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Analyst Top Picks 2015:
Overview & Year-to-Date Performance

Every December, we ask each of our analysts to pick a stock that appears posi-
tioned for strong outperformance in the coming year. These stocks are our best-of-breed
picks. Each of these companies is in growth mode and typically features proprietary and
differentiated products and services, industry-leading margins, top-tier customers, blue-
chip finances, experienced and proven management, and a record of outperformance.

For 2015 year-to-date, our top picks on average are up 1.8%, compared to a broad
market advance of 3.0% for the S&P 500. While the average lags the market, eight of our
13 picks are individually beating the market.

We will also revisit our 2014 picks, which continue to lead the market. All percent-
age capital-appreciation figures are for the period 12/9/14 through 6/21/15, and compare
with a 3% gain for the S&P 500 over that period.

ARGUS TOP PICKS 2015
Quintiles Transnational Holdings (John Eade) – up 23%.
Quintiles Transnational is the world’s largest provider of biopharmaceutical develop-
ment services and commercial outsourcing services. Its Product Development segment is
the largest contract research organization (CRO) in the world, with a focus on Phase II,
III, and IV clinical trials and related analysis, while its Integrated Healthcare Services segment provides contract sales repre-
sentation, consulting research, and other healthcare services. Since going in public in May 2013, Q shares have outpaced the
sector and market as Quintiles has grown its revenues and earnings at a double-digit pace. Based on the company’s high book-
to-bill ratio and favorable industry trends, we forecast continued growth in 2015-2016, along with acceleration in 2H15 from a
soft 1Q15.

Hain Celestial Group (John Staszak) – up 17%
Hain Celestial manufactures and markets natural and organic food and personal care products in North America and Europe.
Hain’s major food brands include Celestial Seasonings, Imagine, Terra Chips, Garden of Eatin’, Health Valley, WestSoy,
Earth’s Best, and many more. Hain continues to benefit from rising consumer traffic at traditional natural & organic food stores
such as Whole Foods Market, Sprouts Farmers Market and United Natural Foods. Traditional food retailers, in our view, are
eager to increase their natural and organic offerings, which should result in additional customers and wider distribution for
Hain. In particular, we believe that Hain could expand U.S. distribution in major markets beyond the West Coast and the
Northeast, where most organic and natural foods are currently sold.
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Williams-Sonoma (Chris Graja) – up 13%
San Francisco-based Williams-Sonoma Inc. is a leading
specialty retailer of products for the home. The company
operates 601 retail stores under the Williams-Sonoma,
Pottery Barn, Pottery Barn Kids, PBteen, West Elm and
Rejuvenation nameplates. Williams-Sonoma has been a
leader among brick & mortar retailers in establishing and
growing its e-commerce business. In FY15, WSM gener-
ated an impressive 50.5% of revenue from its high-margin
e-commerce division. Rising profitability in this segment
should boost overall margins as the e-commerce business
becomes a larger percentage of overall sales.

Nike (John Staszak) – up 9%
Beaverton, Oregon-based Nike develops and markets foot-
wear, apparel, athletic equipment, and accessories. Its prod-
ucts are sold through a mix of independent distributors,
licensees and subsidiaries to some 18,000 retail accounts
worldwide. Driven by worldwide store growth and new foot-
wear, Nike continues to increase market share. We also ex-
pect higher margins based on recent price hikes, moderating
input costs, and a less negative impact from foreign exchange.
Nike faces tough comps this year after last year’s FIFA World
Cup. In fiscal 3Q15, Nike posted 2% order growth (11% in
constant currency) following a strong prior-year quarter.

General Electric (Nicolay Nielsen) – up 7%
One of the largest publicly traded companies in the world,
GE has eight primary segments: GE Capital; Power &
Water; Aviation; Oil and Gas; Healthcare; Appliances and
Lighting; Energy Management; and Transportation. After
years of deliberate downsizing, GE Capital now accounts
for less than 20% of revenue. Earlier this year, GE pleased
investors by announcing that it would further reduce its
presence in noncore capital markets. GE is benefiting from
strong new order trends, as shown by its growing backlog
of booked business. The plan to divest most of GE Capital
should lead to an increased focus on the company’s indus-
trial businesses, and management expects to invest $10-
$15 billion annually in industrial growth initiatives in ar-
eas such as turbines, oil/gas equipment, and commercial
aviation.

IHS Inc. (Joseph Bonner) – up 5%
IHS is the only company among the top picks that has been
downgraded to HOLD from BUY since appearing on the
Best Picks list. IHS offers technical information, databases,
decision-support tools and related services to governments
and companies around the world, deriving about 77% of
its revenue from subscription-based products. While IHS
has been a strong performer over the years, we note that
the company projects zero profit growth in FY15, and be-
lieve that multiple expansion will prove difficult given the
moribund state of the energy markets. Although manage-
ment believes that the worst has passed, we think that there
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could be more pain to come as energy sector clients trim
their capital budgets. We would consider returning IHS to
our BUY list on signs of sustainable organic growth and
stabilization in nonsubscription revenue. We expect the
latter to decline in FY15 following 17% growth in each of
the last two years.

Morgan Stanley Inc. (Stephen Biggar) – up 4%
Morgan Stanley is a diversified global financial securities
firm. Its businesses include institutional securities sales and
trading, investment banking, retail securities brokerage, and
institutional asset management. Mitsubishi UFJ Financial
Group, one of the largest banks in the world, owns about
22% of Morgan Stanley. Morgan Stanley’s broader growth
story remains intact, in our view, and the company has
begun 2015 with much cleaner financials. Morgan Stanley
is renewing its focus on wealth management, exercising
expense discipline, and operating with reduced capital. We
believe that a sizeable increase in the buyback plan, to $3.1
billion from $1.0 billion in 2014, will provide better share
support. We also note that a 50% increase in the quarterly
dividend, to $0.15 per share, was higher than expected.
The buyback and dividend increases are welcome, share-
holder-friendly moves.

PPG Industries (Bill Selesky) – up 4%
PPG Industries is a diversified coatings producer and the
#2 global producer of paints and coatings, with revenues
in excess of $15 billion. PPG is a top-3 producer in nearly
every major end market, with leading positions in auto
OEM, aerospace, and auto refinishing. PPG is a global
leader in the Specialty Chemical industry, competing with
firms such as Sherwin-Williams, Valspar, Akzo Paints, and
BASF. PPG has a number-one position in a range of high-
growth, high-margin segments, and also has an active ac-
quisition pipeline. We expect PPG to continue to return
cash to shareholders in the form of dividend increases and
stock buybacks, and note that it recently announced an 8%
increase in its quarterly dividend.

EOG Resources (Michael Burke) – up 0%
Based in Houston, EOG Resources is an independent oil
and natural gas E&P company. The company has validated
reserves in the U.S., Canada, Trinidad & Tobago, the UK,
and China. EOG became independent from Enron in 1999.
Investors have begun to look beyond EOG’s 2015 earn-
ings as the company defers and decelerates production
growth until commodity prices move higher. We expect
this strategy to lead to significantly stronger earnings in
2016. The company’s core acreage positions in the Eagle
Ford and Bakken shales and the Permian basin, established
through first-mover advantage, are well suited to generat-
ing economic returns even in a period of low oil prices.
EOG is now optimizing the development of its acreage,
resulting in improving well productivity and lower well
costs. We expect these superior well economics to drive

industry-leading returns on capital and equity in the cur-
rent challenging commodity-cost environment.

American Tower Corp. (Lucy Moore) – down 5%
American Tower is a leading independent owner and op-
erator of wireless cell towers and broadcast distributed
antenna systems. American Tower leases space on its
multitenant communications sites, which as of year-end
2014 consisted of 75,594 sites. AMT has a solid track record
of growth and profitability based on the high quality of its
assets. Tower companies have an attractive operating model
as they benefit from annual contractual lease rate increases
paid by their media and telecom tenants; and are not re-
sponsible for technology upgrades on their sites. Among
the publicly traded tower operators, American Tower stands
out based on its size, superior margins, and growth in both
EPS and funds from operations (FFO). While this higher-
yielding play has been impacted by rising market interest
rates ahead of the Fed cycle, the company’s strong funda-
mentals should support the stock as the market adjusts to
rising rates.

American Electric Power (Lucy Moore) – down 7%
Like American Tower, American Electric Power has been
impacted by the rising rate environment. But the company’s
fundamentals remain strong. American Electric Power is
one of the largest electric utilities in the U.S., delivering
electricity to more than 5.3 million customers in 11 states.
AEP also ranks among the nation’s largest generators of
electricity, with more than 38,000 megawatts of generat-
ing capacity. AEP, in our view, is well positioned to drive
future earnings growth through investments in its regulated
businesses, including $4.8 billion in planned transmission
investments over the next three years. AEP’s earnings and
stock price are levered to the industrial sector of the U.S.
economy and should benefit as the economy improves. In
addition, AEP is benefiting from recently implemented cost-
reduction programs, which, along with favorable rate case
decisions, should contribute to stable earnings growth over
the next few years.

CenterPoint Energy (Gary Hovis) – down 16%
Primarily a natural gas play, Houston-based CenterPoint
is a domestic energy-delivery company. Its operations in-
clude electric transmission and distribution (primarily in
Houston and its suburbs), natural gas distribution, com-
petitive natural gas sales and services, interstate pipelines,
and field services operations. The company serves more
than five million metered customers, principally in the
Southeast. CenterPoint has a solid base of regulated elec-
tric and gas distribution utility assets and an efficiently
operated nonregulated interstate gas pipeline and storage
operation. Assuming economic conditions continue to im-
prove, we expect CenterPoint to invest in nonregulated
energy-related assets that have the potential for higher long-
term returns.



Despite a down session on 6/19/15, stocks recently
posted their best week in two months in response to gener-
ally favorable economic data and new evidence that the Fed
will be patient and measured during the upcoming rate cycle.

The 10-year bond yield, which began its dramatic
rise on 5/29/15 at 2.09%, streaked to 2.48% by 6/10/15 —
but has since been working gradually lower. On 6/19/15,
the 10-year yield fell below its 20-day moving average (at
2.29%) and finished at 2.27%, its lowest level since 6/2/
15. The 10-year Treasury yield had been above its 20-day
since 6/2/15.

The opposite happened on the S&P 500, where the
index recently climbed above its 20-day trendline after
being below since 6/3/15. The technical pattern on the S&P
500 has become choppy and hard to decipher. In an example
of bullish clarity, the index was in a pattern of rising highs
and higher lows from mid-March through mid-May. In an
example of bearish clarity, stocks then embarked on pattern
of falling lows and lower highs that lasted through 6/15/15.

The fact that the 6/19/15 selling did not pitch the in-
dex price back below its 20-day SMA was a modest bull-
ish positive. And indeed, the following Monday (6/22/15),
hope for Greece boosted stocks. Even as the Greek bal-
loon threatened to deflate at midday on 6/22/15, M&A news

and positive housing data (a 5.1% jump in existing home
sales) kept stocks aloft.

On the M&A front, it seems like rejection is better
for stocks than acceptance. The market whet its appetite
on rebuffed bids for Cigna and Williams Cos. If those com-
panies could say no to deals offering rich premiums, the
thinking goes, than even richer deals may be in the offing
— and maybe the entire market is undervalued.

Whatever the driver, the S&P 500 pushed above the
top boundary of its long-prevailing 2,120-2,080 range on
6/22/15, with the index delivering its first intra-day action
above the top of the range since 5/28/15. Without tempt-
ing fate, we’ll quietly point out the beginnings of a posi-
tive trend. Since bottoming on 6/8/15 at 2,079, the S&P
500 has established three higher lows: at 2,080 (6/9/15),
2,084 (6/15/15) and 2,110 (6/19/15).

In something of a surprise, June is shaking off its
loser image and is now positive for the month. The S&P
500 is up 0.8% in a month that is historically down. While
the current gain could easily dissolve or even reverse, fun-
damental data should support the technical outlook across
the rest of the month.

Jim Kelleher, CFA,
Director of Research

TECHNICAL TRENDS COMMENTARY
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Micron Technology (Jim Kelleher) – down 31%
Boise, Idaho-based Micron is the largest U.S. memory com-
pany and a leading global supplier of DRAM, NOR and
NAND memory. The company provides memory solutions
for computing, communications, consumer, and industrial
applications, and serves both wireless and embedded ap-
plications. The memory industry has extremely volatile
performance primarily because of wide swings in memory
product prices, and MU has been slammed by pricing weak-
ness in both DRAM and NAND. Despite intense industry
challenges, Micron reported positive revenue growth in
1Q15. While the soft PC market is buffeting DRAM de-
mand, we expect demand for Micron’s NAND flash and
mobile DRAM products to remain healthy. Micron is
transitioning its DRAM production to 20 nm, which will
improve performance while reducing power consumption,
chip size and production costs.

OUR 2014 PICKS
Overall, our 2014 picks continue to extend their leader-
ship over the broad market. In the period between 12/13/
13 and 6/21/15, our 2014 picks are up 25.3%, compared
with capital appreciation of 19% for the S&P 500 over that
span. Leaders include Mylan (up 76%), Altera (up 67%),
Facebook (up 55%), Home Depot (up 42%), and Cardinal

Health (up 37%). Laggards include Las Vegas Sands (down
29%) and National Oilwell Varco (down 38%).

CONCLUSION
Many unanticipated events occur in any given a year, of
course, and good picks can go awry. At the same time,
slow-growing stocks can suddenly shift into sprint mode.
This year’s choppy market contains more than the usual
list of challenges, including the endless Greek drama, the
Fed’s imminent rate hike cycle, signs that China’s growth
may further decelerate, dollar strength, and weakness in
oil patch employment and capital spending.

On the upside, heightened M&A activity has many
stocks jumping; the U.S. consumer economy is strong and
accelerating; and signs of recovery are evident across Eu-
rope, excluding troubled Greece. These positives and nega-
tives in the macroeconomic picture, combined with sec-
tor- and company-specific events, have produced a varied
and unpredictable set of outcomes for our top picks.

We will revisit our 2015 top picks’ list in mid-De-
cember, at the one-year mark (the picks were made on 12/
9/14). If past is precedent, the leader board in December
may be very different from where it is today.

Jim Kelleher, CFA,
Director of Research
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ARGUS RATING SYSTEM
Argus uses three ratings for stocks:  BUY, HOLD and SELL.  Stocks
are rated relative to a benchmark, the S&P 500.

A BUY-rated stock is expected to outperform the S&P 500 on a
risk-adjusted basis over a 12-month period.  To make this determi-
nation, Argus Analysts set target prices, use beta as the measure
of risk, and compare risk-adjusted stock returns to the S&P 500
forecasts set by the Argus Market Strategist.

A HOLD-rated stock is expected to perform in line with the
S&P 500.

A SELL-rated stock is expected to underperform the S&P 500.
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Stock From To Change
Genuine Parts Co GPC   HOLD BUY 6/18/15

Avago Technologies Ltd AVGO  - BUY 6/24/15

Stock Raised to BUY

Symbol On this date

Genuine Parts Co GPC   6/18/15

Avago Technologies Ltd AVGO  6/24/15


