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Another Look at the Toys Opportunity, Using 
Updated Filings, and Store Overlap Analysis
■ We refresh our analysis on the potential benefit to Target from Toys R 

Us closings, based on new SEC filings, which continues to show an 
annual comps lift in the 90 bps range, with incremental gains materializing in 
2H18 once liquidations are complete. There is still plenty of inventory left to 
liquidate at Toys R Us, which may limit the upside in 1H18, but share gains 
should continue. Given TGT's mix and store overlap, we see it benefiting 
disproportionately. Obviously if AMZN were to take these locations, it would 
be a problem (for TGT and others), but it's not clear that will happen. 

■ Current state of Toys R Us domestic. Based on the SEC filings, the 
company generated sales of $6.5 bn in the US in 2017, comprised of $4.2 bn 
in Toys R Us sales ($3.7 bn in brick and mortar, rest online), and $2.3 bn in 
Baby R Us sales ($1.7 bn in brick and mortar, rest online). Inventory at year 
end was $1.36 bn that will need to be liquidated. Using a 40% gross margin 
estimate, implies $2.3 bn in retail sales, with liquidation sales expected to run 
through June. That would be down from $2.65 bn in 1H17, though the $2.3 
bn doesn’t account for additional purchases during the liquidation process.

■ Most of TRU sales should be addressable to TGT. 90% of Toys R Us 
stores, and 96% of the Baby stores have a Target within five miles. There is 
plenty of competition as we discuss later, but TGT's overlap is higher than in 
recent case studies, and should be positioned to take a fair share. Our math: 
TGT captures 15% of addressable Toy R Us store sales, 5% of Baby R Us 
sales, and 5% of online sales, adding >$600mn, or 90 bps to comps.

■ A look at recent case studies. For Best Buy, we believe that the closing of 
hhgregg added 30-50 bps comps, on an annual basis, or 70-120 bps to the 
most relevant categories (consumer electronics and appliances). That 
represents a 6-11% capture of hhgregg’s sales, in year one. For Dick’s, we 
believe that the closing of Sports Authority and other chains added over 200 
bps to comps (calculated on a net basis, after considering the decline in 
DKS' base business), a ~10% capture of these chains annual sales. 
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On 20-Mar-2018 the S&P 500 INDEX closed at 2716.94
Daily Mar20, 2017 - Mar20, 2018, 03/20/17 = US$54.37

Quarterly EPS Q1 Q2 Q3 Q4
2018A 1.21 1.22 0.91 1.37
2019E 1.35 1.47 1.05 1.37
2020E 1.34 1.44 1.12 1.51

Financial and valuation metrics
Year 1/18A 1/19E 1/20E
EPS (CS adj.) (US$) 4.70 5.25 5.41
Prev. EPS (US$) - - -
P/E (x) 15.2 13.6 13.2
P/E rel. (%) 72.0 77.0 82.5
Revenue (US$ m) 71,879.0 72,315.3 73,372.0
EBITDA (US$ m) 6,758.0 6,802.7 6,916.5
OCFPS (US$) 12.58 10.36 10.64
P/OCF (x) 6.0 6.9 6.7
EV/EBITDA (current) 7.0 7.0 6.8
Net debt (US$ m) 8,944 9,101 8,813
ROIC (%) 14.33 14.77 14.70
 

Number of shares (m) 538.80 IC (current, US$ m) 20,653.00
BV/share (Next Qtr., US$) - EV/IC (x) -
Net debt  (Next Qtr., US$ m) - Dividend (current, US$) -
Net debt/tot eq (Next Qtr.,%) -
Source: Company data, Thomson Reuters, Credit Suisse estimates
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■ Weighing differences vs. past examples. First, as we think about the impact to TGT, 
the store overlap is much higher than these other recent case studies; 52% of TGT 
stores have a Toys R Us within 5 miles. That compares to 22% of BBY stores with an 
HGG store, and 28% of DKS stores with a Sports Authority store. But, we also consider 
that the toy category is more competitive. For example, 82% of the Toys R Us stores 
have both a TGT and WMT within five miles. Further, Toys R Us even noted in their 
bankruptcy filings that low pricing including at WMT, AMZN (and TGT) were among the 
challenges. We consider all of that in our sales capture assumptions, shown below. 

■ See initiation report (Positioned for Improving Trends) for details.

Store Overlap Analysis
Figure 1: 90% of Toys R Us stores have a TGT store 
within five miles

Figure 2: 96% of Babies R Us stores have a TGT 
store within five miles
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Market Share Capture Math
Figure 3: Potential 90bps comps uplift for TGT with TOYS closings

https://www.sec.gov/Archives/edgar/data/1005414/000119312518083225/d552404dex991.htm 2016 2017E
Toys R US Brick & Mortar Sales, ex Baby R Us 3,976 3682

% Store Overlap 90%
Adressable Sales 3314

x Target estimated share capture 15%
Incremental sales 497

Online Sales, ex Baby R Us 598 555
x Target estimated share capture 5%

Incremental sales 28

Lift to Comps 0.74%

Baby R Us Brick and Mortar Sales 1,990 1,743
% Store Overlap 96%

Adressable Sales 1674
x Target estimated share capture 5%

Incremental sales 84

Baby R Us Online 576 572
x Target estimated share capture 5%

Incremental sales 29

Lift to Comps 0.16%

Total Comps Lift for TGT 0.90%

Source: Company data, Credit Suisse estimates

https://plus.credit-suisse.com/r/V7bbYD2AD-WEqCny
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Toys R Us Relevant Data Points
Figure 4: Toys R Us Domestic Sales Mix (Trailing 12 
Months, through 3Q17)

Figure 5: Toys R Us Sales Trends Appeared to 
Deteriorate in 2017

Baby, 34%

Learning, 24%

Core Toy, 20%

Seasonal, 13%

Entertainment, 
7% Other, 1%

-2.1% -2.3%

-3.8% -3.5%

-6.3% -6.7% -6.8%

-10.4%
-12.0%

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17

Toys R Us Domestic Sales Growth

Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates



21 March 2018

Target Corporation (TGT) 4

Companies Mentioned (Price as of 19-Mar-2018)
Target Corporation (TGT.N, $70.34, OUTPERFORM, TP $86.0)
Walmart Inc. (WMT.N, $87.45)

Disclosure Appendix
Analyst Certification 
I, Seth Sigman, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and 
securities and (2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in 
this report.

3-Year Price and Rating History for Target Corporation (TGT.N)

TGT.N Closing Price Target Price   
Date (US$) (US$) Rating  
20-May-15 78.18 72.00 N  
16-Sep-16 69.23 65.00 *  
16-Nov-16 76.03 75.00   
18-Jan-17 66.85 68.00   
28-Feb-17 58.77 59.00   
05-Jun-17 55.63 NC  
26-Feb-18 76.90 86.00 O *  
* Asterisk signifies initiation or assumption of coverage.
Effective July 3, 2016, NC denotes termination of coverage.
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The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities
As of December 10, 2012 Analysts’ stock rating are defined as follows:
Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark* over the next 12 months.
Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months.
Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months.
 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which 
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, and 
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stock’s total 
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the 
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American and Asia stocks (excluding Japan 
and Australia), ratings are based on a stock’s total return relative to the average total return of the relevant country or regional benchmark (India - S&P BSE Sensex 
Index); prior to 2nd October 2012 U.S. and Canadian ratings were based on (1) a stock’s absolute total return potential to its current share price and (2) the relative 
attractiveness of a stock’s total return potential within an analyst’s coverage universe. For Australian and New Zealand stocks, the expected total return (ETR) 
calculation includes 12-month rolling dividend yield. An Outperform rating is assigned where an ETR is greater than or equal to 7.5%; Underperform where an ETR 
less than or equal to 5%. A Neutral may be assigned where the ETR is between -5% and 15%. The overlapping rating range allows analysts to assign a rating that 
puts ETR in the context of associated risks. Prior to 18 May 2015, ETR ranges for Outperform and Underperform ratings did not overlap with Neutral thresholds 
between 15% and 7.5%, which was in operation from 7 July 2011.
Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances.
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the 
company at this time.
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or investment 
view on the equity security of the company or related products.
Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward.
Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or 
valuation of the sector* relative to the group’s historic fundamentals and/or valuation:
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months.
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months.
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months.
 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors.
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Credit Suisse's distribution of stock ratings (and banking clients) is:

Global Ratings Distribution
Rating Versus universe (%) Of which banking clients (%)
Outperform/Buy* 47% (62% banking clients)
Neutral/Hold* 37% (55% banking clients)
Underperform/Sell* 13% (55% banking clients)
Restricted 2%
*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.

Important Global Disclosures 
Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products 
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made 
available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s preferences regarding the 
frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the overall client relationship with 
the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled to receive in the most timely 
manner, please contact your sales representative or go to https://plus.credit-suisse.com . 
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein.
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer 
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-
suisse.com/sites/disclaimers-ib/en/managing-conflicts.html . 
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties.
Credit Suisse has decided not to enter into business relationships with companies that Credit Suisse has determined to be involved in the 
development, manufacture, or acquisition of anti-personnel mines and cluster munitions. For Credit Suisse's position on the issue, please see 
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf . 

Target Price and Rating
Valuation Methodology and Risks: (12 months) for Target Corporation (TGT.N)

Method: Our $86 target price and Outperform rating for TGT is based on 16.5x our 2018 EPS. Our target price is based on an equal weighted 
average using HOLT, our peer multiple analysis (weighted based on TGT’s sales mix), and fundamental stock drivers (specifically, 
comps as a driver of valuation and relative valuation).

Risk: Risks to our $86 target price and Outperform rating for TGT include l) Reliance on sales to drive EBITDA improvement. Expectations are 
also now higher post-holiday sales. Other costs could be an offset, including transportation – which has worsened since guidance was 
provided; 2) Competitive landscape: risk of incremental price/other reinvestments. Guidance assumes full tax benefit flowing to the bottom 
line; and 3) Structural business mix challenges.

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations 
typically used in the target price method and risk sections. 
See the Companies Mentioned section for full company names 
Credit Suisse currently has, or had within the past 12 months, the following as investment banking client(s): TGT.N
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (TGT.N) within the next 3 
months.
Credit Suisse or a member of the Credit Suisse Group is a market maker or liquidity provider in the securities of the following subject issuer(s): 
TGT.N
For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated 
within the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=353914&v=-
3d93p98k48gr6rn8yipqnyrm2 . 
Important Regional Disclosures 
Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report.
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit Suisse 
does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events.
Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares.
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report.
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit https://www.credit-
suisse.com/sites/disclaimers-ib/en/canada-research-policy.html.
Principal is not guaranteed in the case of equities because equity prices are variable.

https://plus.credit-suisse.com
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
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Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
This research report is authored by:
Credit Suisse Securities (USA) LLC..........................Seth Sigman ; Judah C. Frommer, CFA ; Kieran McGrath ; Lavesh Hemnani ; Yunhee Park
Important disclosures regarding companies that are the subject of this report are available by calling +1 (877) 291-2683. The same important 
disclosures, with the exception of valuation methodology and risk discussions, are also available on Credit Suisse’s disclosure website at 
https://rave.credit-suisse.com/disclosures . For valuation methodology and risks associated with any recommendation, price target, or rating 
referenced in this report, please refer to the disclosures section of the most recent report regarding the subject company. 

https://rave.credit-suisse.com/disclosures
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