
 
 

 
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? 

 Remain Bullish on Costco. 
o Both our one-year and five-year ratings are BUY. 

 Stock has been a recent underperformer. 
o Outperformer over last year. 
o Very slight underperformer YTD 
o Shares down 8% since 3/31. 

 Trading close to 200 day moving average. 
 
Debates 

 Softer Reported Comps 

 Must lap high gas profitability. 
 
My Recommendation 

 View Shares as an attractive BUY with 20% total return potential to my 12-month target. 

 We believe that Costco's financial strength and ability to deliver extreme values are key 
differentiators for the stock in the current market environment.  

 Our analysis of core operations suggests that execution of the business plan remains excellent, 
with strong traffic and membership renewals.  

 The company highlighted both its financial strength and shareholder-friendly approach in 
declaring a $7 special dividend on November 28, 2012 and another $5 special dividend in 
January. 

 Approximately 75% of the company's FY14 operating income came from membership fees. This 
revenue stream adds stability to earnings, which stands out in the volatile retail sector. 

 Business renewal rate in North America remains at record levels and illustrate the importance of 
Costco to paying members.  
 



 For the second quarter, the frequency of customer visits was up more than 5.5%, which is very 
strong and at the high end of the range over the last year. 

 For the third quarter, the frequency of customer visits was up about 3.5%, which remains 
strong. We regard growth of about 4% or more as a very strong showing given that aggregate 
mall traffic has been declining. May traffic up about 4%. 
 

Behind the Reported Comps 

 3Q comparable-store sales were down 1%, with U.S. comps up 1% and International comps 
down 6%.  

 Gasoline prices have declined approximately 30% over the last 12 months.  

 U.S. comps increased by a very strong 5%, excluding gasoline deflation.  

 Weaker foreign exchange rates relative to the dollar were a notable drag, particularly in Canada, 
Mexico, Korea and Japan. Excluding currency effects, International comp sales were up a very 
solid 7%.  

 The 6% adjusted comp for the full company was a strong performance that illustrates the 
underlying strength of the business. 

 For May: Reported comps flat 
o Adjusted Comp +6% 
o May traffic up about 4% 

 
Investment Conclusion 

 Battle-tested leader in the low price revolution. 

 Low volatility stock. 

 Costco relentless in removing plastic from water bottles, redesigning product containers and 
improving checkout speed to save money. 

 COST has successful private brands. 

 Costco is one of very few U.S. retailers that is successful internationally. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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. 
 

 


