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In 2016 with the worst start to a new year 
ever, the U.S. stock market continues to ex-
perience extreme volatility with triple-digit 
moves in the Dow Jones Industrial Average 
index occurring on almost a daily basis. Con-
cerns about China, commodities, credit and 
currency, along with the first Fed rate hike in 
years, is contributing to a rollicking rol-
lercoaster ride for investors.  
 
While it is important to understand the macro-
economic factors impacting the stock market  
during this uncertain period, our focus re-
mains on the underlying business fundamen-
tals and valuations of our HI-quality compa-
nies. On this front, we have much good news 
to report. The market correction has led to 
more attractive valuations for the businesses 
we own. At the same time, our HI-quality 
companies continue to increase their intrinsic 
business value. Despite all the stock market 
volatility, our HI-quality companies are using 
their financial strength and strong cash flows 
to steadily increase their dividends, repur-
chase substantial amounts of their stock at 
reasonable valuations and make strategic 
acquisitions to spur future growth.  
 
During the past quarter, the following compa-
nies increased their dividends at double-digit 
rates led by Cisco and TJX’s dressy 24% 
dividend increases, Canadian National Rail-
way’s 20% dividend hike, MasterCard’s 19% 
dividend boost and Gilead and Stryker’s 
healthy 10% dividend increases. Other divi-
dend increases were announced by Abbott, 
Fastenal, Genuine Parts, 3M, PepsiCo, Po-
laris, T. Rowe Price and UPS. Many of these 
companies have increased their dividends for 
decades led by Genuine Parts’ 60-year track 
record of steady dividend increases during all 
types of economic environments. If investors 
keep their eyes squarely focused on the 
steady growth of their dividend income over 
the long term, short-term gyrating stock prices 
appear far less worrisome.   

Confident in continued strong cash flow genera-
tion, management teams of the following com-
panies announced substantial share repur-
chases programs during the past quarter, in-
cluding Cisco with a $15 billion buyback an-
nouncement, Gilead Sciences with a new $12 
billion repurchase program and 3M with a $10 
billion buyback announcement. Other HI-quality 
firms expanding their repurchase programs dur-
ing the quarter included Brown-Forman, Cana-
dian National Railway, Express Scripts, Fact-
Set, Fastenal, MasterCard, PepsiCo, Polaris, 
Priceline, TJX, T. Rowe Price and Wabtec.  
 
Acquisition activity during the quarter centered 
around HI-quality healthcare companies. The 
biggest acquisition of the new year was Shire’s 
$32 billion deal to acquire Baxalta (see p. 4).  
Abbott announced it was acquiring Alere for 
$5.8 billion in cash. Stryker is striking two big 
acquisition deals for cash with the $2.8 billion 
acquisition of Sage Products and the $1.3 billion 
acquisition of Physio-Control International. 
 
Turbulence is unsettling. Just like when flying, it 
can rattle anyone’s nerves. Folks often want to 
bail out at the worst possible time. However, if 
investors remain buckled up and ride out the 
turbulence through a well-diversified portfolio of 
HI-quality companies, they are much more likely 
to reach their investment goals. Keep in mind 
that over the last 20 years, we have experi-
enced far worse turbulence associated with the 
bursting of the dot-com bubble, the tragic 
events around 9/11  and the Great Recession of 
2008-2009. Despite significant stock market 
volatility, the Dow Jones Industrial Average in-
dex has soared higher from 5,500 twenty years 
ago to more than 16,500 today. 
 
As Warren Buffett has said, “Volatility is a long-
term investor’s best friend.” Value investing dur-
ing turbulent times presents good buying oppor-
tunities for the patient and disciplined investor 
who is able to navigate a bumpy ride and land 
HI-quality companies at bargain prices!  

VALUE INVESTING IN 
TURBULENT TIMES 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
2-25-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

Abbott-ABT Healthcare 03-09-10 
12-03-10 

$26.34 
22.68 

$39.63 90% HOLD Acquiring Alere for $5.8 billion in 
cash; increased dividend 8% 

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

28.57 
24.59 

56.20 123% BUY Expect annual double-digit earnings 
growth through 2020 

Accenture-ACN Consulting 03-06-12 59.95 100.91 81% HOLD $3.6-$3.9 billion in free cash flow 

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 

 
729.12 
705.75 

 
62% 
177% 

 
HOLD 

Free cash flow increased 41% in 2015 
to $16.1 billion; ended year with more 

than $73 billion in cash 

Apple-AAPL Computers, iPhones 09-07-10 36.97 96.76 180% BUY Ended 1Q with $216 billion in cash 

Baxalta-BXLT Biotechnology 09-09-09 
03-14-14 

25.05 
30.10 

39.50 46% HOLD Being acquired by Shire for $32 billion 
in cash and stock (see p.4) 

Baxter International-BAX Healthcare 09-09-09 
03-14-14 

30.86 
37.09 

39.84 40% HOLD Expects $8.19 per share gain from 
Baxalta transaction 

Becton Dickinson-BDX Medical technology 03-13-02 
 

36.74 
 

148.67 354% HOLD Expect 2016 sales growth of 20% due 
to acquisition and EPS of $6.23-$6.30 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

132.31 397% BUY Book value increased 6.4% in 2015; 
over last 51 years, book value has 
compounded at 19.2% annual rate 

Biogen-BIIB Biotechnology 09-09-15 310.27 262.35 -15% BUY Expect double-digit EPS growth in ‘16 

Brown-Forman-BFB Liquor 03-10-00 10.63 103.39 1,034% HOLD New $1 billion buyback program 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 58.18 1% BUY Increased dividend 20% and new $2 
billion buyback program for 2016 

Cisco Systems-CSCO  Internetworking   03-12-97 
06-09-06 

5.78 
20.10 

26.60 90% BUY Increased dividend 24% and new $15 
billion share buyback (see p. 11) 

Cognizant Tech.-CTSH IT Consulting 09-07-12 33.43 57.24 71% BUY Expect double-digit revenue and 
earning growth in 2016 (see p. 12) 

Computer Programs and 
Systems-CPSI 

Healthcare IT 03-12-13 53.35 55.24 16% HOLD Dividend yields 4.6% 

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

1.18 
53.99 

69.69 203% BUY New $2.8 billion accelerated share 
repurchase program 

F5 Networks-FFIV Network technology 09-09-15 121.84 95.95 -21% BUY Strong balance sheet with more than 
$1 billion in cash and no debt 

FactSet Research-FDS Financial Information 03-14-14 104.42 151.73 48% BUY Expanded buyback by $250 million 

Fastenal-FAST  Industrial supplies 03-10-00 
06-10-14 

4.89 
50.50 

45.07 3% HOLD Increased dividend 7% and new 2 
million share buyback program 

Fluor-FLR Engineering 12-08-08 
03-11-09 
09-07-12 

51.15 
37.42 
54.91 

46.01 -2% HOLD $44.7 billion backlog; free cash flow 
increased 92% in 2015 to $609 million 

Gilead Sciences-GILD Biopharmaceuticals 12-03-10 
09-05-14 

18.64 
101.90 

90.16 172% BUY Increased dividend 10% and new $12 
billion buyback program 

Gentex-GNTX Auto Mirrors 12-08-15 16.29 14.28 -12% BUY 4Q revenue +16% with EPS +25%; 
return on equity in 2015 was 18.5% 

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

 

20.81 
84.10 

 

91.87 40% HOLD Increased dividend 7%, marking 60th 
year of rising dividends 

*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, 
YTD-year-to-date, ROE-return on equity 
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(continued) 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
2-25-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 43.87 705% HOLD Raised EPS outlook to $1.50-$1.56 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 106.38 276% HOLD Expect 2016 revenues of about $71 billion 
with EPS in the range of $6.43-$6.58 

Michael Kors-KORS Luxury accessories 03-12-15 65.40 56.47 -14% HOLD Repurchased $200 million of stock in 3Q 

3M-MMM Diversified 03-07-07 73.70 158.99 150% HOLD Increased dividend 8% and new $10 billion 
buyback program 

MasterCard-MA Global payments 09-05-14 76.45 87.42 16% HOLD Increased dividend 19% and new $4 billion 
buyback program 

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

30.16 
26.94 

52.10 101% HOLD Paid $5.8 billion in dividends and 
repurchased $8.4 billion of stock YTD 

Oracle-ORCL Software 09-05-13 32.32 37.29 20% HOLD In past 12 months, repurchased $10.3 billion 
of stock and paid $2.5 billion in dividends 

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

29.49 
27.28 

52.14 106% HOLD Strong balance sheet with no debt and > $900 
million in cash; dividend yields 3.3% 

PepsiCo-PEP Food and beverages  03-14-14  81.89 100.67 48% HOLD Trimming position (see p. 4) 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

89.18 -27% HOLD Increased dividend 4% and expanded share 
buyback program by 7.5 million shares 

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

629.62 
1,119.68 

1263.14 44% BUY 2015 return on equity was 29%; 
new $3 billion share buyback program 

Procter & Gamble-PG Consumer products 09-07-07 
03-14-14 

65.95 
78.77 

82.34 23% HOLD Expects to distribute $15-$16 billion through 
dividends and share buybacks in FY 2016 

Qualcomm-QCOM Wireless technologies 06-06-13 62.83 51.64 -11% HOLD Free cash flow +24% in 1Q;  ended quarter 
with $20 billion in net cash 

Starbucks-SBUX Coffee Retailer 06-14-14 37.26 58.75 61% HOLD Expect 10% revenue growth in 2016 with 
EPS in the range of  $1.84-$1.86 

Stryker-SYK Medical technology 03-11-09 32.09 101.80 237% HOLD Announced $4 billion in acquisitions and 
increased dividend 10% 

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

5.09 
72.35 

75.08 54% HOLD Increased dividend 24%; new $1.5-$2.0 
billion buyback program 

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

53.98 
80.59 

69.64 12% BUY Increased dividend 4% and expanded share 
buyback by 12 million shares 

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

74.92 
79.57 
67.90 

97.72 57% 

 

BUY Increased dividend 7%; dividend has 
quadrupled since 2000 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 98.07 255% HOLD Rebuffs $90 billion takeover ($108 per share) 
offer by Honeywell 

Walgreen Boots Alliance-WBA Drugstores 09-12-08 36.38 79.92 139% HOLD Raised 2016 adjusted EPS outlook to 
 $4.30-$4.55 

Wal-Mart Stores-WMT  Retailer  09-16-96 
03-14-14 

  

14.04 
 74.89 

68.04 118% SELL Selling position (see p. 4) 

Wabtec-WAB Railway products 12-08-15 73.57 68.02 -8% BUY New $350 million buyback program; 
expect 2016 record EPS of $4.30-$4.50 

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

35.88 
59.72 

49.47 10% BUY Cash-rich, debt-free balance sheet; 
dividend yields 4.6% 

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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Wal-Mart Stores rang up fourth 
quarter revenues of $129.7 billion, 
down 1.4% year-over-year, with net 
earnings from continuing operations  
declining 8% to $4.6 billion and 
EPS marked down 6.5% to  $1.43.   
Wal-Mart U.S. operating income 
dropped 17% to $5.1 billion on the 
heels of higher wages and 
technology investments. Wal-Mart 
International sales fell 10% to $32.7 
billion and operating profits dropped 
19% to $1.7 billion, hurt by foreign 
currency headwinds plus macro-
economic challenges in China and 
Brazil and intense competitive 
pressures in the U.K.  Sam’s Club 
rang up quarterly sales of $13.6 
billion, down slightly year-over-year, 
on a negative 0.5% same store 
comp with traffic declining 1.4% and 
average ticket increasing 0.9%.  
Sam’s Club operating income 
dropped 13% to $396 million, 
pressured by increased wages, 
lower gas prices and technology 
investments.  For the full fiscal year, 
Wal-Mart Stores reported revenues 
dipped 0.7% to $482 billion with net 
earnings from continuing operations 
dropping 9% to $14.7 billion and 
EPS falling 8% to $4.57.  
 
Given many challenges, including 
foreign currency headwinds, 
recently announced store closures, 
wage increases and technology 
investments, management lowered 
fiscal 2017 guidance. Revenues are 
now expected to be relatively flat 
with EPS expected to decline 
further to between $4.00 and $4.30.  
Given deteriorating business 
fundamentals and a full valuation, 
we have decided to check out of 
Wal-Mart Stores by selling our 
posit ion. Wal-Mart’s stock 
provided us with a 385% gain 
from our initial purchase 20 
years ago but a 9% loss from our 
more recent purchase two years 
ago.  

PORTFOLIO REVIEW 

DIVIDENDS 
Since the last  issue, the following dividends 
per share were received:Abbott ($.26), 
AbbVie ($.57), Apple ($.52), Baxalta ($.07), 
Baxter ($.12), Becton Dickinson ($.66), 
Brown-Forman ($.34), Canadian National 
($.23), Cisco ($.21), Computer Programs & 
Systems ($.64),  FactSet Research ($.44), 
Fastenal ($.28), Fluor ($.21), Gentex ($.09),  
Genuine Parts ($.62), Gilead Sciences 
($.43), Hormel Foods ($.15), Johnson & 
Johnson ($.75), MasterCard ($.19), 
Microsoft ($.36), 3M ($1.03), Oracle ($.15), 
Paychex ($.42), Pepsi ($.70), Polaris ($.41), 
Procter & Gamble ($.66), Qualcomm ($.48), 
Starbucks ($.20), Stryker ($.38), T. Rowe 
Price ($.52), TJX ($.21), United Parcel 
Services ($.73), United Technologies 
($.64), Wal-Mart ($.49), Walgreen ($.36), 
and Westwood Holdings ($.57).  
 

STOCK SPLIT 
All Hormel Foods  data adjusted for a 2 for 1 
stock split paid  on Feb. 9, 2016. 

PepsiCo reported 2015 sales fizzled 
5% to $63 billion on a 10% foreign 
currency headwind. Net earnings 
declined 16% to $5.5 billion and EPS 
fell 14% to $3.67. During 2015, the 
company returned more than $9 
billion to shareholders through share 
buybacks and cash dividends from its 
strong cash flows. In 2016, PepsiCo 
expects organic revenue growth of 
5% with core EPS  expected to be  
up 2%.  PepsiCo recently announced 
a 7% dividend increase and expects 
to make $4 billion in dividend 
payments and $3 billion in share 
repurchases during 2016. With the 
stock price popping close to the 
company’s fair value, we plan to trim 
back our position in PepsiCo. Over 
the last two years, PepsiCo has 
provided a bubbly 48% total 
return.   

***** 
With the proceeds from Wal-Mart and 
PepsiCo, we plan to welcome back 
an old friend by buying Automatic 
Data Processing (see p.10). 
Personal and employee purchases 
will be made during the week 
fol lowing distr ibution of this 
newsletter. (See Personal Trading 
restrictions in the box on p.3.) 

SHIRE PLC 
BUYING BAXALTA 

CHECKING OUT OF  
WAL-MART STORES 

PEPSICO  
POPS! 

Shire plc and Baxalta announced that 
the boards of directors of both com-
panies have reached an agreement 
under which Shire will combine with 
Baxalta. Under the agreement, Bax-
alta shareholders will receive $18.00 
in cash and 0.1482 Shire ADS per 
Baxalta share. Based on Shire's clos-
ing ADS price on January 8, 2016, 
this implies a total current value of 
$45.57 per Baxalta share, represent-
ing an aggregate consideration of 
approximately $32 billion. 
 
The combination creates a leading 
global biotechnology company pro-
jected to deliver double-digit top-line 
growth with over $20 billion in annual 
revenues by 2020. The combined 
company is expected to be the No. 1 
platform in rare diseases which are 
expected to generate 65% of total 
annual revenues. There will be multi-
ple, durable billion-dollar franchises, 
each with best-in-class products. The 
robust portfolio includes over 30 re-
cent and planned product launches 
with $5 billion sales potential by 
2020. The efficient structure is ex-
pected to yield annual operating cost 
synergies of over $500 million, with 
additional revenue synergies and a 
combined non-GAAP effective tax 
rate of 16-17%. Accretion to non-
GAAP diluted EPS is anticipated in 
2017, the first full year of ownership, 
and beyond. An attractive return on 
invested capital is expected to ex-
ceed Shire's cost of capital in 2020.   
 
This merger will provide Baxalta 
shareholders with approximately 34% 
ownership in the combined company. 
The parties expect the transaction to 
close mid-2016. Baxalta’s stock 
rose 10% during the past quarter. 
Baxalta’s stock price is currently trad-
ing at a discount to the expected buy-
out offer.  We plan to Hold our Bax-
alta shares pending the acquisition 
closing or the price moving closer 
towards the buyout offer.  
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(continued) 
REALIZED GAINS AND LOSSES OVER THE LAST 12 MONTHS 

*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.  

 

COMPANY DATE PUR-
CHASED 

DATE SOLD GAIN/LOSS COMMENT* 

ABBOTT 03/09/10 03/12/15 +79% Fairly valued, trimmed position 

ACCENTURE 03/06/12 12/08/15 +80% Fairly valued, trimmed position 

C.R. BARD 09/09/09 03/12/15 +105% Fully valued, sold position 

CISCO SYSTEMS 06/09/06 03/12/15 +41% Fairly valued, trimmed position 

EMERSON 03/10/99 12/08/15 +63% Revenues, earnings and cash flow declined, sold position 

EXXONMOBIL 12/01/05 
03/09/10 

03/12/15 
03/12/15 

+42% 
+25% 

Lower oil prices led to sharply lower earnings and sales, 
 sold position 

FACTSET RESEARCH 03/14/14 06/08/15 +57% Fairly valued, trimmed position 

MYRIAD GENETICS 12/12/13 09/09/15 +61% Fully valued, sold position 

PEPSICO 12/09/04 
03/14/14 

03/12/15 
03/12/15 

+87% 
+16% 

Fairly valued, trimmed position 

PRECISION CASTPARTS 12/10/14 09/09/15 -3% Acquired by Berkshire Hathaway for $235 per share in cash 

SCHLUMBERGER 12/10/14 09/09/15 -8% Deteriorating business fundamentals due to prolonged  and 
dramatic drop in oil prices, sold position 

STARBUCKS 06/10/14 09/09/15 +49% Fairly valued, trimmed position 

WALMART 03/14/14 06/08/15 -2% Fairly valued, trimmed position 

WALGREEN BOOTS ALLI-
ANCE 

09/12/08 12/08/15 +130% Fairly valued, trimmed position 

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 
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 
RANGE 

 
PRICE 
2-25-16 

 

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 91-145 96.76 $9.22 $9.08 10.3 4.2 2.3 2.2% 29% 24% 45% 168% 42% 1.0x $233,715,000 

ABBV 65-102 56.20 1.10 4.58 18.0 22.9 4.0 4.2 7% 9% 130% 100+ 100+ 1.5 22,859,000 

ABT 36-47 39.63 1.72 1.61 23.0 2.8 2.9 2.7 2% 41% 12% 48 28 1.5 20,405,000 

ACN 78-109 100.91 4.52 4.76 21.2 9.9 2.0 2.2 5% 9% 50% 48 0 1.3 30,002,394 

BAX 37-49 39.84 .72 1.51 54.6 2.8 2.2 1.2 4% -1% 11% 25 45 2.1 9,968,000 

BDX  113-142 148.67 3.35 6.28 46.3 4.4 3.1 1.8 8% -11% 10% 22 150 1.2 10,282,000 

BF.B  82-106 103.39 3.21 3.45 31.7 15.4 5.3 1.6 5% 5% 36% 14 88 2.1 4,096,000  

BIIB 271-
460 

262.35 15.34 17.19 17.1 6.2 5.4 - 21% 32% 38% 66 70 2.6 10,763,800 

BRK.B ! 122-
158 

132.60 10,564 12,500 18.8 1.3 1.6 - 9% 13% 10% n/a n/a n/a 200,843,000 

BXLT 38-53 39.50 1.36 2.19 29.0 6.7 4.5 .7 4% n/a 32% 33 133 2.6 6,148,000 

CNI 60-82 58.18 4.39 4.67 13.3 3.1 3.7 1.8 9% 13% 24% 1 60 0.7 12,611,000 

CPSI 57-84 55.24 1.62 3.36 34.1 8.3 4.0 4.6 1% -9% 24% 48 0 4.3 182,174 

CSCO  23-32 26.60 1.75 1.85 13.2 2.2 2.7 3.9 3% 11% 15% 99 36 3.3 49,161,000 

CTSH 55-77 57.24 2.65 3.02 21.6 3.8 2.8 - 19% 17% 18% 53 10 2.9 12,416,000 

ESRX  69-99 69.69 3.56 4.44 19.6 2.7 0.5 - 22% 9% 14% 18 80 0.7 101,751,800 

FAST  40-51 45.07 1.77 1.83 25.5 7.2 3.4 2.7 9% 10% 29% 7 17 4.5 3,869,187 

FDS 145-192 151.73 5.71 6.15 26.1 11.3 6.2 1.2 8% 12% 45% 36 54 2.5 1,066,768 

FFIV 106-146 95.95 5.03 5.17 18.8 5.2 3.4 - 14% 14% 28% 93 0 1.5 1,919,823 

FLR 48-74 46.01 2.85 3.67 16.1 2.1 0.4 1.9 -6% -4% 14% 79 33 1.8 18,114,000 

GILD 94-147 90.16 11.91 11.07 7.6 6.8 4.0 2.0 40% 61% 95% 137 120 2.9 32,639,000 

GOOGL!! 562-
796 

729.12 22.84 28.07 31.3 4.1 6.7 - 19% 11% 14% 61 2 4.7 74,989,000 

GPC  73-96 91.87 4.63 4.75 19.8 4.4 0.9 2.9 5% 7% 22% 7 17 1.4 15,280,044 

GNTX 14-22 14.28 1.08 1.18 13.2 2.4 2.7 2.3 11% 17% 19% 38 13 7.5 1,543,618 

ADP 78-102 85.92 2.89 3.24 28.2 9.3 3.6 2.5 7% 8% 29% 69 47 1.1 10,938,500 

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 
2-25-16 

 

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  24-32 43.87 1.27 1.56 31.8 5.6 2.5 1.4% 4% 10% 17% 9% 6% 1.9x $9,263,863 

JNJ  86-109 106.38 5.48 6.52 19.4 4.1 4.2 2.9% 2% 12% 22% 54 18 2.2 70,074,000 

KORS 45-82 56.47 4.28 4.42 13.0 5.1 2.3 - 53% 81% 39% 35 0 3.9 4,371,469 

MA 72-103 87.42 3.35 3.53 26.1 15.9 9.9 .9 10% 23% 63% 112 55 1.8 9,667,000 

MMM 121-161 158.99 7.58 8.23 21.0 8.2 3.2 2.8 1% 6% 41% 16 75 1.5 30,274,000 

MSFT 42-57 52.10 1.48 2.76 36.4 5.4 4.4 2.8 8% -14% 15% 128 36 2.5 93,580,000 

ORCL 37-50 37.29 2.21 2.60 18.0 3.4 4.1 1.6 2% 7% 20% 113 86 4.3 38,226,000 

PAYX 42-55 52.14 1.85 2.04 25.9 10.1 6.9 3.3 7% 7% 38% 53 0 2.4 2,739,600 

PCLN 1181-
1833 

1,263.41 49.55 60.87 25.5 7.1 6.8 - 21% 24% 29% 120 70 2.5 9,223,987 

PEP 73-93 100.67 3.67 4.68 27.4 12.1 2.3 2.8 -1% -2% 45% 100 242 1.3 63,056,000 

PG 69-88 82.34 3.06 3.63 25.9 3.6 2.9 3.2 0% -5% 11% 23 28 1.1 76,279,000 

PII 79-168 89.18 6.75 6.38 13.2 6.0 1.2 2.6 15% 21% 46% 16 47 1.4 4,719,200 

QCOM 58-80 51.64 3.26 3.60 16.8 2.6 3.1 3.9 14% 4% 17% 101 33 3.1 25,281,000 

SBUX 37-59 58.75 1.82 1.89 36.0 14.6 4.6 1.4 13% 22% 47% 46 33 1.1 19,162,700 

SYK 79-104 101.80 3.78 5.33 26.9 4.5 3.8 1.5 5% 2% 17% 48 38 2.8 9,946,000 

TJX  61-83 75.08 3.33 3.35 22.5 11.7 1.6 1.2 7% 15% 53% 57 38 1.5 30,944,938 

TROW 72-96 69.64 4.63 4.45 15.0 3.7 4.2 3.1 11% 12% 26% 59 0 7.4 4,200,600 

UPS 101-
125 

97.72 5.35 5.78 18.3 44.4 1.5 3.2 2% 9% 195% 100+ 100+ 1.2 58,363,000 

UTX 92-122 98.07 4.53 6.51 21.6 3.2 1.5 2.9 0% -4% 15% 26 71 1.2 56,098,000 

WAB 68-102 68.02 4.10 4.35 16.6 3.7 1.9 .5 14% 24% 24% 13 41 2.4 3,307,998 

WBA 60-86 79.92 4.00 4.48 19.4 2.8 0.8 1.9 9% 8% 14% 8 42 1.2 103,444,000 

WHG 48-68 49.47 3.33 3.05 14.9 3.2 3.3 4.6 17% 14% 20% 71 0 2.6 130,936 

(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 amid 
high volatility, the S&P 500 index  
pulled back 6.4% (see p. 1). The 
following HI-quality stocks all 
generated positive gains during the 
same period.  

Michael Kors reported third fiscal 
quarter revenues rose 6% to $1.3 
billion with net income down 3% to 
$294.5 million and EPS up 7% to 
$1.59 on lower shares outstanding. 
During the third quarter, the 
company repurchased 4.6 million of 
its own shares for $200 million at an 
average price of $42.72 per share.  
 
Management expects to continue to 
be aggressive with its share 
repurchases with $558.1 million 
remaining authorized for future share 
repurchases. For fiscal 2016, 
management reaffirmed its outlook 
for total revenue to approximate 
$4.65 billion with EPS in the range of 
$4.38-$4.42. From depressed 
valuation levels, Michael Kors stock 
price rebounded a dressy 32% 
during the past quarter. Hold. 

Hormel Foods reported first fiscal 
quarter sales declined 4% to $2.3 
billion on a 3% volume decline with 
net earnings increasing a meaty 37% 
to $235 million. Sales were muted by 
turkey supply constraints due to last 
year’s avian influenza outbreak and 
lower pricing in pork markets.  
Hormel Foods is constructing a new 
plant in China to produce SPAM. 
Hormel raised its fiscal 2016 EPS 
outlook to a range of $1.50-$1.56, 
representing 14%-18% growth. 
Hormel’s stock has delivered a fat 
705% total return over the last 15 
years. Hold.  

In 2015, Computer Programs & 
Systems generated a 23.8% return 
on shareholders’ equity. After year-
end, CPSI completed the acquisition 
of Healthland, adding $150 million in 
long-term debt and two million 
additional shares of common stock to 
its capital structure. The long-term 
debt to equity ratio should 
approximate 1:1. Management is 
committed to paying down the debt 
in a reasonable manner while 
continuing to pay its healthy 
dividend, which currently yields 
4.6%.  The outlook for CPSI in 2016 
is for a return to growth. The 
Healthland operations will add 
approximately $100 million to sales 
in 2016.  Earnings will also jump 
ahead in 2016  with adjusted non-
GAAP earnings per share expected 
in a range of $3.47 to $3.64 per 
share. CPSI’s stock rebounded 
10% during the past quarter. Hold.  

Fastenal reported 2015 revenues 
rose 4% to $3.9 billion with net 
income up 5% to $516.4 million and 
EPS up 5% to $1.77. Fastenal 
hammered out an impressive 28.7% 
return on shareholders’ equity in 
2015.  
 
Fastenal’s business in 2015 was hit 
hard by the slowdown in business 
with customers in the oil and gas 
industry with the “industrial economy 
in a recession.” Despite this, free 
cash flow jumped 26% to $392 
million. Fastenal recently increased 
its dividend 7% and expanded its 
share repurchase program by two 
million shares. The dividend currently 
yields 2.7%. Fastenal’s stock is up 
more than nine-fold over the last 
16 years. Hold. 

Procter & Gamble reported second 
fiscal quarter sales declined 9% to $17 
billion on an 8% foreign currency 
headwind with EPS from continuing 
operations increasing a tidy 10% to 
$1.01 on continued cost reductions. 
Operating cash flow was $4.5 billion for 
the quarter and adjusted free cash flow 
productivity was 117%.  The company 
continues to expect to retire shares at 
a value of approximately $8-$9 billion 
through a combination of direct share 
repurchases and shares that will be 
exchanged in the Duracell transaction 
with Berkshire Hathaway. In addition 
to the share retirements, Procter & 
Gamble expects to pay dividends of 
more than $7 billion for a total of $15- 
$16 billion in dividend payments, share 
exchanges and share repurchases in  
fiscal 2016. Procter & Gamble’s 
stock rose a pampered 8% during 
the past quarter. Hold.  

Fiscal 2016 marked TJX’s 20th 
consecutive year of increases in comp 
sales and EPS with sales topping $30 
billion. During fiscal 2016, TJX 
generated an impressive 53% return 
on shareholders’ equity and $2 billion 
in free cash flow. The company 
returned nearly $2.4 billion to 
shareholders through dividends of 
$544 million and share repurchases of 
$1.8 billion during fiscal 2016. TJX 
announced plans to stuff shareholders’ 
wallets with a 24% dividend increase, 
marking the 20th consecutive year of 
dividend increases. Over the past 20 
years, TJX’s dividend has grown at a 
compound annual rate of 23%. The 
company also announced plans to 
repurchase $1.5 to $2 billion of TJX 
stock during fiscal 2017. Over the past 
16 years, TJX’s stock price has 
risen a fashionable 1,375%. Hold.  

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

CPSI 
DIVIDEND YIELDS 4.6% 

MICHAEL KORS 
AGGRESSIVE BUYBACK 

PROCTER & GAMBLE 
$15-$16 BILLION DISTRIBUTIONS 

FASTENAL 
INCREASED DIVIDEND 7% 

HORMEL FOODS 
FAT PROFITS 

TJX 
INCREASED DIVIDEND 24% 
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(continued) 

Express Scripts reported revenues 
rose 1% in 2015 to $101.8 billion 
with net income increasing 23% to 
$2.5 billion and EPS up 35% to 
$3.56. On an adjusted basis, 
excluding specified items, EPS rose  
13%. Return on shareholders’ equity 
for the year improved to 14.4%. 
Express Scripts retained 97% of its 
clients, which was their strongest 
retention year ever, and also enjoyed 
a good 2016 selling season. 
 
Free cash flow increased 11% during 
2015 to $4.6 billion. The company 
repurchased 64.2 million of its own 
shares for $5.5 billion during 2015 at 
an average price of approximately 
$85.67 per share. The company 
recently announced a new $2.8 
billion accelerated share repurchase 
program for 2016.  
 
As Express Scripts celebrates its 
30th anniversary in 2016, the 
company raised the lower end of its 
adjusted EPS guidance, which 
excludes amortization of intangible 
assets, to a range of $6.10-$6.28, 
representing 10%-14% growth. Cash 
flow provided by operating activities 
in 2016 is expected in the range of 
$4.6-$5.1 billion, representing a cash 
flow yield of approximately 10% 
based on the company’s current 
market capitalization. Express 
Scripts’ stock price pulled back after 
their largest customer, Anthem, 
claimed they are overpaying ESRX 
by $3 billion annually. Express 
Scripts’ management disagrees and 
is hopeful that they can reach an 
agreement with Anthem through 
ongoing negotiations. 
 
While the negotiations pose a 
business risk, Express Scripts’ stock 
price appears to more than reflect 
this risk. Buy. 

FactSet Research Systems 
reported first fiscal quarter 
revenues increased 12% to $270.5 
million with net income up 7% to 
$60 million and EPS up 8% to 
$1 .43 .  Gr owth  o f  Annua l 
Subscription Value, the forward-
looking revenues for the next 12 
months from all services currently 
supplied to clients, accelerated  
9.4% to $1.1 billion and user count 
grew 14% to 63,169.  Annual client 
retention rate increased to 95%, up 
from 93% a year ago. 
 
FactSet borrowed $265 million 
under its existing revolving credit 
facility during the quarter to 
purchase Portware, an award-
winning, multi-asset execution 
management system  trusted by the 
world's largest asset managers. 
 
During the quarter, FactSet 
Research  generated $57 million in 
free cash flow, down 15% from last 
year on higher capital expenditures, 
primarily related to the build-out of 
the company’s New York City office 
space. During the first quarter, 
FactSet Research repurchased 
250,000 shares for $41.9 million, or 
$167.60 per share. FactSet’s Board 
recently approved a $250 million 
expansion of the existing share 
repurchase program, bringing the 
total currently authorized for 
repurchase to $342.3 million. 
During the past 12 months, FactSet 
has returned $318.4 million to 
stockholders in the form of share 
repurchases and regular quarterly 
cash dividends, funded entirely by 
cash generated from operations.   
 
With FactSet Research Systems’ 
stock pulling back, it is a fact that 
the stock once again appears 
reasonably valued. Buy.  

Abbott Labs reported sales increased 
0.8% in 2015 to $20.4 billion with 
EPS from continuing operations 
increasing 54% to $1.72.  Full year 
2016 revenues are expected to grow 
in the low single digits after a 4% 
foreign currency headwind and 
reported earnings are expected in the 
$1.55 to $1.65 range, including an 
estimated $0.55 charge from 
specified items.   
 
Abbott plans to acquire Alere for $5.8 
billion in cash, significantly advancing 
Abbott's global diagnostics presence 
and leadership. Abbott's total 
diagnostics sales will exceed $7 
billion after the close. The transaction 
will be immediately accretive to 
Abbott's EPS upon close and 
significantly accretive thereafter, with 
approximately 12-13 cents of 
accretion in 2017 and more than 20 
cents in 2018. During the past 
quarter, Abbott increased the 
company's quarterly dividend 8.3%, 
marking the 44th consecutive year of 
dividend increases. Hold. 

 
Due to macroeconomic headwinds 
and currency and competitive 
pressures, Polaris Industries reported 
weaker than expected results in 2015 
with sales up 5% to $4.7 billion and 
EPS up 2% to $6.65. Nevertheless, 
thanks to strong cash flows, Polaris 
increased its dividend 4%, marking 
the 21st consecutive year of dividend 
increases. Polaris also announced an 
increase in the stock repurchase 
authorization by 7.5 million shares, 
bringing the total share repurchase 
authorization up to about 16% of the 
company’s currently outstanding 
shares. Hold.  

QUARTERLY RATING CHANGE 
FROM  HOLD TO BUY 

EXPRESS SCRIPTS 
10% FREE CASH FLOW YIELD 

FACTSET RESEARCH 
$250 MILLION BUYBACK 

QUARTERLY RATING CHANGE 
FROM BUY TO HOLD 

ABBOTT ACQUIRING ALERE 
FOR $5.8 BILLION 

POLARIS 
INCREASED DIVIDEND 4% 
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MARKET LEADER 
In 1949, 21-year-old Henry Taub 
visited a company where a key 
employee responsible for payroll 
processing had become ill. As a result, 
the workers were not paid on time. 
Henry saw a business opportunity and 
launched Automatic Payrolls, Inc., a 
manual payroll processing service. The 
company’s initial equipment was 
unpretentious, yet state-of-the-art. It 
included an Underwood bookkeeping 
machine, a few Friden calculators and 
an Addressograph to print checks. 
Several years later, the company  
invested in comptometers, the next 
generation bookkeeping machine. With 
every technological advance, from 
those early machines to automatic 
punch card accounting to mainframe 
computers to PCs and now mobile and 
cloud, ADP has embraced technology 
to provide superior service to its 
customers.   

Today, ADP is the market leader in its 
industry and processes  payroll for one 
of every six nongovernment domestic 
employees, generating about five times 
the payroll processing revenue of its 
c losest  compet i tor .  ADP has 
successfully harnessed its scale in 
payroll to expand worldwide as a 
leading provider of human resources, 
benefits and compliance outsourcing 
services.   

 PROFITABLE OPERATIONS 
ADP has enjoyed solid growth during 
the past five years with revenues and 
EPS compounding at 7.3% and 7.6% 
annual rates, respectively. ADP’s 
business is highly profitable with 
consistent double-digit profit margins.  
ADP’s return on shareholder equity 
has hovered around 20% for more than 
a decade, a sign of the company’s 
durable competitive advantages. 

NEW STOCK 
AUTOMATIC DATA PROCESSING  (ADP-$85.92) 

1 ADP Boulevard, Roseland, NJ  07068 www.adp.com 

 STEADY DIVIDEND INCREASES 
ADP has raised shareholder 
dividend checks for 41 consecutive 
years, a remarkable record of  
steady dividend increases. The 
dividend compounded  at an average 
8% rate during the past five years 
with the sturdy dividend currently 
yielding 2.5%.  
 
With strong free cash flows, ADP’s 
capital allocation strategy is to 
steadily increase the dividend with a 
55%-60% target payout ratio while 
also repurchasing enough shares to 
offset dilution and reduce the share 
count by about 1% per year. Over 
the past five years, ADP has 
repurchased more than $3.7 billion 
of its shares. During the first half of 
fiscal 2016, ADP repurchased an 
additional $773 million of its shares.  
 

DOUBLE-DIGIT EPS GROWTH 
In addition to meeting continued 
strong demand for ADP’s solutions 
to manage human resources, ADP 
holds funds for payroll clients, called 
float, and earns income on that 
f a b u l o u s  f l o a t .  F r o m  t h e 
conservatively-invested float, ADP 
earned $378 million in fiscal 2015, 
which is expected to increase an 
additional $5 million in fiscal 2016. 
The forecasted increase in float 

income is based on a 2% to 4% 
increase in ADP’s average float 
balance to $22.3 to $22.5 billion 
earning an average yield of 1.7%. 
Rising interest rates and stable 
currency markets will provide a 
tailwind for future ADP profits thanks 
to higher expected float income.  
 
During the second fiscal quarter 
ended 12/31/2015, ADP reported 
revenues increased 6% to $2.8 billion 
with EPS increasing 7% to $0.74.  
Worldwide business bookings grew 
15% during the quarter, thanks to 
sales of modules that help 
businesses comply with the 
Affordable Care Act. Given the 
strength in new bookings, ADP raised 
its new business bookings forecast 
for fiscal 2016 to 12%, up from its 
prior forecast of 10%.  
 
ADP’s 2016 fiscal year revenues are 
expected to increase 7% after a 2% 
foreign currency headwind with EPS  
expected to increase 11% to 13% 
thanks to expanding operating 
margins. Long-term investors should 
consider picking up a paycheck from 
ADP, a HI-quality market leader with 
profitable operations, a steadily 
growing dividend and expected 
double-digit EPS growth in fiscal 
2016.  Buy.  

Automatic Data Processing, a pioneer in business process outsourcing, is a leading provider of technology-enabled 
human capital management solutions to businesses of all sizes worldwide. From recruitment to talent management to 
retirement, ADP’s expertise and technology help clients leverage human capital management to drive better business 
results. ADP serves more than 630,000 clients in more than 100 countries. 

Fiscal Year  
June 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000) 

7.3% $10,938,500 $10,226,400 $9,442,000 $8,897,400 $8,265,000 

Net Income 
(000) 

6.4% $1,376,500 $1,242,600 $1,122,200 $1,192,200 $1,074,000 

EPS 7.6% $2.89 $2.57 $2.30 $2.42 $2.16 

Profit Margin  12.6% 12.2% 11.9% 13.4% 13.0% 

Dividend 8.3% $1.95 $1.88 $1.70 $1.55 $1.42 
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MARKET LEADER 
Cisco was founded in 1984 by a 
group of computer scientists at 
Stanford University. Husband and 
wife, Len Bosack and Sandy Lerner, 
both working for Stanford University 
wanted to email each other from their 
respective offices located in different 
buildings but were unable to do so 
due to technological shortcomings. A 
technology had to be invented to deal 
with disparate local area protocols. 
As a result of solving this challenge, 
the multi-protocol router was born. 
Since inception, Cisco has shaped 
the future of the Internet and has 
become the worldwide market leader 
in networking with sales topping $49 
billion today.  
 

SECOND QUARTER RESULTS 
Despite a challenging macro 
environment, Cisco Systems reported 
second fiscal quarter revenues were 
flat at $11.9 billion with net income up 
31% to $3.1 billion and EPS up 35% 
to $.62. Earnings during the quarter 
benefited from a pre-tax gain on the 
sale of the SP Video CPE Business 
and $519 million in net tax benefits. 
Excluding the SP Video CPE 
business that was divested during the 
quarter, revenues increased 2%. 
Product revenue was up 2% during 
the quarter with service revenue up 
3%. Product revenue growth for  
Security increased 11% and NGN 
Routing and Collaboration increased 
5% and 3%, respectively. Wireless 
was flat, while Switching and Data 
Center declined 4% and 3%, 
respectively. Given the volatility in the 
markets in January, Cisco saw many 
customers pause in terms of 
Switching commitments. 
 
On a geographic basis, the Americas 
and the Europe, Middle East and 

UNDER THE SPOTLIGHT 
CISCO SYSTEMS  (CSCO-$26.60) 

170 West Tasman Drive, San Jose, CA 95134   www.cisco.com 

African region were each up 1% with 
11% growth in the Asian region as 
China’s growth was broad-based 
and growing at double-digit rates.  
Book-to-bill was approximately 1.0.  
 

STRONG FREE CASH FLOW 
Free cash flow increased 27% during 
the first half of the fiscal year to $6.1 
billion. The company used the cash 
to pay $2.1 billion in dividends and 
repurchase $2.3 billion of stock 
during the first half of fiscal 2016, 
including the repurchase of 48 
million shares for $1.3 billion at an 
average price of $26.12 per share 
during the second quarter. Cisco 
ended the quarter with more than 
$60 billion in cash on their strong 
balance sheet.   
 
Management remains committed to 
returning at least 50% of free cash 
flow to shareholders annually as they 
shift their business model to more 
software and recurring revenue. 
Over the past five years, the 
dividend has compounded at a 60% 
annual rate growing from $.12 per 
share to $.80 per share.  
 
Given the strength of their business 
and expected future cash flows, 
Cisco recently increased their 

dividend 24% to an annual $1.04 per 
share with the dividend currently 
yielding close to 4%.  
 
Cisco also approved a $15 billion 
increase in their stock repurchase 
p rogram br ing ing  the  to ta l 
authorization for future share 
repurchases to $16.9 billion.  
 

ATTRACTIVE VALUATION 
For the third quarter, management 
expects revenue to grow 1% to 4% 
with non-GAAP EPS in the range of 
$.54-$.56.  
 
Cisco has many growth opportunities, 
which include cloud, mobility, video, 
software, emerging markets and 
security. Management remains 
focused on continued strong 
execution while investing in 
innovation for future long-term growth 
for the Internet of Everything.  
 
Deducting Cisco’s copious cash from 
its stock market capitalization, Cisco 
trades for just seven times trailing 
earnings which is a very attractive 
valuation. Long-term investors should  
seek to network with Cisco, a HI-
quality market leader with strong free 
cash flows, a hefty cash hoard and 
rapidly growing dividends. Buy.  

Cisco designs and sells broad lines of products, provides services and delivers integrated solutions to develop and 
connect networks around the world, building the Internet. Over the last 30 plus years, Cisco  has been the world’s leader 
in connecting people, things and technologies - to each other and to the Internet. Today, Cisco has over 70,000 
employees in over 400 offices worldwide.  

Fiscal Year  
July 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000,000) 

3.3% $49,161 $47,142 $48,607 $46,061 $43,218 

Net Income 
(000,000) 

8.5% $8,981 $7,853 $9,983 $8,041 $6,490 

EPS 10.6% $1.75 $1.49 $1.86 $1.49 $1.17 

Profit Margin  18.3% 16.7% 20.5% 17.5% 15.0% 

Dividend 60.7% $.80 $.72 $.62 $.28 $.12 
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UNDER THE SPOTLIGHT 
 

DOUBLE-DIGIT GROWTH 
Cognizant Technology Solutions 
began operations in 1994 as an in-
house technology development 
center for U.S-based Dun & 
Bradstreet with operations in India. 
Spun-off as a separate company in 
1998 at a price of $10 per share, 
Cognizant’s culture reflects the 
extensive international business 
exper ience and educat iona l 
backgrounds among its senior 
management.  
 
Following rapid growth, Cognizant 
joined the Fortune 500 ranking of 
America’s largest companies. Over 
the past five years, Cognizant has 
generated industry-leading growth 
and rising profitability with sales 
compounding at a 19% annual rate to 
more than $12 billion and earnings 
per share growing at a 17% annual 
rate over the same period.  
 
Cognizant has delivered this growth 
by helping its clients operate more 
cost-effectively and efficiently through 
i n v e s t m e n t s  i n  i n f o r m a t i o n 
technology. Cognizant also enables 
clients to respond to economic and 
competitive pressures through its 
consulting and business process 
outsourcing services.  
 

2015 FINANCIAL RESULTS 
Cognizant Technology Solutions 
reported fourth quarter revenues rose 
18% to $3.2 billion with net income 
and EPS each up 17% to $423.4 
million and $.69, respectively. For the 

full year, Cognizant reported 
revenue growth of 21% to $12.4 
billion with profitable 13% growth 
each in net income and EPS to $1.6 
billion and $2.65, respectively.  
 
Double-digit growth was generated 
by each business segment during 
2015 led by 36% growth in  
Healthcare Services. On a 
geographic basis, the strongest 
growth was generated in North 
America with 24% growth and the 
rest of the world, excluding Europe,  
grew 30% for the year. Return on 
shareholders’ equity was a solid 
17.5% in 2015.  
 
Net headcount additions for the 
quarter were approximately 2,400 
w i t h  y e a r - e n d  h e a d c o u n t 
approximately 221,700. The 
company experienced 19% attrition 
during the fourth quarter, which has 
management’s attention as an area 
to improve in 2016 with higher 
wages likely. Onsite employee 
utilization was 93% so wage 
inflation can be absorbed with non-
GAAP operating margins expected 

to remain in the historical 19%-20% 
range. 
 

STRONG CASH FLOW 
Cash and investments, net of debt, 
increased $1.5 billion during the year 
to $4.9 billion as of year end. Thanks 
to strong cash flows and an attractive 
stock valuation, the company 
repurchased $375 million of its own 
shares during the year, including 
650,000 shares in the fourth quarter 
for $42.1 million at an average price 
of $64.77 per share. Cognizant has 
$438 million remaining authorized for 
future share repurchases.   
 
Despite an expected slow start to the 
new year, Cognizant’s outlook for 
fiscal 2016 is for revenues in the 
range of $13.6-$14.2 bil l ion, 
representing 10%-14.5% growth. Full 
year, non-GAAP EPS is expected in 
the range of $3.32-$3.44.   
 
Long-term investors should be 
cognizant of Cognizant Technology 
Solutions, a HI-quality company 
generating profitable, double-digit 
growth and strong cash flows. Buy.  
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COGNIZANT TECHNOLOGY SOLUTIONS (CTSH-$57.24) 
Glenpointe Centre West, 500 W. Burr Blvd, Teaneck, NJ 07666 www.cognizant.com 

Cognizant is a leading provider of information technology, consulting and business process outsourcing services, 
dedicated to helping the world's leading companies build stronger businesses. With over 100 development and delivery 
centers worldwide and approximately 221,700 employees as of December 31, 2015, Cognizant is ranked among the top 
performing and fastest growing companies in the world.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000) 

 19.3% $12,416,000 $10,262,681 $8,843,189 $7,346,472 $6,121,156 

Net Income 
(000) 

 16.4% $1,623,600 $1,439,267 $1,228,578 $1,051,263 $883,618 

EPS 16.9% $2.65 $2.35 $2.02 $1.72 $1.42 

Profit Margin  13.1% 14.0% 13.9% 14.3% 14.4% 
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