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The Warren Buffett Shareholder edited by Law-
rence E. Cunningham and Stephanie Cuba 
was published just in time for the Berkshire 
Hathaway shareholders’ meeting held on May 
5, 2018, which we attended along with 40,000 
other Warren Buffett shareholders. I was hon-
ored to be asked to contribute an essay to this 
terrific book which shares wonderful stories 
from inside the meeting from long-time share-
holders. Please find below our highlights from 
the 2018 meeting. 

FIRST QUARTER RESULTS 
Warren Buffett reported, “If you look at the fig-
ure of operating earnings, which is what we 
look at, we actually earned a record amount 
($5.25 billion) for any quarter we have ever 
had. That includes no realized gains or losses 
on securities or on the few remaining deriva-
tives we have. Geico had quite a good-sized 
turnaround in profitability and a good gain in 
terms of policies in force. The railroad was up 
significantly and most of our businesses tended 
to be up. We were aided in a material way by 
the reduction in the federal income tax rate 
from 35% to 21%.”  

GEICO 
Buffett noted, “Geico is a jewel.  It’s an incredi-
ble company.  It has a culture all its own.  It is 
saving its customers probably $4 or $5 billion a 
year against what they would otherwise be pay-
ing based on the average in auto insurance. It 
will be profitable on underwriting a very high 
percentage of the time. It’s a terrific company.“ 
 

TRADE WAR WITH CHINA 
Buffett remarked: “The United States and China 
are going to be the two superpowers of the 
world economically and in other ways for a 
long, long, long time.  We have a lot of common 
interests and like any two big economic entities, 
there will be times when there will be tensions.  
It is a win-win situation when the world trades 
basically.” Charlie Munger, Berkshire’s Vice 
Chairman, added, “I’m very optimistic that both 
nations will be smart enough to realize that the 
last thing they should do is have any ill will for 
the other.” 

CAPITAL ALLOCATION 
Buffett stated, “If we thought we couldn’t use 
capital effectively, we would try to figure out the 
most effective way of returning capital to share-
holders.  I think it would be unlikely we’d do it by 
a special dividend.  I think it would be more like-
ly we’d do it by share repurchases. We will try 
to do whatever makes the most sense.”  
 

LONG-TERM BONDS 
Buffett proclaimed, “The one thing we know is 
that we think long-term bonds are a terrible in-
vestment at current rates. The Federal Reserve 
Board is telling you we want 2% a year inflation.  
The long-term bond is not much more than 3%.  
Of course, if you are an individual, then you pay 
tax on it. Let’s say it brings your after-tax return 
down to 2 1/2%. The Federal Reserve Board is 
telling you they are going to do whatever is in 
their power to make sure you don’t get more 
than a 0.5% a year of inflation-adjusted income.  
I would stick with productive businesses or oth-
er productive assets by far.” Charlie added, “In 
my whole lifetime, it’s only happened once that 
interest rates went down so low and stayed low 
for a long time. It was quite unfair to a lot of 
people. It benefited the people in this room 
enormously because it drove asset prices up, 
including the price of Berkshire Hathaway stock. 
We are all a bunch of undeserving people, and I 
hope that we continue to be so.” 
 

BERKSHIRE’S EARNINGS POWER 
Asked about Berkshire’s normalized earnings 
power, Buffett responded, “I would say that 
what you saw in the first quarter ($5.25 billion), 
under these tax rates is a reasonable guess. 
Obviously, it depends on the economy in any 
given year. There’s many billions of dollars we 
are not showing in our earnings that are being 
retained by our investees. One way or another I 
think we will get value received out of those.  
You can take $20 or $21 billion (annually) under 
present tax rates and economic conditions, and 
then we should get something back and more 
when we get the $100 billion in cash invested. 
We hope it adds up to a bigger number as we 
go along.” (Berkshire notes continued on p. 12.) 

THE WARREN BUFFETT 
SHAREHOLDER 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
05-23-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

AbbVie-ABBV Pharmaceuticals 03-09-10 
12-03-10 

28.57 
24.59 

105.60 323% BUY Dutch auction tender offer for $7.5 
billion (see p. 4) 

Accenture-ACN Consulting 03-06-12 59.95 155.31 182% HOLD Expect $4.6-$4.9 billion in free cash flow 
in fiscal 2018 

Alphabet, Cl A-GOOGL 
Alphabet, Cl A-GOOGL 
Alphabet, Cl C-GOOG 

 
Technology 

06-10-11 
06-08-15 
06-10-11 

256.38 
546.47 
254.89 

 
1085.96 
1079.69 

 
141% 
324% 

 
BUY 

1Q Sales +26% and EPS +72%; 
Repurchased $2.2 billion of stock and 
ended quarter with $103 billion in cash 

Apple-AAPL Computers, iPhones 09-07-10 36.97 188.36 443% HOLD Increased dividend 16%; new $100 
billion share buyback program 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 129.36 56% HOLD Increased dividend 10% 

Berkshire Hathaway-
BRKB 
  

Insurance/diversified  12-28-94! 
03-10-00 
03-17-00 

21.56 
27.45 
34.13 

195.95 635% HOLD Operating earnings up 49% in 1Q to $5.3 
billion; acquired  75 million shares of 

Apple for  $12-$13 billion since year-end 

Biogen-BIIB Biotechnology 09-09-15 286.19 283.75 -1% BUY Celebrating 40th anniversary with  
double-digit sales and EPS growth in 1Q 

Booking Holdings-BKNG Online travel bookings 12-12-12 
12-10-14 

629.62 
1,119.68 

2085.25 138% BUY Changed name from Priceline; expanded 
share buyback by $8 billion 

Brown-Forman-BFB Liquor 03-10-00 4.25 58.40 1,489% HOLD YTD free cash flow up 24% to  
$462 million 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 84.14 51% HOLD Trimming position (see p. 4) 

Cheesecake Factory-
CAKE 

Restaurants 09-02-16 51.25 50.30 2% SELL Selling position (see p. 4) 

Cisco Systems-CSCO  Internetworking   03-12-97 
 

5.78 43.68 746% HOLD Holding more than $54 billion in cash  
as of 3-31-18 

Cognizant Tech.-CTSH IT consulting 09-07-12 33.43 75.76 129% BUY 1Q free cash flow +38% to  $292 million 

Express Scripts-ESRX  Healthcare mgmt.  12-13-96 
03-09-11 

1.18 
53.99 

77.01 234% HOLD Received buyout offer from Cigna  
(see p. 4) 

F5 Networks-FFIV Network technology 09-09-15 121.84 174.57 43% HOLD Held $1.4 billion in cash and no  
long-term debt as of 3-31-18 

FactSet Research-FDS Financial information 03-14-14 104.42 201.90 101% BUY Increased dividend  14%; expanded share 
buyback by $300 million 

Fastenal-FAST  Industrial supplies 03-10-00 
06-10-14 
09-07-17 

4.89 
50.50 
41.71 

52.56 36% HOLD 1Q revenues + 13% and EPS +31% 
thanks to benefits of tax reform 

Gentex-GNTX Auto mirrors 12-08-15 16.29 23.90 52% HOLD Increased dividend 10% and plans $425 
million in share buybacks in 2018 

Genuine Parts-GPC  Diversified distributor  03-10-00 
09-09-15 

 

20.81 
84.10 

 

91.14 47% BUY Plans to spin off S.P. Richards and 
combine it with Essendant 

*All recommendations made in this newsletter may not be suitable for every account, depending on an individual’s investment objective, 
risk-tolerance and financial situation.  It should not be assumed that recommendations will be profitable or will equal the performance of 
securities listed here or recommended in the past. Clients should contact Hendershot Investments, Inc. if there are any changes in your 
financial situation or investment objectives, or if you wish to impose, add or modify any reasonable restrictions to the management of your 
account.  (a) Date purchased for Hendershot IRA.  See personal trading restrictions footnote on  page 3.  ! Received  BRKB shares following acquisition of  
FlightSafety Int’l in Dec ‘96 and Int’l Dairy Queen in Jan ‘98 ( b) Price includes commissions paid.   (c) Total return includes dividends.   NI-Net Income, Q-quarter,  
H-half, YTD-year-to-date, ROE-return on equity 
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(continued) 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
05-23-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 35.82 596% HOLD Free cash flow up 51% in first half of 2018 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 123.45 345% HOLD Increased dividend 7%, marking 56th 
consecutive year of dividend increases 

3M-MMM Diversified 03-07-07 73.70 198.67 218% HOLD Expects to repurchase $3-$5 billion of its 
shares in 2018 

MasterCard-MA Global payments 09-05-14 76.45 192.99 160% HOLD 1Q free cash flow +44% to $953 million 

Maximus-MMS Business services 06-02-16 57.54 62.26 9% HOLD Lowered 2018 revenue and  EPS outlook with 
EPS in range of $3.30-$3.40 

Microsoft-MSFT Software 06-07-07 
12-03-10 

30.16 
26.94 

98.66 287% HOLD YTD free cash flow +10% to $24.5 billion; 
cash topped $132 billion as of 3-31-18 

MSC Industrial-MSM Industrial distributor 03-07-18 90.58 91.31 1% BUY 2Q sales increased 9% with EPS more than 
doubling thanks to tax reform 

Nike-NKE Shoes and apparel 03-07-17 56.55 71.34 27% HOLD Trimming position (see p. 4) 

Oracle-ORCL Software 09-05-13 32.32 46.90 54% BUY YTD free cash flow up 15% to $9.4 billion 

Paychex-PAYX Payroll processing 12-03-10 
08-31-11 

29.49 
27.28 

65.57 172% HOLD Increased dividend 12% 

PepsiCo-PEP Food and beverages  03-14-14 
03-07-18 

 81.89 
109.42 

100.45 4% BUY In 2018 plans to pay $5 billion in dividends 
and repurchase $2 billion of stock 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

113.93 -2% HOLD Increased 2018 outlook with  sales growth of 
4%-6% and adjusted EPS of $6.05-$6.20 

Ross Stores-ROST Off-price retailer 06-08-17 61.70 82.61 35% HOLD Increased dividend 41% and new $1.1 billion 
share buyback 

Starbucks-SBUX Coffee retailer 06-14-14 
12-11-17 

37.26 
58.61 

57.49 30% BUY New 100 million share buyback 

Stryker-SYK Medical technology 03-11-09 32.09 175.42 478% HOLD Increased 2018 organic sales growth  
outlook to 6.5%-7% 

T. Rowe Price-TROW Investment mgmt.  08-31-11 
09-05-14 

53.98 
80.59 

121.55 161% HOLD New 10 million share buyback 

The TJX Companies-TJX  Off-price retailer  06-12-00 
09-09-15 

5.09 
72.35 

87.89 83% BUY Increased dividend 25%, marking 22nd year 
of dividend increases 

Tractor Supply-TSCO Rural retailer 12-11-17 67.51 74.34 11% BUY Increased dividend 15%, marking 8th 
consecutive year of dividend hikes 

United Parcel Service-UPS Package delivery 05-27-05 
06-09-06 
08-31-11 

74.92 
79.57 
67.90 

115.28 90% 

 

BUY Expect 17%-23% adjusted EPS growth in 
2018 and $4.5-$5.0 billion 

 in free cash flow 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 127.58 361% BUY Expect $4.5-$5.0 billion in free cash flow  
in 2018; selling Taylor unit for $1 billion 

Walgreens Boots Alliance-
WBA 

Drugstores 09-12-08 
06-08-17 

36.38 
81.83 

63.91 -4% BUY  Double-digit growth in sales and EPS in 2Q; 
raised EPS outlook to $5.85-$6.05 

Walt Disney-DIS Media/Entertainment 09-02-16 94.43 102.89 12% BUY 2Q free cash flow +48% to $3.4 billion 

Westwood Holdings-WHG Investment mgmt. 12-08-11 
08-10-15 

35.88 
59.72 

59.00 41% BUY Celebrated 35th year in operation with no 
debt and $100 million in cash as of 3-31-18 

PERSONAL TRADING RESTRICTIONS FOR PRINCIPALS AND EMPLOYEES 
I take a long-term position in each stock recommended in this newsletter. Having earned the Chartered Financial Analyst (CFA) designation, I fully 
subscribe to the Code of Ethics and Standards of Professional Conduct of the CFA Institute. Accordingly, transactions for client accounts have priority 
over personal and employee transactions. To avoid any conflict of interest and to be fair to both my individual clients and subscribers, personal and 
employee trading is restricted to just four weeks a year. Personal and employee trading will occur only during the week following distribution of the 
newsletter to subscribers unless otherwise approved by the Chief Compliance Officer. The week following distribution of the newsletter will be measured 
as five business days after the mailing  date of the newsletter. Positions may be purchased or sold for individually managed client accounts at any time 
and without regard to recommendations made in this newsletter.  
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The Cheesecake Factory reported 
first quarter revenues rose 4.8% to 
$590.7 million with net income 
sliced 25.7% lower to $26 million.  
The bottom line was negatively im-
pacted by higher labor costs. In ad-
dition, the company incurred higher 
than expected insurance costs and 
one-time litigation costs. Manage-
ment’s outlook for the full year 2018 
is for same store sales growth of 
1%-2% in line with its long-term 
growth goals and EPS in the range 
of $2.62-$2.74, which would be 
18% lower than last year at the mid-
point reflecting staffing inflation of 
6% and food inflation of 2.5%. 
 
With The Cheesecake Factory not 
serving up any earnings growth 
amid a challenging retail environ-
ment, we have decided to slice the 
stock from our portfolio by selling 
our position for a less than tasty 
2% total return after two years.  

Nike reported fiscal third quarter 
revenues were up 7% to $9 billion 
with a net loss of $921 million or 
$.57 per share. The earnings in-
cluded $2 billion, or $1.25 per 
share, of additional income tax ex-
pense related to U.S. tax reform. 
Return on invested capital, exclud-
ing the one-time tax charge, was a 
strong 32%. During the first nine 
months of the year, Nike repur-
chased 46.6 million shares for ap-
proximately $2.7 billion as part of 
the four-year $12 billion buyback 
program approved by the Board in 
2015 with $4.8 billion still available 
for future repurchases. Nike ex-
pects to complete the buyback pro-
gram in fiscal 2019. In fiscal 2019, 
management expects mid to high 
single-digit revenue growth with 
gross margin expansion. With Ni-
ke’s stock running up a 27% total 
return over the past year, we 
have decided to trim our position 
and sneak away with some profits. 
 

PORTFOLIO REVIEW 

DIVIDENDS 
 

Since the last  issue, the following dividends 
per share were received: AbbVie ($.96),  
Accenture ($1.33), Apple ($.73), ADP 
($.63), Brown-Forman ($1.16), Canadian 
National ($.35), Cheesecake Factory ($.29), 
Cisco ($.33),  Cognizant ($.20), FactSet 
Research ($.56), Fastenal ($.37), Gentex 
($.11),  Genuine Parts ($.72), Hormel 
Foods ($.19), Johnson & Johnson ($.84), 
MasterCard ($.25), Maximus ($.05), 
Microsoft ($.42), 3M ($1.36), MSC Industrial 
($.58), Nike ($.20), Oracle ($.19), Paychex 
($.50), Pepsi ($.93), Polaris ($.60), Ross 
Stores ($.22), Starbucks ($.30), Stryker 
($.47), T. Rowe Price ($.70), TJX ($.31), 
Tractor Supply ($.27), United Parcel 
Services ($.91), United Technologies 
($.70), Walgreen ($.40) and Westwood 
Holdings ($.68).  
 

STOCK DIVIDEND 
 

Brown-Forman distributed a 5 for 4 
stock dividend on Feb. 28, 2018. All data 
adjusted accordingly. 

Canadian National Railway reported 
revenues of C$3.2 billion, down 
slightly from last year, with EPS fall-
ing 14% to C$1.00. The decrease in 
revenues was mainly due to reduced 
revenue ton miles resulting from 
challenging operating conditions, 
including harsh winter weather and 
low network resiliency, as well as the 
negative translation impact of a 
stronger Canadian dollar. Due to 
weaker than expected first quarter 
results  and a longer than anticipated 
construction period needed for signif-
icant infrastructure capacity projects 
in 2018, CNI lowered its 2018 EPS 
outlook with adjusted EPS now ex-
pected in the range of C$5.10 to 
C$5.25. With the stock appearing 
fairly valued, we decided to unload 
part of our CNI profits by trimming 
our position for a 51% total return 
over the last three years.  

******* 
With the profits from Cheesecake 
Factory, Nike and Canadian Na-
tional Railway, we plan to buy 
Thor Industries and Facebook 
(see p. 10-11). Personal and employ-
ee purchases will be made during 
the week following distribution of this 
newsletter. (See Personal Trading 
restrictions in the box on p. 3.) 

AbbVie announced a modified 
"Dutch auction" tender offer to pur-
chase for cash up to $7.5 billion of 
its common stock at a price not less 
than $99.00 per share and not more 
than $114.00 per share, given the 
company’s strong year-to-date per-
formance, robust cash flow and its 
undervalued stock price due to the 
market’s overreaction to AbbVie’s 
decision not to seek accelerated 
approval for Rova-T to treat small 
cell lung cancer. We agree with 
management that the stock appears 
attractively valued which is why we 
declined to tender our shares. 
The significant share repurchase 
program should create value for  
long-term shareholders.  

Cigna announced that they will ac-
quire Express Scripts in a cash and 
stock transaction valued at approxi-
mately $67 billion, including Cigna’s 
assumption of approximately $15 
billion in Express Scripts debt. Ex-
press Scripts shareholders will 
receive $48.75 in cash and .2434 
shares of the combined company 
for each Express Scripts share 
held. Upon closing of the deal, 
which is anticipated before the end 
of 2018, Cigna shareholders will 
own about 64% of the combined 
company and Express Scripts 
shareholders will own 36%. The 
combined company will retain the 
Cigna name. The deal is expected to 
be accretive to Cigna’s earnings at a 
double-digit rate in the first full year 
after the deal closes with $600 mil-
lion in synergies identified. In the 
future, Cigna anticipates its reve-
nues to grow at a 6%-8% annual 
rate with earnings growing at a high 
single-digit rate with the company’s 
outlook for EPS in 2021 rising from a 
projected $18 per share to $20-$21 
per share. The combined company 
is expected to generate substantial 
free cash flows and a strong return 
on invested capital.  

ABBVIE 
TENDER OFFER 

SNEAKING AWAY  
WITH NIKE PROFITS 

UNLOADING PROFITS 
AT CANADIAN NATIONAL 

SLICING  
CHEESECAKE FACTORY 

EXPRESS SCRIPTS 
BUYOUT OFFER 
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(continued) 
 

REALIZED GAINS AND LOSSES OVER THE LAST 12 MONTHS 

 

COMPANY DATE  
PURCHASED 

DATE  
SOLD 

GAIN/
LOSS 

COMMENT* 

ABBOTT 03/09/10 
12/03/10 

06/08/17 
06/08/17 

+77% 
+106% 

Significantly increased debt and fully valued, 
sold position 

AUTOMATIC DATA PRO-
CESSING 

03/09/16 09/07/17 +27% Fully valued, trimmed position 

BAXTER INTERNATIONAL 09/09/09 
03/14/14 
09/09/09 

06/08/17 
06/08/17 
03/07/18 

+93% 
+61% 
+89% 

 
Fully valued, trimmed position 

Fully valued, sold remaining position 

BECTON DICKINSON 03/13/2002 12/11/17 +496% Fully valued, sold position 

BIOVERATIVE 09/09/15 03/08/18 +118% Acquired by Sanofi for $105 per share in cash 

FLUOR 12/08/2008 
03/11/2009 
09/07/2012 

12/11/17 
12/11/17 
12/11/17 

-2% 
+34% 
-9% 

Sold position as business fundamentals deteriorated with earn-
ings growing backwards and subpar ROE 

MASTERCARD 09/05/14 03/07/18 
 

+132% 
 

Fully valued, trimmed position 

MAXIMUS 06/02/16 12/11/17 +23% Fully valued, trimmed position 

QUALCOMM 06/06/13 12/11/17 +2% Sold position as business fundamentals deteriorated with signif-
icant litigation charges negatively impacting earnings 

T. ROWE PRICE 09/05/14 03/07/18 +40% Fully valued, trimmed position 

WABTEC 12/08/15 03/07/18 +12% Sold position as significantly increased debt load due to an 
acquisition with cash flow declining 

 

Hendershot Investments, Inc. Investment Advisory Services  
Founded in 1994, Hendershot Investments’ personalized portfolio management service exists to help you improve your long-term fi-
nancial success and to conserve and grow your wealth. To that end, we invest in high-quality, well-managed companies at reasonable 
valuations and hold them for the long term. We extend a big “thank you” for the many client and subscriber referrals, as a referral is 
the biggest compliment you can pay us! 

We find great businesses at reasonable 
prices through extensive research. 

As long-time students of the stock market, 
we have developed valuation models to 
assess the relative merits of HI-quality 
companies. We scour annual reports, SEC 
filings and news to independently deter-
mine company valuations, thereby avoiding 
the pitfalls of herd-mentality investing. 
Quarterly earnings conference calls with 
management keep us abreast of corporate 
developments and give us insight into the 
heartbeat of corporate leadership.  

We adhere steadfastly to rigor-
ous buy and sell disciplines. 

Our number one rule on the buy 
side is “Don’t overpay for a stock.” 
We want to buy with a margin of 
safety. We would rather pay a “fair 
price for a great business than a 
great price for a fair business.”  

As Philip Fisher stated, “If the job 
has been done correctly when a 
stock is purchased, the time to sell 
is almost never.”  

 

We believe in patient investing for the 
long term. 

Quintessential investor, Ben Graham, de-
scribed the stock market in the short term 
as an imperfect voting machine where 
stock prices are based partly on emotion 
and partly on reason. In the long term, the 
stock market is a weighing machine where 
prices are driven by fundamentals.  
 
For this reason, we are willing to wait pa-
tiently until Mr. Market recognizes the value 
of our HI-quality firms. 

Our Investment Discipline 

 

*A stock meets our price target by reaching its near-term full value based on its expected price range over the next 12-18 months (see 
pages 6 and 7).  When a stock reaches our price target, we generally sell half the position and reinvest the proceeds into other promising 
opportunities. The remaining shares are held for further potential long-term gains as intrinsic value grows over time. Stocks are also sold if 
business fundamentals deteriorate or better investment opportunities are available.  
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 

05-23-18 
 

This 
 year 

Actual 
EPS 

Next 
year 
Est. 
EPS 

 
Current 

P/E 

 
PRICE/ 
BOOK  
VALUE 

 
PRICE/ 
SALES 

 
DIV. 

YIELD 

 
SALES 
4-YR 

CAGR* 

 
EPS 
4-YR 

CAGR* 

 
Return 

on  
Equity 

 
Cash/ 
Equity 

 
Debt/ 

Equity 

 
Current 

Ratio 

 
SALES 
(000)  

AAPL 151-
217 

188.36 $9.21 $11.50 18.1 7.3 4.1 1.6% 8% 13% 36% 211% 80% 1.5x $229,234,000 

ABBV 93-143 105.60 3.30 6.93 26.5 47.1 6.0 4.0 11% 7% 104% 100+ 100+ 1.2 28,216,000 

ACN 131-
168 

155.31 5.44 6.70 27.3 9.9 2.8 1.8 5% 2% 39% 39 0 1.3 34,850,182 

ADP 97-127 129.36 3.85 4.30 32.3 14.2 4.6 2.1 7% 14% 44% 57 50 1.8 12,379,800 

BF.B  43-56 58.40 1.37 1.48 37.7 23.4 7.3 1.1 0% 6% 49% 24 147 1.8 3,857,000 

BIIB 297-
437 

283.75 11.92 22.71 20.3 4.3 4.9 - 15% 11% 20% 51 42 3.2 12,273,000 

BKNG 1748-
2705 

2,085.25 46.86 83.65 41.6 9.7 8.1 - 17% 7% 21% 158 76 2.1 10,743,006 

BRK.B ! 164-
213 

195.95 8,785 13,580 29.9 1.4 2.0 - 8% -1% 13% n/a n/a n/a 240,009,000 

CNI 70-93 84.14 7.24 4.91 11.9 3.8 4.8 1.8 33% 24% 33% 2 56 0.6 13,041,000 

CSCO  31-42 43.68 1.90 2.08 n/a 4.5 4.4 3.0 0% 1% 15% 117 49 2.3 48,005,000 

CTSH 65-93 75.76 2.53 4.05 30.4 4.0 3.0 1.1 14% 6% 14% 45 6 3.6 14,810,000 

DIS 105-
132 

102.89 5.69 6.90 13.7 3.4 2.8 1.7 5% 14% 21% 16 42 0.9 55,137,000 

ESRX  65-88 77.01 7.74 6.64 9.7 2.3 0.4 - -1% 35% 25% 13 81 0.7 100,064,600 

FAST  46-63 52.56 2.01 2.49 24.3 7.0 3.4 3.0 7% 7% 28% 6 18 5.1 4,390,500 

FB 179-
242 

186.90 5.39 7.63 30.9 7.0 13.4 - 51% 73% 21% 57 0 9.9 40,653,000 

FDS 186-
248 

201.90 6.51 8.48 32.1 12.9 6.5 1.1 9% 10% 46% 43 94 2.5 1,221,179 

FFIV 135-
197 

174.57 6.50 7.03 25.6 8.7 5.1 - 9% 17% 34% 112 0 1.5 2,090,041 

GNTX 18-26 23.90 1.41 1.70 16.1 3.3 3.6 1.9 11% 16% 20% 34 0 5.0 1,794,873 

GOOGL!! 923-
1283 

1,085.96 18.00 44.33 46.0 4.7 6.8 - 19% -2% 8% 71 3 4.9 110,855,000 

GPC  92-123 91.14 4.18 5.63 21.2 3.8 0.8 3.1 4% -1% 18% 9 73 1.3 16,308,801 

PORTFOLIO FUNDAMENTALS 

   ** Exp. price range—the expected price range for the stock in the next 12-18 months based on our valuation models and the 
historical trading range of the stock over the last five years.  If the current price is below the low end of the expected range, the stock 
appears undervalued. If the current stock price is above the high end of the expected range, the stock appears overvalued.  The 
expected price range will change based upon company developments.   Highlighted stocks appear undervalued or are new additions.        
!Berkshire price is for the class B shares, the class A shares approximate 1500 times the B shares. !!GOOGL (the original class A 
share price is used for the table. GOOGL will typically  trade slightly higher than the Class C non-voting shares (GOOG).  
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 

05-23-18 
 
 

This 
Year 

Actual 
EPS 

Next 
Year 
Est. 
EPS 

 
Current 

P/E 

 
PRICE/ 
BOOK  
VALUE 

 
PRICE/ 
SALES 

 
DIV. 

YIELD 

 
SALES 
4-YR 

CAGR* 

 
EPS 
4-YR 

CAGR* 

 
Return 

on  
Equity 

 
Cash/ 
Equity 

 
Debt/ 

Equity 

 
Current 

Ratio 

 
SALES 
(000)  

HRL  34-44 35.82 1.57 1.84 20.6 3.6 2.1 2.1% 1% 13% 17% 5% 12% 1.6x $9,167,519 

JNJ  107-
141 

123.45 7.30 8.13 16.9 5.2 4.3 2.6% 2% 11% 2% 24 47 1.6 76,450,000 

MA 124-
172 

192.99 3.65 6.01 47.5 35.5 16.2 .5 11% 9% 72% 145 113 1.6 12,497,000 

MMM 160-
220 

198.67 7.93 8.86 30.8 10.7 3.7 2.7 1% 4% 42% 37 111 1.7 31,657,000 

MMS 57-76 62.26 3.17 3.42 18.3 4.0 1.7 .3 16% 17% 22% 24 0 2.7 2,450,961 

MSFT 63-88 98.66 2.71 3.65 66.7 9.6 8.5 1.7 4% 1% 29% 167 93 3.4 89,950,000 

MSM 85-
126 

91.31 4.05 5.19 17.3 3.8 1.8 2.5 4% 2% 19% 2 19 2.2 2,887,744 

NKE 56-77 71.34 2.51 2.35 66.1 3.5 3.4 1.2 8% 17% 34% 49 36 2.7 34,350,000 

ORCL 48-60 46.90 2.21 2.68 54.5 3.4 5.1 1.7 0% -1% 17% 146 117 4.3 37,728,000 

PAYX 57-73 65.57 2.25 2.55 26.3 11.5 7.5 3.2 8% 10% 42% 40 0 1.7 3,151,300 

PEP 99-125 100.45 3.38 5.71 29.5 13.1 2.2 3.7 -1% -6% 44% 189 293 1.3 63,525,000 

PII 90-
145 

113.93 2.69 6.15 31.7 7.4 1.3 2.0 9% -16% 19% 17 97 1.2 5,428,477 

ROST 68-98 82.61 3.55 4.06 23.3 10.4 2.2 1.1 8% 16% 45% 42 10 1.6 14,134,732 

SBUX 60-71 57.49 1.97 2.49 18.8 16.9 3.5 2.1 11% 15% 53% 54 131 1.1 22,386,800 

SYK 115-
152 

175.42 2.68 6.21 65.7 7.1 5.3 1.1 8% 0% 11% 27 64 1.6 12,444,000 

THO 102-
152 

95.03 9.20 11.00 11.4 2.9 0.7 1.4 22% 25% 24% 6 5 1.6 7,246,952 

TJX  90-
118 

87.89 4.04 4.85 20.2 10.5 1.5 1.9 7% 8% 50% 59 42 1.7 35,864,664 

TROW 85-
119 

121.55 5.97 7.24 19.6 5.0 6.2 2.4 8% 11% 26% 64 0 8.3 4,793,000 

TSCO 59-100 74.34 3.30 4.09 21.8 7.0 1.3 1.7 9% 9% 30% 10 52 2.0 7,256,382 

UPS 119-
150 

115.28 5.61 7.24 19.8 73.9 1.5 3.1 4% 5% 100% 100+ 100+ 1.2 65,872,000 

UTX 111-
144 

127.58 5.70 7.13 22.8 3.1 1.8 2.2 1% 0% 17% 24 77 1.3 59,837,000 

WBA 72-94 63.91 3.78 4.48 16.0 2.2 0.5 2.5 13% 9% 15% 6 45 0.9 118,214,000 

WHG 54-74 59.00 2.38 3.33 22.9 3.3 3.9 4.8 10% 1% 13% 64 0 7.9 133,785 

(continued) 

* CAGR-Compound Annual Growth Rate. n/a-not applicable due to financial stock or equity less than zero.  Estimated EPS reflects consensus 
earnings estimate for current fiscal year. The valuation  measures (P/E, price-to-book value, price-to-sales  and dividend yield) are calculated using 
the closing price on the date listed in column 3.  Balance sheet ratios (cash/equity, debt/equity and current ratio) reflect the latest quarterly 
financial statements. Return on equity and sales figures are as of the company’s most recent fiscal year end.   
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During the past three months, 
volatility continued amid rising 
interest rates and global and political 
uncertainty with the S&P 500 Index  
dipping 0.5%. The following HI-
quality stocks all generated 9% or 
better gains during the same period.  

F5 Networks reported second fiscal 
quarter sales increased 3% to $533 
million with EPS up 24% to $1.77.  
During the quarter, F5 Networks 
generated $175 million in free cash 
flow, up 6% year-over-year, adding 
to the company’s cash stash which 
totaled $1.4 billion as of 3/31/2018 
on its debt-free balance sheet. 
During the quarter, F5 Networks 
repurchased 1.1 million shares for 
$150 million, or at a cost of about 
$140.82 per share. F5 Networks’ 
stock connected with an 18% gain 
during the past three months. 
Hold.  

Tractor Supply reported first quarter 
revenues rose 8% to $1.7 billion with 
net income roaring 18% higher to 
$71.4 million and EPS up 24% to 
$.57. Comparable store sales grew 
3.7% in the quarter despite an 
unseasonably cool spring and the 
broad-based growth was across all 
geographic regions.  
 
During the quarter, the company 
opened 15 new Tractor Supply 
stores, including its 1700th location, 
and four Petsense stores. For the full 
year, the company plans to open 80 
new Tractor Supply stores and 20 
Petsense stores. Tractor Supply 
recently increased its dividend 15%, 
marking the 8th consecutive year of 
dividend hikes. Management expects 
full year 2018 EPS to increase 20%-
26%. During the past three 
months, Tractor Supply’s stock 
plowed up a 13% gain. Buy. 

Automatic Data Processing’s 
recent 10% dividend increase 
represents a return to 
shareholders of a portion of the 
benefits from the Tax Cuts and 
Jobs Act of December 2017. The 
Board of Directors anticipates 
consideration of another dividend 
increase in November 2018 
consistent with ADP’s historical 
pattern throughout its 43-year 
track record of annual dividend 
increases. Over the last two years, 
ADP has processed a 56% total 
return. Hold. 

MasterCard rang up a 31% 
increase in first quarter sales to 
$3.6 billion with EPS up 41% to 
$1.41. During the first quarter, 
MasterCard generated $953 
million in free cash flow, up 44% 
from the prior year period. 
MasterCard returned $1.6 billion to 
shareholders during the quarter 
through dividends and share 
repurchases.  MasterCard’s stock 
has charged up a 160% total 
return over the last four years. 
Hold. 

UPS delivered double-digit growth 
in revenues and earnings in the 
first quarter with revenues up 10% 
to $17.1 billion and EPS up 17% to 
$1.55. Management reaffirmed its 
full year 2018 outlook for adjusted 
EPS of $7.03-$7.37 per share, 
representing 17%-23% growth 
over last year’s adjusted earnings 
as the overall economy remains 
strong. Global GDP is expected to 
be 3.5% in 2018, the fastest 
growth seen since 2010. UPS’s  
stock delivered a 9% gain over 
the last three months. Buy. 

Booking Holdings (formerly Priceline) 
reported first quarter revenues rose 
21% to $2.9 billion while booking a 
35% increase in  EPS to $12.34. The 
company expanded its share 
buyback program by $8 billion and  
has $10 billion remaining authorized 
for future share repurchases which 
they expect to complete in the next 
two to three years. Booking Holdings’ 
stock price has more than tripled 
over the last six years. Buy.  

The TJX Companies reported first 
quarter revenues rose 12% to $8.7 
billion with EPS up a dressy 38% to 
$1.13. Comparable store sales 
increased 3% during the quarter 
driven by higher customer traffic in all 
four major divisions. Free cash flow 
more than doubled during the 
quarter. TJX increased its dividend 
25%, which marked the 22nd straight 
year of dividend increases. TJX also 
plans to repurchase $2.5 to $3.0 
billion of its stock for the full year. 
TJX’s stock is up more than 17-
fold over the last 18 years.  Buy. 

Hormel Foods reported record 
second quarter results with revenues 
rising 7% to $2.3 billion and EPS up 
a plump 13% to $.44. Free cash flow  
flew 51% higher during the first half 
of the fiscal year to $309 million. The 
company paid its 359th consecutive 
quarterly dividend, representing a 
10% increase over the prior year. 
Despite higher freight costs and a 
volatile commodity climate,  Hormel 
expects full 2018 fiscal year  
revenues to approach $10 billion  
with  EPS expected between $1.81-
$1.95. Hormel’s stock has 
provided a meaty 596% total return 
over the last 17 years. Hold. 

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

ADP 
INCREASED DIVIDEND 10% 

F5 NETWORKS 
CASH-RICH, DEBT-FREE 

BOOKING HOLDINGS 
NEW $8 BILLION BUYBACK 

TJX 
INCREASED DIVIDEND 25% 

HORMEL FOODS 
FREE CASH FLOW UP 51% 

MASTERCARD 
FREE CASH FLOW UP 44% 

TRACTOR SUPPLY 
INCREASED DIVIDEND 15% 

UPS DELIVERING 
DOUBLE-DIGIT GROWTH 
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(continued) 

Alphabet reported first quarter 
revenues increased 26% to $31.1 
billion with net income up 73% to 
$9.4 billion and EPS jumping 72% to 
$13.33. These results include a $3 
billion unrealized gain, or $3.40 per 
share, from Alphabet’s investment in 
Uber and other companies. A new 
accounting standard now requires 
unrealized gains and losses to flow 
through the income statement. 
Excluding the gain, underlying 
earnings and EPS were still strong 
with net income up 29% and EPS up 
28% during the quarter thanks to the 
benefits of tax reform.  
 
Google advertising revenues 
increased 24% during the quarter to 
$26.6 billion with strong growth in all 
geographic regions. Google other 
revenues increased 36% to $4.4 
billion reflecting strong results in 
cloud, hardware (including Nest 
products) and Google Play. Other 
Bets revenues rose 14% to $150 
million primarily due to growth in the 
Fiber and Verily health units. 
Management is very excited about 
Waymo, the company’s self-driving 
car unit, although they are still in the 
early stages of this Other Bet with 
five million miles having been driven 
autonomously. Waymo signed a 
contract with Jaguar to use their 
technology in their electric cars with 
production set to begin in 2020.   
 
Free cash flow declined 38% during 
the quarter to $4.3 billion primarily 
due to the significant increase in 
purchases of property, plant and 
equipment for $7.3 billion as  the firm 
continues to build out its technology 
infrastructure on a global basis.  
 
During the first quarter, the company 
repurchased $2.2 billion of its shares 
and ended the quarter with nearly 
$103 billion of cash and marketable 
securities on its fortress balance 
sheet. Buy. 

Cognizant Technology Solutions 
reported first quarter revenues grew 
a solid 10% to $3.9 billion with 
operating income up 22%.  
Revenue from digital services grew 
by 27%, or three times the 
company average, and now 
accounts for 29% of total company 
revenue.  
 
By business segment, Financial 
Services revenue increased 6% to 
$1.5 billion, Healthcare revenues 
increased a healthy 12% to $1.1 
billion, Products and Resources 
revenues increased 11% to $821 
million and Communications, Media 
and Technology revenue grew by 
18% to $509 million. On a 
geographic basis, revenues grew in 
all regions led by 22% growth in 
Europe.  
 
During the quarter, Cognizant 
generated $292 million in free cash 
flow, up 38% from last year. 
Cognizant ended the quarter with 
$4.9 billion in cash and investments 
(including $2 billion repatriated from 
overseas in response to the recent 
tax reform) and $673 million in long-
term debt on its sturdy balance 
sheet.  
 
During the quarter, Cognizant 
Technology returned $434 million to 
shareholders through dividend 
payments of $118 million and share 
repurchases of $316 million. The 
company is on track to achieve its 
plan, announced in February 2017, 
to return $3.4 billion to shareholders 
by the end of 2018 with $2.1 billion 
in share repurchases including 
$300 million in an accelerated 
share repurchase program 
launched during the first quarter.  
 
For the full year 2018, Cognizant 
expects sales in the range of 
$16.05 billion to $16.3 billion with 
EPS of at least $4.47. Buy. 

United Technologies reported first 
quarter sales increased 10% versus 
the prior year to $15.2 billion. EPS 
and net income declined 6% to $1.62 
and $1.3 billion, respectively. The 
prior year included a one-time 
benefit of $.29 per share, so on an 
adjusted basis EPS increased 20%.  
 
By business segment, Otis sales 
gained 8% to $3 billion with organic 
sales up 1% and new equipment 
orders down 4%. Climate, Controls 
and Security sales increased 12% to 
$4.4 billion. Organic equipment 
orders were up 10% driven by a 37% 
increase in transport refrigeration.  
 
Aerospace Systems sales increased 
6% to $3.8 billion, boosted by a 16% 
rise in the commercial aftermarket 
and a 15% increase in military, 
partially offset by an 8% decline in 
commercial OE. Pratt & Whitney 
sales rose 15% to $4.3 billion on 
strength in military engines and 
commercial aftermarket.   
 
United Technologies is selling the 
Taylor Company, a unit of the 
Climate, Controls and Security group 
for $1.0 billion in cash.  The deal is 
expected to close early in the third 
quarter of 2018. 
 
United Technologies’ free cash flow 
decreased 83% for the first quarter 
to $116 million with the company 
paying $535 million in dividends and 
repurchasing $25 million of its 
shares. Management reaffirmed  free 
cash flow expectations of $4.5 billion 
to $5.0 billion for the full year 2018. 
 
Management increased 2018 
adjusted EPS guidance from the 
range of $6.85 to $7.10 to the range 
of $6.95 to $7.15. Total 2018 sales 
are expected in the $63 billion to 
$64.5 billion range, up $0.5 billion on 
the lower and upper end of previous 
guidance. Buy.  

ALPHABET 
$103 BILLION IN CASH 

COGNIZANT TECHNOLOGY 
FREE CASH FLOW UP 38% 

UNITED TECHNOLOGIES 
SOLD  TAYLOR FOR $1 BILLION 

QUARTERLY RATING CHANGE 
FROM  HOLD TO BUY 
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MARKET LEADER 
Named using the first two letters of 
their last names, Thor Industries 
was founded by Wade Thompson 
and Peter Orthwein in 1980 with the 
purchase of Airstream, then a 
money-losing subsidiary of Beatrice 
Foods. Airstream—an already 
iconic brand and the most 
recognizable RV in the industry 
distinguished by their rounded 
shape and bright aluminum finish— 
had an admired line of products and 
loyal customer base. Thor was able 
to capitalize on those strengths. By 
focusing on quality while reducing 
costs, Thor returned Airstream to 
profitability in its very first year 
under their management.   
 
Thor has grown both organically 
and through significant strategic 
acquisitions. Just two years after it 
was founded, Thor was strong 
enough to purchase a Canadian 
company, General Coach, which 
manufactures fifth wheels and travel 
trailers. During the 1990s, Thor 
acquired Dutchmen Mfg. now one 
of the leading brands of travel 
trailers and fifth wheels; Four Winds 
International, a manufacturer of 
Class A and Class C motorhomes; 
and Komfort Corp., a builder of 
trailers and fifth wheels.  
 
During the next decade, Thor 
achieved an unprecedented 
dominance within the RV industry 
when they acquired Keystone RV 
and Crossroads RV, builders of 
trailers and fifth wheels; Damon 
Corporation, a manufacturer of 
Class A motorhomes; and 
Breckenridge, a builder of park 
trailers. Over the next seven years, 
Thor added several innovative and 
well-respected manufacturers in the 
towable and motorized segments of 
the RV industry to their growing 
family including Heartland RV 

NEW STOCK 
THOR INDUSTRIES (THO $95.03) 

601 East Beardsley Avenue, Elkhart, Indiana 46514-3305  www.thorindustries.com 

Company, Bison Coach (leading 
manufacturer of horse trailers), Livin’ 
Lite, K-Z, Cruiser RV, DRV Luxury 
Suites and Jayco. Today, Thor is the 
world's largest manufacturer of RVs 
with leading positions in motorized 
and towable segments. Thor’s 
towable unit sales account for about 
50% of the U.S. and Canadian 
market. Thor distributes its products 
through more than 2,200 dealers in 
the U.S. and Canada and sells about 
250,000 units annually.   
 

DOUBLE-DIGIT GROWTH 
Thor has hammered out solid  
double-digit revenue growth during 
the past five years with revenues 
compounding at a 22% annual rate. 
Revenue in the first half of fiscal  
2018 motored 28% higher over the 
prior year period with full-year 
revenue growth expected to  grow in 
the high teens. The overall 
recreational vehicle market is  
growing and supported by favorable 
demographics. Consumers aged 55-
74, the group that accounts for the 
majority of RV sales, are expected to 
grow to 79 million by 2025. 
 
Thor has been profitable every year 
since its inception. Efficiencies and 
economies of scale have contributed 
to high profitability.  During the past 
five years, Thor has driven strong 

earnings growth with net income and 
EPS each compounding more than 
25% annually. Earnings for the first 
half of fiscal 2018 thundered more 
than 40% higher with full-year EPS 
growth expected to be over 25%.  
 
With strong free cash flows, Thor has 
been able to finance accretive 
acquisitions, maintain a sturdy 
balance sheet and return more than 
$1 billion to shareholders through 
dividends and share buybacks over 
its history. The dividend has been 
increased each year since 2010 and 
compounded at a 16% annual rate 
over the last five years.  In addition, a 
special dividend of $1.00 and $1.50 
popped up for shareholders in 2013 
and 2012, respectively.  

 
ATTRACTIVE VALUATION 

With Thor’s stock trading for about 
ten times expected fiscal 2018 EPS 
of $9.20 and nine times expected 
fiscal 2019 EPS of about $11, the 
stock appears attractively valued. 
 
Long-term investors seeking to be 
happy campers should hitch up to 
Thor Industries, a HI-quality market 
leader with a family of strong brand 
names; double-digit sales, earnings 
and dividend growth; a sturdy 
balance sheet and an attractive 
valuation. Buy.  

Thor Industries, Inc. manufactures a range of towable and motorized recreational vehicles (RVs) in the United States 
and sells those vehicles primarily in the United States and Canada. Thor is the sole owner of operating subsidiaries 
that, combined, represent the world’s largest manufacturer of recreational vehicles. The Thor family of RV companies 
are some of the industry’s most recognized brands including: Airstream, Bison, Cruiser RV, Dutchmen, Entegra Coach, 
Heartland RV, Jayco, Keystone RV, Livin’ Lite, Starcraft RV, Thor Motor Coach and Venture RV. 

Fiscal Year  
July 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000,000) 

22.3% $7,247 $4,582 $4,007 $3,525 $3,242 

Net Income 
(000,000) 

25.1% $374 $257 $199 $179 $153 

EPS 25.3% $7.09 $4.88 $3.74 $3.35 $2.88 

Dividend 
(excludes 
special) 

16.4% $1.32 $1.20 $1.08 $.92 $.72 

Profit Mar-
gin 

 5.2% 5.6% 5.0% 5.1% 4.7% 
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STRONG GLOBAL NETWORK 
Facebook was launched in February 
2004 from 19-year-old Mark 
Zuckerberg’s Harvard dorm room. 
Within a month, more than half the 
Harvard undergraduate population 
was registered on The Facebook, an 

online student directory featuring 
photos and basic information which 
quickly spread to Stanford, Columbia 
and Yale. In June 2004, Mark 
Zuckerberg and his co-founder 
moved the Facebook operation to 
Silicon Valley where they rented a 
small house that also served as their  
office. By the end of 2004, Facebook 
counted one million users on its 
college student social network.  

During 2006, Facebook launched its 
mobile device app, opened 
registration to anyone age 13 or 
older and counted 12 million 
Facebook users by year’s end. 
Facebook held its initial public 
offering (IPO) in 2012, the year it 
acquired Instagram for $1 billion 
when the photo-sharing app had just 
30 million users and no revenues. 
Within months of Facebook’s IPO, 
more than one billion people were 
active on Facebook and more than 
100 million people used Instagram 
monthly. Furthering its mission to 
make the world more open and 
connected, in 2014, Facebook 

completed its $19 billion acquisition 
of WhatsApp, the global mobile 
messaging platform, and its $2 billion 
acquisition of Oculus, the leader in 
immersive virtual reality technology.   

Since its IPO, Facebook has 

parlayed its online platforms into the 
world’s largest social network 
providing what is perhaps the world’s 
most valuable data for online 
advertisers. Indeed, the firm’s two 

NEW STOCK 
FACEBOOK (FB-$186.90) 

1601 Willow Road, Menlo Park, CA  94025 

billion monthly active users provided 
the platform for Facebook to 
generate $41 billion in  revenue last 
year. By tapping into shared 

information related to age, location, 
interests, gender, etc., Facebook 
offers its advertisers an attractive 
combination of global reach, 
relevance and social context to 
engage with customers in a 
meaningful way, thereby increasing 
advertisers’ returns.  

EXCEPTIONAL GROWTH  
Facebook’s offerings are free for 
users with most of the company’s 
$41 billion in 2017 revenue coming 
from advertising. Facebook’s mobile 
ad business, which now accounts for 
90% of Facebook’s ad revenue, 
drove the company’s 47% year-over-
year revenue growth.  
 
Over the past five years, Facebook 
has generated exceptional, profitable 
growth. Revenue has compounded 
51% annually with EPS growing at a 
73% annual clip. After-tax profit 
margins have expanded from 19% in 
2013 to nearly 40% in 2017.  
 
Facebook reported 2018 first quarter 
revenue increased 49% to $12 
billion. Monthly Active Users 
increased 13% to 2.2 billion while 
Daily Active Users increased 12% to 
1.5 billion. Average Worldwide 
Revenue per User increased 31% to 

$5.53, powered by a 38% increase in 
Average Revenue per User in the U.S. 
and Canada to $23.59. Income from 
operations increased 64% on a 400 
basis point increase in operating 
margin to 46%. First quarter EPS 
increased 63% to $1.69.      
 

ROBUST CASH FLOW 
During 2017, Facebook generated 
more than $17 billion in free cash flow, 
up 50% from last  year. Facebook 
repurchased about $2 billion of its 
shares during 2017 and invested nearly 
$7 billion in property, plant and 
equipment to support its continued 
growth.  

Despite doubling its investments in 
data centers, servers, network 
infrastructure and office facilities during 
the first quarter, the company’s free 
cash flow jumped 33% to $5.1 billion 
with Facebook ending the quarter with 
$44 billion in cash on its ironclad 
balance sheet. Facebook repurchased 
nearly $2 billion of its shares during the 
first quarter. Given that Facebook’s 
existing repurchase program is almost 
complete, the Board of Directors 
recently authorized an additional $9 
billion share repurchase program.  

Long-term investors seeking friendly 
returns may like taking a page from 
Facebook, a HI-quality company with a 
strong global network, exceptional 
growth and robust cash flows. Buy. 

Facebook is the world’s largest social network with more than two billion monthly active users. The company’s 
products―Facebook, Instagram, Messenger, WhatsApp and Oculus―enable people to connect, share, discover and 
communicate with each other on mobile devices and personal computers. Growth in the network of Facebook users and 
the data they generate provides attractive platforms for advertisers.  

Fiscal Year  
Aug. 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Revenue 
(000) 

50.8% $40,653,000 $27,638,000 $17,928,000 $12,466,000 $7,872,000 

Net Income 
(000) 

80.8% $15,920,000 $10,188,000 $3,669,000 $2,925,000 $1,491,000 

EPS 73.1% $5.39 $3.49 $1.29 $1.10 $0.60 

Profit Margin  39.2% 36.9% 20.5% 23.5% 18.9% 
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BERKSHIRE HATHAWAY HIGHLIGHTS 
POLITICS 

Buffett recounted, “Multiple times in 
my life, people have felt the country 
was more divided than ever. I’ve lived 
under 14 of the 44 presidents the 
U.S. has had. Seven have been 
Republicans and seven have been 
Democrats. One has been 
assassinated, one has resigned 
under pressure. If you’d told me at 
the start, that you’d have a Cuban 
missile crisis, nuclear weapons, a 
financial panic, many recessions and  
war in the streets in the late ’60s from 
a divided country, you’d say, ‘Why 
the hell are you buying stocks?’ And 
through it all, America, in fits and 
starts, really, really moves ahead. 
This is a remarkable, remarkable 
country. Since 1942, $10,000 
invested in the stock market has 
turned into $51 million.” Charlie 

agreed, “There’s a tendency to think 
our present politicians are much 
worse than any we had in the past,   
but we tend to forget how awful our 
politicians were in the past.“ 
 

INVESTING FORMULA 
Charlie explained, “I can’t give you a 
formulaic approach because I don’t 
use one.  I just mix all the factors and 
if the gap between value and price is 
not attractive, I go on to something 
else.  Sometimes it’s just quantitative.  
For instance, when Costco was 
selling at about 12 or 13 times 
earnings, I thought that was a 
ridiculously low value just because 
the competitive strength of the 
business was so great and it was so 
likely to keep doing better and better. 
I can’t reduce that to a formula for 
you. I liked everything about it. I 
thought even though it’s three times 
book, or whatever it was then, that 
it’s worth more, but that’s not a 
formula.  If you want a formula, you 
should go back to graduate school. 
They will give you lots of formulas 
that won’t work.” 

APPLE 
Asked whether Apple would do 
better spending $100 billion on 
acquisitions rather than share 
repurchases, Buffett responded, 
“They shouldn’t buy in their shares 
at all unless they think they are 
selling for less than they are worth.  
If they are selling for less than they 
are worth, and they have the 
money, and they don’t see an 
acquisition that’s even more 
attractive, they should buy in their 
shares. It’s extremely hard to find 
acquisitions that would be accretive 
to Apple. I am delighted to see 
them repurchasing shares. We own 
250 or so million shares. I think you 
can say we own 5% of it. With the 
passage of a little time, we may 
own 6% or 7% simply because they 
repurchase shares without us laying 
out a dime. It’s worked for us in 
many other situations. They will not 
find $50 or $100 billion acquisitions 
that they can make at remotely a 
sensible price that really become 
additive to that. We very much 
approve of them repurchasing 
shares.” 
 

CRYPTOCURRENCIES 
Buffett forecast, “Cryptocurrencies 
will come to bad endings. Along 
with the fact that nothing is being 
produced in the way of value from 
the asset, you also have the 
problem that it draws in a lot of 
charlatans and that sort of thing.  
It’s something where people who 
are of less than stellar character 
see an opportunity to clip people 
who are trying to get rich because 
their neighbors are getting rich 
buying this stuff. It will come to a 
bad ending.” Charlie muttered, 
“Well, I like cryptocurrencies a lot 
less than you do. To me, it’s just 
dementia. I think the people who 
are professional traders that go into 
trading cryptocurrencies, it’s just 

disgusting. It’s like somebody else is 
trading turds and you decide, I can’t 
be left out.“ 
 

BERKSHIRE CULTURE 
Buffett remarked, “I think the culture 
is very, very strong and frankly I think 
it gets reinforced by the shareholders 
we have. We want shareholders who 
are partners basically. I’ve never 
seen another board like ours. It’s a 
group of owner-oriented, Berkshire-
conscious, business-savvy owners.  
We want people who basically think 
about how to run a business well for 
themselves and for their partners.  
We have managers who fit into that 
culture or have chosen that culture in 
coming with us. Sometimes we have 
the second, third or fourth generation 
– such as at Nebraska Furniture Mart 
– that share that. In terms of having a 
common, strong, positive culture, I 
don’t think there’s any big public 
company that has it better than 
Berkshire. I think that will continue 
because people opt into it to a great 
deal and cultures get passed along.  
We’ve got as good a culture as you 
can get.  We will try to keep behaving 
in a way that reinforces it and doesn’t 
dilute it. It won’t only work for Charlie 
and me, but it will work for our 
successors as well.” Charlie added, 
“Every time I come to one of these 
meetings and I sit in the managers’ 
luncheon, I feel more strongly at the 
end of the luncheon that the culture 
and values of Berkshire Hathaway 
will go on and on for a long time after 
the present management is gone. In 
fact, I think it will go on after all the 
present managers are gone. I think 
we started something here that will 
work well enough that it will last. One 
of the reasons it will last is that it’s 
not that damn easy to duplicate.”  
 
(See our website for a link to the 
CNBC Buffett Archive for a full video 
and transcript of the annual meeting.) 
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