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What’s New? 

 Shares rise 5% on Friday.  We see additional upside potential > 15% based on: 
o Increased target of $43. 
o Recently increased dividend. 

 1% yield. 
 15% annual dividend growth over last 5 years. 

What Drove Recent Outperformance? 

 Beat and Raise: 
o On September 11, Kroger reported a 26% increase in fiscal 2Q earnings, to $0.44 per 

share. EPS topped the consensus of $0.39 and our estimate of $0.39. 
o Management raised its FY16 EPS guidance to a split-adjusted $1.92-$1.98 from a prior 

$1.90-$1.95, and its guidance for identical supermarket sales growth by 50 basis points 
to 4%-5%. 

o Identical-supermarket sales, which exclude fuel, rose an impressive 5.3% in 2Q. 
 Above the StreetAccount consensus forecast of 4.5% growth.  
 Kroger posted growth in every department and division.  
 This was the 47th consecutive quarter of higher identical-store sales. 

Important Takeaways 

 Kroger continues to gain market share, which has historically contributed to higher returns on 
assets/capital. We believe higher ROIC has potential to drive higher valuation. 

o The rolling four-quarter operating margin, excluding fuel, pension agreements and LIFO, 
rose by 20 basis points year-over-year.  

o The company is committed to growing ROIC over time.  
 As recent investments mature, we expect them to be accretive to ROIC.  
 The company did not provide a comparable number to 2Q's 14.24% ROIC 

because the prior-year period did not include a full year of Harris Teeter results. 
 



Why Buy Kroger? 

 Believe that Kroger is differentiating itself by delivering consistent sales and earnings growth in a 
very volatile retail sector.  

 Kroger has been a leader in using rigorous data analysis to offer personalized promotions; in 
recognizing the need to offer low and compelling prices; and in efficiently managing operations 
to enable the price investments that drive market share. 

 Kroger’s operating strategy is based on a four-point platform called “Customer 1st. 
o Improving customer service 
o Enhancing product selection and quality.  
o Upgrading the shopping environment. 
o Reducing prices. 

 Last week we raised our one-year price objective to $43 from $42.  
o The increase is based primarily on a higher EBIT estimate for the next four quarters. 

 
What Differentiates the Stock? 

 Believe that management’s focus on delivering value to shoppers will continue to boost market 
share in an economic environment that is improving, but still challenging for some customers.  

 The company has increased identical-store sales for 47 consecutive quarters and management 
has been working to strengthen customer relationships through value pricing.  

 KR is also using data analysis to offer targeted coupons and rewards to its best customers.  

 With a value proposition and strong customer relationships firmly established, management is 
aiming to accelerate earnings growth with increasing capital investments. 

 Private brands have become a growing segment of its merchandise mix.  
o In 2Q16, the penetration of private brands was 26.4% of units sold and 25.1% of sales 

excluding fuel and pharmacy items.  

 Natural foods are growing at a double-digit identical sales rate.  
o While some of this growth may have come at the expense of Whole Foods and other 

natural and organic foods retailers, we believe that it also reflects switching by many 
Kroger customers from conventional to natural and organic items.  

o KR generated $1 billion in annual sales from its Simple Truth organic brand less than two 
years after launching the brand.  Kroger has also expanded its offering at important 
opening price points, which may take on additional importance as Whole Foods opens a 
new chain of value-focused stores. 

o The company is getting ready to launch a line of delicacies from around the world, which 
should add to the success of its private brands. 

 
A View on the Economy 

 Kroger management believes that shoppers are feeling more optimistic about the economy, 
though they remain focused on saving money. 

 
 
 
 
 
 
 
 



 

 
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. 
 

 


