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Volare, oh oh  
Cantare, oh oh oh oh 

Let's fly way up to the clouds 
Away from the maddening crowds  

Volatility stems from the Latin and Italian verb 
volare, meaning to fly. The above lyrics from 
the classic Dean Martin song, Volare, had more 
than a few investors crooning along their own 
“Oh! Oh’s!” as volatility returned to the stock 
market this past quarter. After a year of relative 
calm in 2017, Mr. Market turned into an Olympi-
an snowboarder in 2018, flying up and down 
the stock market slopes at record speeds. The 
year started with the market notching continued 
record highs as the Dow Jones Industrial Aver-
age advanced a strong 6% in January, peaking 
on Jan. 26th at 26,616. From these elevated 
levels, an avalanche began with the Dow re-
cording two steep 1,000 point plunges in Feb-
ruary, leading to the first 10% drop in the Dow 
in two years.  

Ten percent market corrections are not that 
unusual and occur about once every couple of 
years. The catalyst for the sharp sell-off this 
time was initially blamed on whiffs of inflation 
due to rising interest rates and job wage gains. 
As volatility spiked, large computer sell orders 
blanketed the market due in part to the unwind-
ing of speculative investments that bet volatility 
would remain low. Once Mr. Market recovered 
from his backflip, he surveyed the landscape 
and noted that global growth is still accelerating 
and economic fundamentals remain strong. He 
then performed an alley-oop and found air with 
the Dow rebounding 5% to more than 25,000. 

While volatility may be unsettling, volatility is 
also the long-term investor’s friend. During in-
discriminate, broad-based selling, stocks often 
become mispriced creating good buying oppor-
tunities. That is exactly what we observed dur-
ing this latest bout of turbulence. Evaluating 
fourth quarter financial results and listening to 
recent quarterly conference calls gives us confi-
dence that our HI-quality businesses are in-
creasing their intrinsic value as lower corporate 
taxes are leading to significantly higher earn-
ings and cash flow forecasts. This in turn is 
resulting in shareholder-friendly actions from 
many of our highly competitive companies.   

Cash-rich tech titans recently announced gener-
ous shareholder returns including a 14% divi-
dend increase by Cisco Systems along with a 
new $25 billion share repurchase program. Ora-
cle proclaimed a new $12 billion share buy-
back program while Alphabet announced a new 
$8.6 billion share repurchase program. Cogni-
zant Technology Solutions increased its div-
idend 33% and announced a new $1.2 billion 
share repurchase program. On the healthcare 
side, Express Scripts expanded its share buy-
back program by 45 million shares, Stryker in-
creased its dividend a striking 11% and  AbbVie 
increased its dividend a healthy 35% and an-
nounced a new $10 billion share buyback. 

Brown-Forman declared a  5 for 4 stock split 
and a $1.00 per share special dividend. UPS 
increased its dividend 10% and plans to repur-
chase $1 billion of its shares in 2018. Fastenal 
hammered up a strong 16% dividend increase. 
3M raised its dividend 16%, marking the 60th 
consecutive year of dividend increases. Master-
Card’s dividend charged 14% higher while 
the company also announced a new $4 billion 
share buyback. PepsiCo increased its dividend 
a tasty 15%, marking the 46th consecutive year 
of dividend pops while also announcing a new 
$15 billion share buyback. T. Rowe Price boost-
ed its dividend a bullish 23%, marking the 32nd 
consecutive year of dividend increases. Genu-
ine Parts increased its dividend 7%, marking 
the 62nd straight year of dividend hikes. 

All this good news from our HI-quality compa-
nies demonstrates that 2018 should be another 
year of strong business fundamentals with cor-
porate earnings expected to grow at double-
digit rates thanks to the benefit of tax reform 
and continued economic global growth. Histori-
cally, when volatility spikes against a backdrop 
of a strong economy, stocks tend to regain their 
footing relatively quickly. As Ben Graham wisely 
said, “Use the stock market to serve you, not to 
instruct you.” Following the madness of crowds 
(or computers) is never a good investment strat-
egy. When Mr. Market occasionally wipes out, it 
is usually a good time to take advantage of the 
marked down prices on high-quality firms. By 
focusing on business fundamentals and valua-
tions, long-term investors will stay on track and 
end up with the gold medal! 

VOLATILITY, OH! OH! 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
02-23-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

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

28.57 
24.59 

118.75 366% HOLD Increased dividend 35%, new $10 
billion share buyback program 

Accenture-ACN Consulting 03-06-12 59.95 162.95 192% HOLD Expects to generate $4.4-$4.7 billion 
in free cash flow in 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 

 
1128.09 
1126.79 

 
151% 
342% 

 
HOLD 

Ended 2017 with $110 billion in cash; 
announced a new $8.6 billion share 

repurchase program 

Apple-AAPL Computers, iPhones 09-07-10 36.97 175.50 406% HOLD Ended 1Q with cash net of debt of 
$181 billion 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 117.65 42% HOLD Raised 2018 sales growth outlook to 
7%-8% with EPS growth of 8%-9% 

Baxter International-BAX Healthcare 09-09-09 
 

30.86 
 

68.36 125% SELL Selling position (see p. 4) 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

202.76 661% HOLD Book value increased 23%, or $65.3 
billion,  in 2017, including a $29 
billion benefit from tax reform 

Biogen-BIIB Biotechnology 09-09-15 286.19 292.78 2% BUY Expect 2018 EPS of $22.20-$23.20 

Bioverativ-BIVV Hemophilia products 09-09-15 48.15 104.74 118% HOLD Being acquired by Sanofi for  $105 
per share in cash (see p. 4) 

Brown-Forman-BFB Liquor 03-10-00 5.32 69.55 1,397% HOLD Paying special $1.00 per share cash 
dividend and 5 for 4 stock dividend 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 77.30 38% BUY Increased dividend 10% 

Cheesecake Factory-
CAKE 

Restaurants 09-02-16 51.25 48.52 -3% HOLD Generated sweet 25% ROE in 2017 

Cisco Systems-CSCO  Internetworking   03-12-97 
 

5.78 44.00 745% HOLD Increased dividend 14%, new $25 
billion share repurchase program 

Cognizant Tech.-CTSH IT consulting 09-07-12 33.43 82.53 148% HOLD Increased dividend 33%; plans $1.2 
billion share buyback in 2018 

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

1.18 
53.99 

77.00 234% BUY Expanded share buyback by 45 
million shares 

F5 Networks-FFIV Network technology 09-09-15 121.84 147.73 21% HOLD Ended 1Q with $1.35 billion in cash 
and no long-term debt 

FactSet Research-FDS Financial information 03-14-14 104.42 205.23 103% BUY Free cash flow up 43% in 1Q 

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

4.89 
50.50 
41.71 

55.20 41% HOLD Increased dividend 16% 

Gentex-GNTX Auto mirrors 12-08-15 16.29 23.47 49% HOLD Generated 20% ROE in ‘17; Expects 
‘18 sales to grow 5%-10% 

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

 

20.81 
84.10 

 

94.53 51% BUY Increased dividend 7%, marking 62nd 
year of dividend hikes 

*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 
02-23-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 32.64 540% HOLD Raising 2018 EPS outlook to $1.81-$1.95 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 132.02 367% HOLD Expect 2018 EPS in range of $8.00-$8.20 

3M-MMM Diversified 03-07-07 73.70 237.02 268% HOLD Increased dividend 16%, marking 60th 
straight year of dividend increases 

MasterCard-MA Global payments 09-05-14 76.45 175.76 133% HOLD Trimming position (see p. 4) 

Maximus-MMS Business services 06-02-16 57.54 68.16 19% HOLD NI +27% in 1Q; raised 2018 EPS outlook to  
$3.30-$3.50 due to tax reform 

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

30.16 
26.94 

94.06 269% HOLD Free cash flow +15% in first half; 
ended quarter with $142.8 billion in cash 

Nike-NKE Shoes and apparel 03-07-17 56.55 68.16 22% HOLD Repurchased $1.75 billion of stock in 1H 

Oracle-ORCL Software 09-05-13 32.32 50.50 65% BUY New $12 billion share repurchase program 

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

29.49 
27.28 

66.47 175% HOLD Ended 2Q with $819 million in cash and no 
long-term debt 

PepsiCo-PEP Food and beverages  03-14-14  81.89 109.68 66% BUY Adding to position ; increased dividend 
15%; new $15 billion buyback 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

117.04 -.3% HOLD Increased dividend 3%, marking 23rd straight 
years of dividend increases 

Priceline Group-PCLN Online travel bookings 12-12-12 
12-10-14 

629.62 
1,119.68 

1907.02 118% BUY Changing name to Booking Holdings and 
stock symbol to BKNG on Feb. 27th 

Ross Stores-ROST Off-price retailer 06-08-17 61.70 78.87 28% HOLD Expanding store base 

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

37.26 
58.61 

56.14 27% BUY Distributed record $2 billion via dividends 
and share buybacks in 1Q 

Stryker-SYK Medical technology 03-11-09 32.09 161.70 434% HOLD Increased dividend 11% 

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

53.98 
80.59 

112.30 81% HOLD Trimming position (see p. 4) 

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

5.09 
72.35 

77.96 63% BUY Exceptional cash flow 

Tractor Supply-TSCO Rural retailer 12-11-17 67.51 65.86 -2% BUY Generated 30% ROE in 2018 

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

74.92 
79.57 
67.90 

105.61 76% 

 

BUY Increased dividend 10% with dividend 
yielding 3.5%; dividend has more than 

quadrupled since 1999  

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 133.15 376% HOLD Expects 2018 free cash flow of  
$4.5-$5 billion 

Walgreens Boots Alliance-
WBA 

Drugstores 09-12-08 
06-08-17 

36.38 
81.83 

70.36 5% BUY Repurchased $2.5 billion of shares in 1Q 

Walt Disney-DIS Media/Entertainment 09-02-16 94.43 107.25 16% BUY Plans to acquire 21st Century Fox for $52.6 
billion in stock 

Wabtec-WAB Railway products 12-08-15 73.57 83.40 15% SELL Selling position (see p. 4) 

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

35.88 
59.72 

55.92 34% BUY Debt-free balance sheet; 4.9% dividend yield 

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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Westinghouse Air Brake (Wabtec) 
reported 2017 revenues rose 32% 
to $3.9 billion due to the Faiveley 
acquisition with net income down 
14% to $262 million and EPS down 
19% to $2.72. Return on sharehold-
ers’ equity for the year was a sub-
par 9.3% with operating cash flow 
declining 58% to $189 million.  
 
Wabtec’s business fundamentals 
deteriorated as the company faces 
challenging freight industry condi-
tions and continues to digest the 
debt load from its big acquisition of 
Faiveley Transport. As a result, we 
decided to apply the brakes to 
Wabtec by selling our position for a  
15% total return over the last two 
years. 

In 2017,  MasterCard reported net 
revenue rose 16% to $12.5 billion 
with EPS down 1% to $3.65. Ex-
cluding the impact of tax reform and 
other one-time items, 2017 EPS 
increased 21% thanks to improving 
global economic growth. Master-
Card branded cards increased 5% 
to 2.4 billion cards at year end. Dur-
ing 2017, MasterCard generated a 
stellar 71.6% return on sharehold-
ers’ equity.  
 
The company generated $5.3 billion 
in free cash flow during 2017 and 
returned $4.7 billion to shareholders 
through dividends of $942 million 
and share repurchases of $3.8 bil-
lion. During the past quarter, Mas-
terCard increased its dividend 14% 
and authorized a new $4 billion 
share repurchase program. In 2018, 
MasterCard expects revenues to 
grow 13%-14% with EPS increasing 
in the mid-20% range.  
 
Over the past four years, Master-
Card’s stock has charged up a 
133% total return. With the stock 
appearing fully valued, we plan to 
trim back our position and pock-
et some hefty profits. 

PORTFOLIO REVIEW 

DIVIDENDS 
 

Since the last  issue, the following dividends 
per share were received: AbbVie ($.71),  
Apple ($.63), ADP ($.63), Baxter ($.16), 
Brown-Forman ($.20), Canadian National 
($.33), Cheesecake Factory ($.29), Cisco 
($.29),  Cognizant ($.15), FactSet Research 
($.56), Fastenal ($.32), Gentex ($.10),  
Genuine Parts ($.68), Hormel Foods ($.19), 
Johnson & Johnson ($.84), MasterCard 
($.25), Maximus ($.05), Microsoft ($.42), 3M 
($1.18), Nike ($.20), Oracle ($.19), Paychex 
($.50), Pepsi ($.81), Polaris ($.58), Ross 
Stores ($.16), Starbucks ($.30), Stryker 
($.47), T. Rowe Price ($.57), TJX ($.31), 
United Parcel Services ($.91), United 
Technologies ($.70), Walgreen ($.40),  Walt 
Disney ($.84), Wabtec ($.12), and 
Westwood Holdings ($.68).  
 

STOCK DIVIDEND 
 

Brown-Forman is distributing a 5 for 4 
stock dividend on Feb. 28, 2018.  
 
 

T. Rowe Price reported 2017 reve-
nues rose 14% to  $4.8 billion with 
EPS up 26% to $5.97. In 2017 as-
sets under management increased 
22% to $991.1 billion as of year end. 
During 2017, T. Rowe Price generat-
ed a high 25.7% return on sharehold-
ers’ equity and nearly $1.4 billion in 
free cash flow. Management re-
turned $1.021 billion to shareholders 
via dividends and share buybacks in 
2017. T. Rowe Price maintains a 
strong balance sheet which is debt-
free and boasts more than $4 billion 
in cash and investments. With T. 
Rowe Price’s stock appearing fully 
valued, we trimmed back our posi-
tion. T. Rowe Price’s stock has 
more than doubled over the last 
seven years.  
 

******* 
With the profits and proceeds from 
Baxter, Wabtec, T. Rowe Price and 
MasterCard, we plan to buy MSM 
Industrial (see p. 10) and add to   
our PepsiCo position. Personal 
and employee purchases will be 
made during the week following dis-
tribution of this newsletter. (See Per-
sonal Trading restrictions in the box 
on p. 3.) 

Last year, we received shares of 
Biovertativ as a spin-off from Bio-
gen. Sanofi and Bioverativ have 
entered into a definitive agreement 
under which Sanofi will acquire all of 
the outstanding shares of Bioverativ 
for $105 per share in cash, repre-
senting an equity value of approxi-
mately $11.6 billion.  The transaction 
was unanimously approved by both 
the Sanofi and Bioverativ Boards of 
Directors.  
 
We have tendered all of our 
shares of Bioverativ with the 
transaction expected to be com-
pleted in March 2018. The premi-
um $105 takeover price repre-
sents a healthy 118% gain.  

Baxter International reported a 
healthy 5% increase in fourth quar-
ter sales to $2.8 billion with a net 
loss of $71 million or ($0.11) per 
share. The earnings include a net 
tax charge of $322 million, $.58 per 
share, related to the impact of U.S. 
tax reform.  
 
For the full 2017 year, revenues 
rose 4% to $10.6 billion with net in-
come and EPS down 86% to $717 
million and $1.30, respectively. The 
prior year earnings included a $400 
million gain related to the Baxalta 
transaction. Baxter’s free cash flow 
increased 35% for 2017 to $1.2 bil-
lion with the company repurchasing 
$564 million of its shares. 
 
Management’s 2018 guidance is for 
EPS in the range of $2.25 to $2.38 
representing 78% growth at the mid-
point over 2017 depressed EPS with 
sales expected to increase in the 
range of 6% to 7%. With Baxter In-
ternational’s stock appearing fully 
valued, we decided to bid bye-bye to 
Baxter by selling the position and 
collecting a 125% total return over 
the last nine years.   

BIOVERATIV 
TAKEOVER 

MASTERCARD 
POCKETING PROFITS 

TRIMMING 
T. ROWE PRICE 

APPLYING THE BRAKES  
 TO WABTEC 

BYE-BYE  
BAXTER INTERNATIONAL 
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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 

06/08/17 
06/08/17 

+93% 
+61% 

Fully valued, trimmed position 

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

CISCO SYSTEMS 06/09/06 03/07/17 +70% Fully valued, trimmed position 

F5 NETWORKS 09/09/15 03/07/17 +17% Fairly valued, trimmed position 

FASTENAL 06/10/14 03/07/17 +2% Fairly valued, trimmed position 

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 

GILEAD SCIENCES 12/03/10 
09/05/14 

03/07/17 
03/07/17 

+271% 
-32% 

Sold position as business fundamentals deteriorated with sales 
and earnings declining and debt rising 

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

MICHAEL KORS 03/12/15 03/07/17 -45% Sold position as business fundamentals deteriorated with sales 
and earnings declining 

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

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 

02-23-18 
 

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 118-
183 

175.50 $9.21 $11.54 18.0 6.4 3.9 1.4% 8% 13% 36% 203% 74% 1.2x $229,234,000 

ABBV 90-138 118.75 3.30 6.62 36.0 37.1 6.7 3.2 11% 7% 104% 100+ 100+ 1.5 28,216,000 

ACN 131-
166 

162.95 5.44 6.68 28.8 11.0 2.9 1.6 5% 2% 39% 43 0 1.2 34,850,182 

ADP 98-127 117.65 3.85 4.15 30.4 13.3 4.2 2.1 7% 14% 44% 45 51 1.8 12,379,800 

BF.B  53-69 69.55 1.71 1.99 36.2 16.2 6.9 .9 0% 6% 49% 13 104 2.5 3,857,000 

BIIB 298-
439 

292.78 11.92 22.88 24.6 4.9 5.0 - 15% 11% 20% 54 47 2.3 12,273,000 

BIVV 105^ 104.74 3.28 4.14 31.9 12.6 9.7 - n/a n/a 40% 49 0 2.0 1,168,500 

BRK.B ! 163-
212 

202.76 8,785 13,650 34.6 1.4 2.1 - 8% -1% 13% n/a n/a n/a 240,009,000 

CAKE 45-72 48.52 3.27 2.73 14.8 3.6 1.0 2.4 5% 12% 26% 1 0 0.6 2,260,502 

CNI 67-92 77.30 7.24 5.26 10.7 3.5 4.4 1.9 33% 24% 33% 0 53 0.6 13,041,000 

CSCO  30-40 44.00 1.90 2.08 22.9 3.3 4.5 2.6 0% 1% 15% 142 49 2.4 48,005,000 

CTSH 65-93 82.53 2.53 4.06 32.6 4.5 3.3 1.0 14% 6% 14% 47 7 3.2 14,810,000 

DIS 96-135 107.25 5.69 6.91 15.1 3.7 2.9 1.6 5% 16% 22% 18 46 0.9 55,137,000 

ESRX  71-96 77.00 5.39 5.36 12.8 2.7 0.4 - 2% 32% 21% 21 86 0.7 100,287,500 

FAST  46-63 55.20 2.01 2.50 27.5 7.6 3.6 2.7 7% 7% 28% 6 20 5.5 4,390,500 

FDS 186-
244 

205.23 6.51 8.40 31.0 13.0 6.6 1.1 9% 10% 46% 41 93 2.0 1,221,179 

FFIV 120-
166 

147.33 6.50 6.95 22.8 7.4 4.4 - 9% 17% 34% 110 0 1.5 2,090,041 

GNTX 18-26 23.47 1.41 1.64 16.6 3.3 3.6 1.7 11% 16% 20% 38 0 4.9 1,794,873 

GOOGL!! 893-
1241 

1,128.09 18.00 41.45 62.7 5.1 7.1 - 19% -2% 8% 67 3 5.0 110,855,000 

GPC  92-124 94.53 4.18 5.69 22.6 4.1 0.8 3.1 4% -1% 18% 9 74 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). ^Cash 
takeover price for Bioverativ 
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 

02-23-18 
 
 

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  32-44 32.64 1.57 1.73 19.1 3.4 1.9 2.3% 1% 13% 17% 8% 12% 1.5x $9,167,519 

JNJ  107-
141 

132.02 7.30 8.10 18.1 5.9 4.6 2.6% 2% 11% 2% 30 51 1.4 76,450,000 

MA 124-
172 

175.76 3.65 6.00 48.2 28.5 14.7 .6 11% 9% 72% 142 99 1.6 12,497,000 

MMM 171-
234 

237.02 7.93 10.57 29.9 12.1 4.5 2.3 1% 4% 42% 36 104 1.9 31,657,000 

MMS 48-71 68.16 3.17 3.42 20.3 4.4 1.8 .3 16% 17% 22% 20 1 2.6 2,450,961 

MSFT 63-88 94.06 2.71 3.65 76.5 9.2 8.1 1.8 4% 1% 29% 182 94 2.9 89,950,000 

MSM 81-116 88.82 4.05 5.08 21.5 4.0 1.7 2.6 4% 2% 19% 2 16 2.0 2,887,744 

NKE 56-76 68.16 2.51 2.29 29.5 3.5 3.3 1.2 8% 17% 34% 54 30 2.5 34,350,000 

ORCL 47-59 50.50 2.21 2.54 21.7 3.7 5.5 1.5 0% -1% 17% 127 103 5.1 37,728,000 

PAYX 57-73 66.47 2.25 2.46 28.7 12.1 7.6 3.0 8% 10% 42% 42 0 1.8 3,151,300 

PCLN 1696-
2480 

1,907.02 42.65 71.33 26.7 7.2 8.7 - 20% 11% 22% 143 65 2.2 10,743,006 

PEP 99-125 109.68 3.38 5.71 32.4 14.1 2.5 3.0 -1% -6% 44% 177 206 1.5 63,525,000 

PII 89-145 117.04 2.69 6.14 43.5 8.2 1.3 2.1 9% -16% 19% 15 91 1.1 5,428,477 

ROST 63-91 78.87 2.83 3.29 25.2 10.6 2.2 .8 7% 12% 41% 40 14 1.6 12,866,757 

SBUX 57-80 56.14 1.97 2.49 18.5 13.7 3.5 2.1 11% 15% 53% 72 79 1.0 22,386,800 

SYK 116-
152 

161.70 2.68 6.12 60.3 6.1 4.9 1.2 8% 0% 10% 28 66 2.4 12,444,000 

TJX  83-106 77.96 3.46 3.93 21.1 10.7 1.5 1.6 6% 8% 51% 62 48 1.5 33,183,744 

TROW 85-117 112.30 5.97 7.17 18.8 4.7 5.7 2.5 8% 11% 20% 58 0 5.5 4,793,000 

TSCO 58-98 65.86 3.30 4.10 20.0 5.8 1.1 1.6 9% 9% 30% 8 28 1.9 7,256,382 

UPS 118-
148 

105.61 5.61 7.21 18.8 89.5 1.4 3.5 4% 5% 100% 100+ 100+ 1.2 65,872,000 

UTX 111-
144 

133.15 5.70 7.05 23.4 3.6 1.9 2.1 1% 0% 15% 29 81 1.3 59,837,000 

WBA 68-101 70.36 3.78 4.30 19.4 2.6 0.6 2.3 13% 9% 14% 7 48 1.0 118,214,000 

WHG 54-74 55.92 2.38 3.25 23.5 3.2 3.7 4.9 10% 1% 13% 68 0 4.4 133,785 

(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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Despite all the volatility during the 
past three months, the S&P 500 
index gained 4.6% on encouraging  
economic news and tax reform 
tailwinds. The following HI-quality 
stocks all generated 13% or better 
gains during the same period.  

AbbVie’s outlook for 2018 is for 
revenue growth of 13% to $32 billion 
with GAAP EPS of $6.45 to $6.55. 
Adjusted EPS guidance is expected  
in the range of $7.33 to $7.43, 
representing impressive growth of 
32% at the midpoint reflecting both 
strong operating performance and 
the positive impact of tax reform. The 
firm’s operating margin is expected 
to expand by 150 basis points. 
AbbVie increased its quarterly cash 
dividend by 35% and authorized a 
new $10 billion stock buyback  
program. AbbVie’s stock rose a 
healthy  24% during the last three 
months. Hold. 

Express Scripts anticipates 
achieving adjusted EPS for 2018 in 
the range of $7.67 to $7.87, 
representing growth of 9% to 12%.  
The 2018 guidance includes the 
pending acquisition of eviCore 
healthcare and assumes the 
completion of the company’s sale of 
its United BioSource subsidiary. 
Express Scripts increased the 
authorized number of shares that 
may be repurchased under the 
company's share repurchase 
program by an additional 45 million 
shares, or a total authorization of 
375 million shares.  
 
During the past three months, 
Express Scripts’ stock jumped 
22%. Over the last 22 years, the 
stock has risen from $1.18 to $77 
per share, a highly profitable 
prescription! Buy.  

Brown-Forman announced a $1.00 
per share special cash dividend 
and  a 5 for 4 stock split. This will 
be the 14th stock split since the 
company’s listing in 1934. Over 
the last 18 years, Brown-
Forman’s stock has racked up a 
cheery thirteen-fold gain. Hold. 

Cisco Systems reported second 
quarter revenues rose 3% to $11.9 
billion with operating income up 
7% to $3.1 billion. Free cash flow 
increased 13% during the first half 
of the year to $6.8 billion with the 
company paying $2.9 billion in 
dividends and repurchasing $5.5 
billion of its stock during the same 
time period. Thanks to tax reform, 
Cisco plans to repatriate $67 
billion of the cash that was held 
outside the U.S. Cisco announced 
a 14% increase in its dividend and 
an additional $25 billion share 
repurchase authorization that 
should be completed over the next 
18-24 months.  Cisco Systems has 
provided a 745% total return 
over the last 21 years. Hold.  

Gentex reported 2017 net sales 
increased 7% to $1.8 billion on a 
9% increase in auto-dimming 
mirror unit shipments. Net income 
increased 17% to $406.8 million 
with EPS up 18% to $1.41. Gentex 
earned an impressive 20% return 
on shareholder equity in 2017 and 
ended the year with $780 million in 
cash and investments and minimal 
debt.  
 
Over the past twenty-seven 
months, Gentex’s stock has 
reflected a pretty 49% total 
return. Hold.  

Cognizant Technology Solutions 
reported 2017 revenues rose 10% to 
$14.8 billion with operating income 
up 13% to $2.7 billion. In 2018, 
Cognizant expects revenues to grow 
8%-10%.  Thanks to confidence in 
sustainable future growth and the 
flexibility provided by tax reform,  
Cognizant substantially increased the 
2018 dividend by 33% and plans to 
repurchase $1.2 billion of their shares 
by the end of 2018. Over the last six 
years, Cognizant has provided a 
148% total return. Hold. 

F5 Networks reported first fiscal 
quarter revenue rose 1% to $523 
million with operating income up 3% 
to  $142 million. During the quarter, 
F5 Networks generated $183.5 
million in free cash flow and 
repurchased $150 million of its 
shares at an average cost of $120.73 
per share. F5 Networks ended the 
quarter with $1.35 billion in cash and 
investments on its debt-free balance 
sheet. F5 Networks’ stock advanced 
13% during the past quarter. Hold.  

Nike reported second quarter sales 
were up 5% to $8.6 billion. Return on 
invested capital was a strong 32%. 
International revenues account for 
more than 55% of total sales. During 
the first half of the fiscal year, Nike 
repurchased 32 million shares for 
approximately $1.75 billion with $5.8 
billion still available for future 
repurchases.  
 
For the full fiscal 2018 year, Nike 
expects to report mid-single digit 
revenue growth thanks to strong 
international growth. Nike just does it 
and has provided a 22% total 
return over the past year. Hold. 

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

BROWN-FORMAN 
SPECIAL DIVIDEND 

ABBVIE 
INCREASED DIVIDEND 35% 

COGNIZANT 
INCREASED DIVIDEND 33% 

F5 NETWORKS 
CASH-RICH, DEBT-FREE 

NIKE 
JUST DOES IT 

CISCO SYSTEMS 
$25 BILLION BUYBACK 

EXPRESS SCRIPTS 
EXPANDED SHARE BUYBACK 

GENTEX 
20% RETURN ON EQUITY 
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(continued) 

Alphabet’s 2017 revenues increased 
23% to $110.9 billion with operating 
income up 10% to $26.1 billion, 
which included a $2.7 billion fine 
from the European Commission.  
 
During 2017, Alphabet generated 
$24 billion in free cash flow ending 
the year with nearly $110 billion in 
cash and investments and $4 billion 
in long-term debt on its strong 
balance sheet. After repurchasing 
nearly $5 billion of its stock in 2017, 
the company’s Board of Directors 
announced a new $8.6 billion share 
buyback program for its class C 
shares. As simple as A-B-C, 
Alphabet’s stock has more than 
quadrupled over the last seven 
years. Hold.  

United Technologies reported 2017 
revenues rose 5% to $59.8 billion 
with operating income up 7% to $7.8 
billion. Return on shareholders’ 
equity for the year was 14.5%.   
 
During the year, the company paid 
$2.1 billion in dividends and 
repurchased $1.5 billion of its 
shares. Management’s 2018 
guidance (excluding the impact of 
the proposed Rockwell Collins 
acquisition) is for adjusted EPS in 
the range of $6.85 to $7.10 
representing 5% growth at the 
midpoint over 2017 adjusted EPS. 
Total 2018 sales are expected in the 
$62.5 billion to $64 billion range with 
free cash flow expected to be $4.5 
billion to $5.0 billion. UTX said it 
would use tax overhauls to repatriate 
at least $3 billion of cash this year to 
help reduce debt from its planned 
purchase of Rockwell Collins.  
 
United Technologies has provided 
an elevated 376% total return over 
the last 17 years. Hold. 

The Walt Disney Company agreed 
to acquire 21st Century Fox, 
including the Twentieth Century Fox 
Film and Television studios, along 
with the cable and international TV 
businesses, for about $52.4 billion 
in stock. Disney will also assume 
about $13.7 billion of 21st Century 
Fox’s net debt, implying a total 
transaction value of about $66.1 
billion. This is no Mickey Mouse 
deal! The acquisition is expected to 
yield at least $2 billion in cost 
savings from efficiencies realized 
through the combination of 
businesses and to be accretive to 
earnings before the impact of 
purchase accounting in the second 
fiscal year after the close of the 
transaction. Bringing the two 
companies together will create a 
“multi-faceted global entertainment 
company with the content, the 
platforms and the reach” to 
compete in the evolving media 
business. Over the past 18 months, 
Disney has provided a 16% total 
return. Buy. 

PepsiCo reported 2017 revenues 
rose 1% to $63.5 billion with 
operating income up 7% to $10.5 
billion. Return on shareholders’ 
equity was a bubbly 44%. During 
the year, PEP paid $4.5 billion in 
dividends and repurchased $2 
billion of its shares. PepsiCo 
announced a 15% increase in its 
dividend, marking the 46th straight 
year of dividend increases. In 2018, 
PEP expects revenue growth to be 
at least 1% with core EPS up 9%. 
During 2018, management plans to 
pay $5 billion in dividends and 
repurchase about $2 billion of its 
shares as part of its new $15 billion 
buyback program. Over the last four 
years, PepsiCo has provided a 
refreshing 66% total return. Buy. 

Oracle reported second fiscal quarter 
revenues rose 6% to $9.6 billion with 
net income up 10% to $2.2 billion.  
Revenue growth was driven by total 
cloud revenues which jumped 44% 
to $1.5 billion, as the company 
gained market share.  
 
Free cash flow rose 7% during the 
first half to $6.3 billion with the 
company ending the quarter with 
cash and investments of $21.3 
billion. During the first six months of 
the fiscal year, the company paid 
$1.6 billion in dividends, a 28% 
increase over the first half of the 
prior year. In addition, the company 
repurchased $1.4 billion of its shares 
during the same period with the 
Board of Directors authorizing future 
share repurchases of $12 billion.  
 
Oracle has provided a 65% total 
return “prophet” over the last five 
years. Buy. 

FactSet Reseach Systems reported 
fiscal first quarter revenues rose 
14.3% to $329.1 million with organic 
revenues up 5.8% to $304.3 million. 
On an adjusted basis, net income 
and EPS rose 15.4% and 16.6%, 
respectively. Free cash flow totaled 
$55.2 million during the quarter, up 
43% over the prior year. FactSet 
paid $21.7 million in dividends and 
repurchased $31.7 million of its 
shares during the quarter. FactSet 
has $213.2 million remaining 
authorized for future share 
repurchases. In fiscal 2018, the 
company expects revenues to be in 
the range of $1.34 billion to $1.36 
billion with adjusted EPS expected in 
the range of $8.25 to $8.45, 
representing 14% growth at the 
midpoint. It is a fact that over the last 
four years, FactSet has provided a 
103% total return. Buy.  

QUARTERLY RATING CHANGE 
FROM  BUY TO HOLD 

ALPHABET 
NEW $8.6 BILLION BUYBACK 

WALT DISNEY 
NO MICKEY MOUSE DEAL 

ORACLE 
NEW $12 BILLION BUYBACK 

UNITED TECHNOLOGIES 
STRONG FREE CASH FLOW 

QUARTERLY RATING CHANGE 
FROM  HOLD TO BUY 

PEPSICO 
15% DIVIDEND POP 

FACTSET RESEARCH 
FREE CASH FLOW UP 43% 
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MARKET LEADER 
In 1941, Sid Jacobson founded Sid 
Tool Co. by selling cutting tools 
from the trunk of his car. More than 
75 years later, Sid Tool is now 
motoring as MSC Industrial Direct,  
a leading North American distributor 
of metalworking and maintenance, 
repair and operations (MRO) 
products and services with 
revenues approaching $3 billion. 
Sid’s grandson, Erik Gershwind, is 
the current Chief Executive Officer 
with the family still  controlling more 
than 73% of the stock.  
 
MSC Industrial serves a broad 
range of customers from individual 
machine shops to Fortune 100 
manufacturing firms to government 
agencies such as the General 
Services Administration and the 
Department of Defense. The 
company distributes more than 1.5 
million products from 3,000 
suppliers through 12 customer 
fulfillment centers and 93 branch 
offices in the U.S., U.K. and 
Canada. MSC Industrial’s 6,500 
associates help manufacturing  
customers boost productivity, 
accelerate growth and fuel profits 
by reducing their operational costs. 
Through inventory management 
solutions, procurement savings, 
pricing advantages, process 
improvements and training, MSC’s 
total program savings were greater 
than $400 million for their 
customers in fiscal 2017. 
 
MSC operates within a large $160 
billion fragmented industry with 
145,000 distributors in the United 
States. The top 50 companies in the 
industry represent less than 30% of 
the market, which provides MSC  
with a long runway for future growth 
through both organic growth and   
disciplined acquisitions to spur 
future growth.   

NEW STOCK 
MSC INDUSTRIAL DIRECT COMPANY (MSM-$88.82) 

75 Maxess Road, Melville, NY 11747 www.mscdirect.com 

SHAREHOLDER-FRIENDLY 
MSC’s business is not capital 
intensive with the company currently 
having the capacity to handle 
approximately $4 billion in sales with 
current resources. Management’s 
capital allocation strategy is to invest 
its free cash flow in its organic 
business, increase its dividend,  look 
for accretive acquisitions and watch 
for share buyback opportunities. 
Over the past three years, the 
company has returned nearly $1 
billion to shareholders. 
 
MSC expects the “Tax Cuts and 
Jobs Act” to have a beneficial impact 
on future earnings as the company’s 
tax rate is expected to drop from 
37.8% to 25% by fiscal 2019. Given 
the company’s strong balance sheet, 
positive free cash flow generation 
and commitment to enhance total 
shareholder return, MSC Industrial 
recently increased its dividend an 
additional 21% to an annual rate of 
$2.32 per share. The dividend 
currently yields a solid 2.6%. In 
addition, the company expanded its 
share repurchase authorization by 2 
million shares, bringing the total 
authorization to 2.8 million shares.  
 
Management’s other shareholder- 
friendly actions have included 
returning excess cash to investors 
through special dividends, such as 
the $3.00 per share special dividend 

paid in 2015, and through Dutch 
auction tender offers for its shares.  
 

IMPROVING ENVIRONMENT 
Over the past several years, the 
manufacturing economy has 
experienced a protracted and difficult 
environment. During this period, MSC 
strengthened their competitive 
position with expanded product 
offerings and value-added business 
optimization solutions, including e-
commerce solutions. Despite 
challenging industry conditions,  MSC  
remained profitable with return on 
shareholders’ equity averaging a 
robust 18% over the past five years.  
 
Recent tax reform and the focus on 
increased infrastructure spending 
should serve as significant tailwinds 
for the manufacturing economy in the 
coming years. MSC is well positioned 
to serve its manufacturing customers 
as the global economic environment 
improves and capital spending 
accelerates. During the company’s 
first fiscal quarter, order volumes, 
backlog and customer sentiment all 
improved. Particular strength was 
seen in the aerospace, machinery, 
equipment and parts and agriculture 
markets. Long-term investors should 
manufacture room in their portfolio for 
MSC Industrial, a HI-quality market 
leader that is shareholder-friendly 
and should benefit from an improving 
environment. Buy. 

MSC Industrial Direct Company is a leading North American distributor of metalworking and maintenance, repair and 
operations (MRO) products and services offering more than 1.5 million products. Through technical metalworking 
expertise and inventory management and other supply solutions, the company ’s team of more than 6,500 associates 
keeps customer manufacturing operations up and running and improves their efficiency, productivity and profitability.  

Fiscal Year  
Aug. 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000) 

4.1% $2,887,744 $2,863,505 $2,910,379 $2,787,122 $2,457,649 

Net Income 
(000) 

-.7% $231,431 $231,216 $231,308 $236,067 $237,995 

EPS 1.9% $4.05 $3.77 $3.74 $3.76 $3.75 

Dividend 10.7% $1.80 $1.72 $4.60 $1.32 $1.20 

Profit Margin  8.0% 8.1% 7.9% 8.5% 9.7% 
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SOLID GROWTH 
For more than three decades, 
Westwood Holdings’ disciplined, 
conservative investment process has 
consistently provided solid 
performance. Westwood’s retired 
founder, Susan M. Byrne, instilled a 
value-oriented approach at the firm 
focused on achieving superior, risk-
adjusted returns by investing in 
companies generating high levels of 
free cash flow with strong balance 
sheets and improving returns on 
equity. This investment approach is 
designed to preserve capital during 
unfavorable periods and provide 
superior real returns over the long 
term.  
 
Despite the ongoing active vs. 
passive investment management 
debate, Westwood has generated 
strong growth over the last five 
years. Sales have compounded at a 
10% annual rate with net income 
growing at a 3% annual rate while 
dividends grew at a healthy 12% 
annual clip.  

Assets under management (AUM) 
have steadily grown from $18.9 
billion at the end of 2013 to a record 
$24.2 billion as of 12/31/2017, 
consisting of institutional assets of 
$14.4 billion, or 60% of the total, 
private wealth assets of $5.6 billion, 
or 23% of the total, and mutual fund 
assets of $4.2 billion, or 17% of the 

total. Westwood Holdings has 
diversified their AUM by adding 
products that cannot be easily 
replicated passively. Since 2013, 
Westwood has introduced ten new 
product offerings with a new flexible 
income strategy expected to be 
launched later this year. Future 
growth drivers include global 
expansion through ramping up 
European and third-party 

UNDER THE SPOTLIGHT 
WESTWOOD HOLDINGS GROUP (WHG-$55.92) 

200 Crescent Court, Suite 1200, Dallas, TX 75201 www.westwoodgroup.com 

partnerships; digitization of the firm’s 
business to appeal to millennials 
who will become 75% of the global 

workforce in seven years; and 
shifting from a pure investment 
management focus to goals-based 
wealth management which includes 
financial planning. 

HIGH DIVIDEND YIELD 
Westwood’s operations are highly 
profitable with net profit margins 
averaging nearly 20% during the last 
five years. The business also 
generates high levels of free cash 
flow as capital expenditures are 
minimal. Last year, Westwood 
generated $47 million in free cash 

flow.  As of year end, Westwood 
boasted a cash-rich, debt-free 
balance sheet. Cash and 
investments topped $105 million or 
$11.86 per share as of 12/31/2017, 
providing the company with 
financial  flexibility to further enhance 
shareholder returns that have 
surpassed 884% since 2002.  

Subsequent to year end, Westwood 
closed on the sale of its Omaha-
based private wealth business which 
added another $10.5 million to its 
cash coffers. Westwood returns 
significant cash to shareholders 
through dividend payments. Since 

going public in 2002, the firm has 
paid over $170 million in dividends, 
more than three times the company’s 
initial market capitalization. In 2018, 

Westwood increased its dividend 
10% to $2.72 per share, providing 
investors with a generous 4.9% 
dividend yield based on the current 
stock price.  

HIGH INSIDER OWNERSHIP 
In 2017, Westwood Holdings was 
recognized as one of the best places 
to work in the asset management 
business for the fourth consecutive 
year, owing, in part, to Westwood’s 
equity-based compensation program.  
Over 25% of Westwood’s employees 
have been with the firm for more than 
10 years, reflecting their commitment 
to the firm and their clients. With 
every employee an owner of the 
company, Westwood employees and 
directors own 23% of the company’s 
stock.  
 
Other Westwood Holdings owners 
include GAMCO Investors and Royce 
& Associates. These investment 
groups share Westwood’s value-
oriented approach, as do we. Long-
term investors should consider 
investing in Westwood, a HI-quality 
company with strong growth, highly 
profitable operations, strong free 
cash flows, a high dividend yield and 
high insider ownership. Buy. 

Westwood Holdings Group provides investment management services to institutional investors, private wealth clients 
and financial intermediaries. With $24.2 billion in assets under management (as of December 31, 2017), the firm offers a 
range of investment strategies including U.S. equities, Master Limited Partnerships (MLPs), Multi-Asset, Global and 
Emerging Markets equities and Global Convertible securities portfolios. 

Fiscal Year  
December 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000,000) 

9.9% $133,785 $123,021 $130,936 $113,241 $91,825 

Net Income 
(000,000) 

2.9% $19,989 $22,647 $27,105 $27,249 $17,837 

EPS 0.6% $2.38 $2.77 $3.33 $3.45 $2.32 

Dividend 11.6% $2.54 $2.33 $2.07 $1.82 $1.64 

Profit Margin  14.9% 18.4% 20.7% 24.1% 19.4% 
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UNDER THE SPOTLIGHT 
 

MARKET LEADER  
In 1907, 19-year-old Jim Casey 
borrowed $100 from a friend to 
launch the American Messenger 
Company in Seattle, Washington. 
Jim’s slogan for the business was 
“best service and lowest rates.” In 
1919, the growing company made its 
first expansion beyond Seattle and 
adopted the United Parcel Service 
name. Jim Casey’s strict policies of 
customer courtesy, reliability, round-
the-clock service and low rates are 
the principles which continue today to 
guide UPS, a market leader with 
nearly $66 billion in sales. 
 
UPS’s first international operations 
started in 1975 when the company 
expanded its operations to Canada. 
Today, UPS runs an international 
network serving more than 220 
countries and territories, with 
international sales accounting for 
20% of total 2017 revenues. Global 
package and freight shipments are 
expected to continue to grow as 
global ecommerce accelerates in the 
retail, healthcare,  manufacturing and 
aerospace sectors. As one of the 
largest transportation companies in 
the world, UPS is uniquely positioned 
to assist companies as they “go 
global.”  
 
UPS has constructed a massive 
international transportation network 
interconnected with one of the largest 
technological infrastructures in 
commercial history, unlikely to be 
replicated by many. Economies of 
scale, excellent customer service and 
operating efficiencies translate into 
high profitability for the firm. 

STRONG CASH FLOWS 
UPS has a flexible capital allocation 
strategy which allows the company 
to reinvest in its business, make 
dividends a priority and take a 
balanced approach to share 
repurchases. Since going public in 
1999, UPS has parceled out brown 
boxes of free cash flow to 
shareholders via dividends and 
share buybacks which have totaled 
more than $73 billion. UPS 
increased its dividend 10% in 2018  
to an annual rate of $3.64 per share 
with the dividend currently yielding 
an attractive 3.5%. UPS has either 
increased or maintained its dividend 
every year for nearly 50 years.  
 
During 2017, UPS made capital 
expenditures of $5.2 billion, paid 
dividends of $2.9 billion, an 
increase of 6.4% over the prior 
year, and repurchased 16.1 million 
shares for about $1.8 billion at an 
average cost of $111.80 per share.  
 

SOLID GROWTH OUTLOOK 
Management’s outlook for 2018 is 
for adjusted EPS in the range of 

$7.03-$7.37, which represents high 
double-digit growth. Under the tax 
reform, UPS’s tax rate is set to fall 
from 35% to the 23% - 24% range, 
adding $.80-$.85 per share to EPS 
and cash flow in 2018. With the 

savings, UPS plans to accelerate 

investments in its growing network, 
producing expected returns on 
invested capital in the 23%-28% 

range. During the next few years, 
UPS plans to annually invest $6.5 
billion to $7 billion, about 10% of 
revenues, in new technology, aircraft 
and automated capacity, taking 
advantage of the 100% deductibility 
permitted for capital investments 
under the new law. At the same time, 
UPS expects to continue to increase 
its dividend and plans to repurchase 
$1 billion of its shares in 2018.  

Long-term investors should package 
up UPS for their portfolio. UPS is a  
HI-quality, highly profitable market 
leader with strong cash flows, an 
attractive dividend and a solid outlook 
for growth in 2018 and beyond.  Buy.   
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UNITED PARCEL SERVICE  (UPS-$105.61) 
55 Glenlake Parkway, N.E., Atlanta, GA  30328 www.ups.com 

United Parcel Service (UPS) is a global leader in logistics, offering a broad range of solutions including transporting 
packages and freight; facilitating international trade, and deploying advanced technology to more efficiently manage the 
world of business. Headquartered in Atlanta, UPS serves more than 220 countries and territories worldwide. In 2017, 
UPS delivered an average of  20 million pieces per day, or a total of 5.1 billion packages.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000,000) 

 4.4% $65,872 $60,906 $58,363 $58,232 $55,438 

Net Income 
(000,000) 

 2.9% $4,910 $3,431 $4,844 $3,032 $4,372 

EPS 5.0% $5.61 $3.87 $5.35 $3.28 $4.61 

Dividend 7.6% $3.32 $3.12 $2.92 $2.68 $2.48 

Profit Margin  7.5% 5.6% 8.3% 5.2% 7.9% 


