
Recommendation: Target Corp, Symbol TGT 

Every year we provide at least one beaten down, unloved stock including: Toyota, British 

Petroleum, Total SA. We sold Toyota, and Total at profits. We still own British Petroleum 

because of its high dividend and significant valuable reserves. 

This year I’m recommending TGT. 

We’ve all probably shopped at TGT, so I will provide a brief description below. 

At the end of 2013, Target has 1,778 stores that include SuperTarget, and City Target. It 

opened up 91 stores in Canada in 2013 (see Bearish case section). 

It plans to open up 10-15 stores in 2014. 

Valuations 

The one year consensus target estimate from Yahoo Finance is $63.24 (21 analysts).  

Here is the price target from Alpha Intelligence: 

 



 

The Alpha Intelligence price target is $79, the upper bound target is $89.34 and the lower 

bound price target is $69.97. TGT is undervalued using this independent, conservative 

valuation tool.  

TGT is expected to earn $4.25 in 2014, a 30% increase from depressed levels of 2013. The 

consensus 2015 earnings forecast is $5.11, about a 20% increase from 2014 forecasts. The 

current P/E for TGT is about 16.50. If the P/E stays the same, the price should be around $70 

(16.5 P/E times $4.25 2014 earnings estimate) by the end of this year. 

The fourth quarter earnings came out this week, and they met expectations of $.81, down 

45% from a year ago. The stock rallied on the bad news indicating that the market 

overreacted originally, and that earnings for 2014, 2015 should be better. The first two 

quarters of 2014 earnings will probably be most , but should improve in the 2
nd

 half of the 

year. Comparisons and weather should be much better. 

Below are more fundamental metrics for TGT: 

Market Capitalization, $38.30 Billion 

Shares outstanding times current price. Amount it would cost to buyout firm plus long-term 

debt. 

Revenue, $73.30 Billion 

The stock is undervalued using this metric. Investors are only paying about $.52 for a dollar 

of sales. 

Current Ratio, 1.20 

This is a measure of liquidity. Anything over 2 is very healthy. A current ratio below 1 

indicates a company is living paycheck to paycheck.  

Long-Term Debt, $14.65 Billion 

Operating Margin, 6.65% 

The discount store business is low margin.  

Dividends 

The dividend picture for TGT looks good. Currently the dividend yield is about 3%. 

Dividend growth has averaged an impressive 21%. The growth has been inconsistent with a 

few years barely growing. 

 

 



The payout has been growing, but is still a low of 29%. The highest payout ratio we would 

consider is 60%. 

Bullish Case 

- An above average dividend yield with good growth and a low payout ratio. We should 

expect the dividend to grow and help appreciation of the stock 

- The company can expand internationally. 

- Target has introduced food items into their stores the last few years, and it’s generating 

more visits to its stores. 

- Strong financially 

-The fall in price creates a buying opportunity. 

- It’s estimated that their leases and real estate are worth about $32 billion (includes 

equipment). See bearish case. 

- Total return should be above 10% during our holding period: 3% dividend that should grow, 

5 to 8% appreciation, 3% call writing. 

- Targets well-publicized problems with its credit card/data breach is improving. 

Bearish Case 

- The new food business is bringing down it return-on-invested-capital 

- Targets entry into the Canadian retail market has been a challenge and hurt 2013 earnings 

with losses. The losses could continue. The problems are mostly due to competition. 

- The company is big, so it will be harder to grow. 

- TGT has too much of its assets tied up in real estate. 

- Its credit card, data breach problems hurt its business and its costs to fix the problems hurt 

earnings for 2013, and could impact early 2014 earnings, but far less. 

- Online competitors like Amazon could continue to be a challenge. 

Technicals 

Here is a long-term chart for TGT: 



 

 

TGT spent 2007 to 2013 trading from $45 to $60. TGT is now is consolidating its gains from 

2013.  

Here is a current chart for TGT: 



 

Buy Recommendation 

Let’s buy 100 shares of TGT at the market. 

The stock is around $62.30. 

Let’s also open to sell the TGT April $65 call, TGT140419C65, at the market. 

The option is around $.63. 

Our adjusted cost basis will be about $61.67. 

We will probably add to this position on pullbacks to the $60 area. 

 

 


