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Upside potential of > 20% to our price target 

 Continue to believe that Dick’s has the opportunity and financial flexibility to: 
o Increase its full-line store base in a fragmented market. 
o Expand the size and profitability of its e-commerce business. 
o Raise its overall operating margin. 

The Debate – Store growth 

 The company is requiring higher hurdles in opening brick-and-mortar stores. We think this is 
smart.  

o The company is planning for a lower near term operating margin because it is continuing 
to spend on (invest in) the e-commerce business and because that business is, for the 
time being, slightly less profitable than the stores. 

 We continue to see an opportunity for an increase in square footage in a fragmented market, 
growth in the online business, an allocation to higher-margin categories and overall profitability 
increases.  

Catalysts for a higher share price 

 Pleased with what I am seeing inside the stores. 
o DKS has effectively reallocated store space. 

 Estimate that Dick’s has taken the space-per-store allocated to Golf down to 
about 4,500 square feet from 5,500.  

o The company has added more merchandise for women and youth.  
 This merchandise is generally selling faster than the store average and it is more 

profitable to sell than the company average. 
 These categories have higher gross margins than golf equipment, by perhaps 

more than 100 basis points.  
 We are very impressed with new Calia brand launch with country music star, 

Carrie Underwood. 

 True athleisure brand rather than pure athletic. 



Margin drivers 

 The company can improve gross margin by increasing sales of its private brands. 

 Improving inventory management. 

 Delivering a more profitable product mix 
o Includes higher concentrations of shoes and apparel.  

 Raise private brand mix.  
o These brands, such as Field & Stream in the outdoor segment, have the potential to add 

600-800 basis points in gross margin over the brands they replace.  
o The company may also be able to enhance gross margins by improving sales of 

profitable categories, such as lacrosse equipment.  
 The lacrosse category is expanding for both boys and girls, and margins tend to 

be good; there is also a high average purchase when shoppers include sticks, 
helmets, and other protective equipment.  

 DKS has expressed similar optimism for hockey. Increasing the mix in apparel 
and footwear may also help to boost gross margin.  

 The company's in-store showcases for strong brands such as Nike and Under Armour continue 
to attract shoppers and drive increased sales per square foot on products with higher-than-
average gross margins. 

Back to School and Under Armour 

 Key Items: 
o Backpacks. 
o Gear that honors military. 
o UA’s Jordan Speith could be catalyst for weak golf business. 
o New sports bras from UA. 

Valuation 

 On an enterprise value/EBIT basis, the shares are trading at 11-times trailing EBIT. The five-year 
median is 11.5. We have long said that we regard quality retailers as attractive at multiples 
below 12. We think this is particularly true for Dick’s because it has the opportunity to grow 
sales and increase operating margin. At 12-times our EBIT estimate for the next four quarters, 
the same multiple used in our last note, the shares would be worth $65. Our one-year price 
target is $63. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
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. 
 

 


