
 
 

 
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. 
 

 
Kinder Morgan Inc.  (NYSE: KMI: BUY) 
Target Price: $50 
Michael Burke 
5/27/2015 
 
We continue to favor the midstream energy sector in the current environment 

 We like companies with minimal commodity price exposure, especially those emphasizing fee-
based contracts that minimize cash flow volatility.  

 We prefer large-cap companies as size and scale are key competitive advantages. 

 We believe that North American crude oil and natural gas production growth will continue, even 
despite the sharp fall in prices since last year. This growing production creates a large-set of 
investment opportunities for the midstream industry.  

 The decline in refined product prices has led to demand creation and in turn increased pipeline 
throughput volumes (More volume means higher fees collected per barrel or gallon). We do not 
believe this higher refined product demand has been appropriately discounted by investors in 
midstream companies exposed to this subsegment of the market.  

 Earnings/Dividends/Distribution growth in the midstream space continues to be driven by new 
projects coming into service. The backlog of future projects remains robust, providing multiyear 
visibility for growth and reducing the uncertainty of future financial results.  

 The potential lifting of the U.S. ban on crude oil exports may create additional opportunities that 
have not yet been discounted in the share prices of midstream companies.  

  
Our preferred midstream name right now is Kinder Morgan (NYSE: KMI) 
Key highlights for KMI 

 Kinder is the largest energy infrastructure company and the third-largest energy company in 
North America. KMI has the largest natural gas pipeline network, is the largest transporter of 
petroleum products, and is the largest terminal operator in North America. This is important 
given that North America is expected to be the largest incremental producer of hydrocarbons 
through the end of the decade.  

 
 



 KMI’s contract structures and portfolio of operations allow it to act much like a toll-road 
collector, as it collects fees on transportation volume. This business model minimizes the 
company’s commodity price sensitivity and allows it to generate stable cash flow. Some 94% of 
its projected 2015 cash flow is either fee-based or hedged.  

 The management team remains committed to maintaining its investment-grade credit rating 
and KMI had a solid dividend coverage ratio of 1.20-times at the end of 1Q15. In our view, the 
dividend is secure even if oil and gas prices move substantially lower than we currently expect.  

 At the end of 1Q15, the company had an $18.3 billion backlog, consisting of 90% fee-based 
pipelines and terminals under long-term contracts. This multiyear project backlog provides the 
company with a visible runway for future growth.  

 This backlog should support the company’s plans for 10% annual dividend growth over the next 
five years. The shares currently yield 4.8% based on our 2015 dividend estimate of $2.00 per 
share, above the peer-group average of 4.0%.  

 Investors generally view KMI as a high-quality, defensive, income-producing, core holding in the 
midstream sector. The stock tends to outperform peers when commodity prices fall. 

 
KMI’s recent underperformance seemingly provides a favorable entry point 

 Over the last month, KMI shares have underperformed, with a loss of 4% compared to the S&P 
500’s gain of 1% and a peer average loss of 2%.  

 This recent underperformance compares to KMI’s substantial outperformance over the last year 
-- a 30% gain compared to an advance of 13% for the S&P 500 and an 8% gain for peers.  

 We reiterate our 12-month BUY rating on KMI and our $50 price target. Our target, combined 
with the dividend, represents a potential total return of 24% from current levels.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Micron Technology Inc.  (NGS: MU: BUY) 
Target Price: $41 
Jim Kelleher, CFA 
5/27/2015 
 
MU Thesis 

 Memory pricing weakness shows signs of abating while demand remains healthy 

 In DRAM, Client (PC) weakness partly offset by strong data center & Mobile DRAM 

 In NAND, oversupply gradually being offset by rising demand 

 BUY on weakness to $41 
 
The Memory Industry: Signs of price stabilization 

 MU derives 2/3 of revenue from DRAM, 1/3 from NAND 

 Demand: during late 2014 into early 2015,  
o NAND and Mobile DRAM both hurt by slowdown in Chinese smartphone adoption 
o DRAM hurt by PC slowdown 

 Supply: steady-state capacity additions over this period resulted in over-supply and sharp price 
declines 

 In calendar 1Q15, DRAM revenue fell in high single digits 
 
What has changed? 

 While DRAM for PC remains weak, continued strength in Data Center is helping prevent further 
steep declines in traditional DRAM prices  

 Mobile DRAM revenue was down only 1% in 1Q15 
o M DRAM pricing should be flat to down just slightly as China handset market continues 

to rebound and iPhone 6S planning starts 
 
Micron: Production planning for fiscal 3Q15  

 Micron is allocating less DRAM production to PC segment and shifting bits to faster-growing 
areas including mobility and data center (shift from DDR3 to DDR4) 

 Micron is significantly reducing NAND supply to spot market and redirecting internally, as 
company focuses on SSDs, mobile NAND and higher growth areas. 

 
Micron: Outlook for fiscal 3Q15 (ended 5/30/15) 

 Micron revenue guidance $3.85-$4.05 billion 
o Down 1% y/y at guidance midpoint 

 Based on line-item guidance, we expect MU to earn $0.70 
o Would be down 12%, reflecting year over year decline in pricing 

 We look for better 4Q, however, as pricing stabilizes and demand recovers. 
o Revenue of $4.03 billion up 4%, EPS of $0.84 up 3% 

 
Conclusion 

 Micron still in growth mode 
o Challenges with product ramp timing (20 nm DRAM, 3D NAND) 
o Expect Samsung to remain fierce on price, but less of an impact going forward 

 MU attractive on earnings & cash flow growth and valuation 



 

 
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. 
 

 


