two-thirds of U.S. homes are more than 25 years old and likely in need of upgrades and 
repairs.  

 Lowe’s is seeing signs of modest home price appreciation in mid-sized markets 
o An increasing customer willingness to invest in home improvement. 
o An uptick in big-ticket projects.  

 The National Association of Home Builders Remodeling Index indicates improving conditions, 
particularly for maintenance and repair.  

 Harvard University’s Leading Indicator of Remodeling Activity also points to growth at a slowing 
rate in 2015 before accelerating again in early 2016. 

 We believe that all of these factors point to sustainable growth for HD and Lowe’s. 



 
A Review of 4Q FOR HD 

 4Q Takeaway: Impressive EPS growth and a 26% dividend increase. 

 The trailing four-quarter return on invested capital was 24.9%, up 100 basis points from FY14. 

 HD exceeded its previous long-term (FY16) targets of a 12% operating margin and a 24% ROIC in 
FY15, which was a year ahead of schedule. It expects to reach a 13% operating margin and a 
27% ROIC by the end of the current FY16. 

 Home Depot reported 4Q EPS of $1.05, up 44%.  
o Excluding a $0.05 per share gain from selling a portion of the company’s ownership in 

HD supply, the company earned $1.00, which was up 37% and above the average 
analyst estimate of $0.89. Our estimate was $0.88.  

 The company raised the quarterly dividend by 26% and authorized an $18 billion share 
repurchase program.  

o Since 2002, the company has repurchased about 1.2 billion shares for $53 billion. We 
believe these actions are both shareholder friendly and represent a vote of confidence 
in future prospects.   

 Fourth-quarter sales increased an impressive 8.3% to $19.2 billion.  
o Our estimate was $18.6 billion. The StreetAccount consensus was $18.7 billion. 
o Comparable sales increased 7.9%, which was above the consensus growth estimate of 

5.4%, according to StreetAccount.  
o Comp sales at U.S. stores were up 8.9%.  
o Online sales were up 36% in the quarter on top of 50% in the prior-year period. 

 We raised our target price to $130 from $110 following 4Q release based on: 
o An increase in our FY16 EPS estimate.  
o Initiation of a FY17 estimate reflecting 15% growth.  
o Management’s aggressive reductions in the share count. 
o Higher EBIT forecast for the next four quarters. 

 
The Numbers for 1Q 

 Home Depot is scheduled to report 1Q earnings before the market opens on Tuesday, May 19. 
Management will host a conference call at 9:00. 

 Our 1Q estimate is $1.15 per share, which is in line with the average analyst estimate. There has 
been almost no change in consensus over the last 4 weeks according to Bloomberg.  

 We are modeling a sales increase of 5% to approximately $20.7 billion.  
o Consensus is $20.8 billion.  
o There has been very little movement in consensus.  

 Comparable sales are expected to increase 5.4% according to Bloomberg.  
o Based on the Commerce Department’s data on retail sales, building supply stores have 

been one of the stronger performers after internet retailers.  
 Year-over-year sales increased by 5%, 8.8% and 3.9% respectively in February, 

March and April, the three months that overlap with HD’s fiscal quarter.  
o The SpendTrend data on Bloomberg shows that building materials and garden stores 

were up about 7% in those three months.  
 We have to caution that company results often vary from the aggregate 

numbers. 
 
 



 Sentiment is relatively subdued before the report.  
o The implied move on earnings day is approximately 2.5% based on trading in the options 

market.  
o The average absolute move is 2.9%. 
o Short interest in the HD shares is relatively low. HD has only missed earnings consensus 

once in the last 12 quarters.  
 This is a risk if the company delivers disappointing results.  

o Consensus gross margin is approximately 35%, which is close to our estimate.  
 

 Our FY16 earnings estimate is $5.22 reflecting: 
o A small increase in our sales forecast and a small reduction to our estimate of the share 

count.  
o We are modeling approximately 4% sales growth and a relatively flat gross margin.  
o The consensus is $5.23.  
o Management’s guidance is $5.11-$5.17. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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, 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 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. 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. 
 

 


