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On Aug. 11, 2016 , the stock market set sim-
ultaneous record highs in an Olympian feat. 
The three major indices—the S&P 500 index, 
the Dow Jones Industrial Average and the 
NASDAQ Composite index—stood atop the 
podium all proudly wearing gold medals at the 
same time.  Central bankers, who have kept 
worldwide interest rates low (or negative) 
since the 2008 financial crisis, applauded 
from the crowd.  
 
The last time this triumphant stock market 
trifecta occurred was on Dec. 31, 1999. Three 
months later in March 2000, the dot-com bub-
ble burst and all three indices jumped off the 
high dive platform together. The NASDAQ 
plunged 50% in the subsequent two years 
with the S&P 500 index swan diving 22% and 
the Dow doing a 13% backward flip.   
 
This raises the question on whether synchro-
nized diving will occur again for the stock 
market from current record highs. We don’t 
believe so, and the simple reason why is valu-
ation. In 1999, on a price-to-earnings basis, 
NASDAQ stocks traded at a nosebleed 175 
times earnings compared to around 21 now. 
Blue chip stocks in the Dow traded at 44 
times earnings in 1999 compared to about  20 
times now. Even more importantly, the 10-
year Treasury note was yielding a hefty 6% in 
1999 compared to  a miniscule 1.5% today. 
 
In fact,  more than $10 trillion in global bonds 
sport negative interest rates as central bank-
ers attempt to spur economic growth. Many 
folks worry that central bank intervention is 
like steroids administered to athletes with the 
long-term effects not healthy.  
 
Warren Buffett, CEO of Berkshire Hathaway, 
said in a 2016 CNBC interview, “You can read 
Adam Smith, you can read [John Maynard] 
Keynes, you can read anybody and you can’t 
find a word to my knowledge on prolonged 
zero interest rates—that is a phenomenon 
nobody dreamed would ever happen. That 
doesn’t mean I think it’s the end of the world 

when it ends, but I don’t think anybody knows 
exactly what the full implications of negative 
rates will be. I hope to live long enough to find 
out. When interest rates were 15% [in the early 
1980s], you know it was an enormous gravita-
tional pull on all assets, not just stocks. If you 
can get 15%, it makes the choices way different 
than if you get zero. In a world where investors 
knew interest rates would be zero ‘forever,’ 
stocks would sell at 100 or 200 times earnings 
because there would be nowhere else to earn a 
return.”  
 
Therefore, TINA (an acronym for “there is no 
alternative”) does not believe today’s stock valu-
ations in an ultra low interest rate environment 
are all that unreasonable. With interest rates 
likely to skip the high jump for an extended peri-
od and earnings expected to pick up speed from 
the energy-led earnings recession of the last 
five quarters, Mr. Market does not appear to 
face many hurdles in moving higher from cur-
rent levels. Of course, he can always be pushed 
off the balance beam by uncertainties around 
U.S. political gymnastics or  geopolitical events, 
such as Brexit or terrorism, that wrestle atten-
tion away from  the business cycle. 
 
So with the market at a record high, is it time to 
sell or buy? Our answer is that it depends on 
individual business valuations as we shop for 
values in a market of stocks rather than the 
stock market as a whole. Several of our compa-
nies appear fully valued, prompting us to sell or 
trim back positions such as Shire, Paychex and 
Microsoft. At the same time,  other firms ap-
pear reasonably valued, allowing us to initiate a 
position with an adequate margin of safety such 
as The Cheesecake Factory and Walt Disney.  
 
Overall, our portfolio of HI-quality companies 
with strong cash flows, profitable operations and 
solid balance sheets appear reasonably valued. 
They remain on track to provide good long-term 
returns. As the Olympic torch passes from Rio 
to Tokyo for the 2020 Summer Olympics, it 
does not take 20/20 vision to see the stock mar-
ket setting new marathon records in the future.  

WITH THE MARKET AT A RECORD HIGH, 
IS IT TIME TO SELL OR BUY? 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
8-23-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

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

$26.34 
22.68 

$43.90 109% HOLD Expects 2016 EPS of  $1.26-$1.36 

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

28.57 
24.59 

66.17 163% BUY New $3.8 billion share buyback 

Accenture-ACN Consulting 03-06-12 59.95 115.48 117% HOLD Raised 2016 EPS outlook to 
 $6.03-$6.07 

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 

 
796.59 
772.08 

 
77% 

203% 

 
BUY 

2Q Sales +21%,  NI +24%; 
ended quarter with $78 billion in cash 

Apple-AAPL Computers, iPhones 09-07-10 36.97 108.85 220% HOLD Ended 3Q with $231 billion in cash 
after buying back $24 billion of stock 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 89.98 6% HOLD Expects to repurchase $1-$1.4 billion 
of stock in fiscal 2017 

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

30.86 
37.09 

47.98 44% HOLD Paid down $3.7 billion of debt with 
proceeds from Baxalta disposition 

Becton Dickinson-BDX Medical technology 03-13-02 
 

36.74 
 

174.91 429% HOLD Expects to generate $2 billion in free 
cash flow in fiscal 2016 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

148.77 458% BUY Book value increased 3% in 1H; free 
cash flow +29% in 1H to $9.2 billion; 

increased stake in Apple to $1.5 billion 

Biogen-BIIB Biotechnology 09-09-15 310.27 318.17 3% BUY New $5 billion share buyback program 

Brown-Forman-BFB Liquor 03-10-00 5.31 50.31 1,014% HOLD Generated a 68% return on 
shareholders’ equity in fiscal 2016 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 65.16 14% HOLD Increased dividend 20%  

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

5.78 
20.10 

30.98 122% HOLD Ended fiscal year 2016 with  
$65.8 billion in cash 

Cognizant Tech.-CTSH IT Consulting 09-07-12 33.43 58.15 74% BUY Expanded share buyback program by 
$1 billion 

Computer Programs and 
Systems-CPSI 

Healthcare IT 03-12-13 53.35 25.87 -37% SELL Selling position (see p. 4) 

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

1.18 
53.99 

77.15 235% BUY Expect $4.6-$5.1 billion in operating 
cash flows in 2016 

F5 Networks-FFIV Network technology 09-09-15 121.84 124.91 3% BUY Ended the second quarter with $1.1 
billion in cash 

FactSet Research-FDS Financial Information 03-14-14 104.42 177.72 74% HOLD New $165 million share buyback with 
proceeds from business unit sale  

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

4.89 
50.50 

44.03 2% BUY Paid $173 million in dividends in 1H; 
dividend yields 2.7% 

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

51.15 
37.42 
54.91 

53.30 13% HOLD Backlog up 14% to $47.2 billion 

Gentex-GNTX Auto Mirrors 12-08-15 16.29 17.99 12% BUY Sales +12%,  EPS+20% in 2Q; raised 
2016 outlook for sales and NI growth 

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

 

20.81 
84.10 

 

104.03 58% HOLD Expect $900 million to $1 billion in 
2016 operating cash flows 

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

18.64 
101.90 

81.47 149% HOLD Repurchased $9 billion of stock in 1H 

*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 
8-23-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 39.08 630% HOLD Raised 2016 EPS outlook to $1.60-$1.64 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 119.44 317% HOLD Raised 2016 sales and earnings outlook with 
$6.63-$6.73 EPS expected  

Michael Kors-KORS Luxury accessories 03-12-15 65.40 50.78 -22% HOLD Expects EPS of $4.51-$4.59 in fiscal 2017 

3M-MMM Diversified 03-07-07 73.70 179.77 181% HOLD Expect share repurchases in the $4-$6 billion 
range in 2016 

MasterCard-MA Global payments 09-05-14 76.45 96.29 28% BUY Acquiring 92.4% of VocaLink Holdings for 
$920 million 

Maximus-MMS Business services 06-02-16 57.54 58.90 2% BUY 3Q revenue +8%, NI + 25% 

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

30.16 
26.94 

57.89 123% HOLD Trimming position (see p. 4) 

Oracle-ORCL Software 09-05-13 32.32 41.50 33% HOLD Acquiring NetSuite for $9.3 billion in cash 

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

29.49 
27.28 

60.65 137% HOLD Trimming position (see p. 4) 

PepsiCo-PEP Food and beverages  03-14-14  81.89 107.88 58% HOLD Raised 2016 EPS growth outlook  
from 8% to 9% 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

93.14 -23% HOLD Lowered 2016 EPS outlook to $6.00-$6.30 
reflecting weak industry conditions 

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

629.62 
1,119.68 

1422.47 63% BUY Operating cash flow +38% in 2Q to $1 billion  
with $5 billion in net cash (see p. 12) 

Qualcomm-QCOM Wireless technologies 06-06-13 62.83 63.09 9% BUY Free cash flow +64% YTD to $4.9 billion; 
ended 3Q with $31 billion in cash 

Shire, plc-SHPG Biotechnology 06-03-16 190.04 199.44 5% SELL Selling position (see p. 4) 

Starbucks-SBUX Coffee Retailer 06-14-14 37.26 56.40 55% BUY 3Q revenue +7%, EPS+ 24%; operating 
income topped $1 billion 

Stryker-SYK Medical technology 03-11-09 32.09 113.61 276% HOLD Raised 2016 organic sales outlook 
 to 6%-6.5% 

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

5.09 
72.35 

78.69 61% BUY Free cash flow up 24% in first half  
to $650 million 

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

53.98 
80.59 

69.54 14% HOLD Holds $2.1 billion in cash and no long-term 
debt as of end of second quarter 

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

74.92 
79.57 
67.90 

109.44 75% 

 

BUY Paid $1.3 billion in dividends in first half and 
repurchased $1.3 billion of its shares at 

average price of $97.74 per share 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 108.00 288% BUY On track to return $22 billion to shareholders 
in dividends and buybacks from 2015-2017 

Walgreen Boots Alliance-WBA Drugstores 09-12-08 36.38 82.38 149% HOLD Increased dividend 4%, marking 41st 
consecutive year of dividend increases 

Wabtec-WAB Railway products 12-08-15 73.57 75.85 3% HOLD Lowered 2016 EPS outlook to $4.00-$4.20 
due to weakness in rail industry 

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

35.88 
59.72 

49.92 13% HOLD Dividend yields 4.5% 

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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Microsoft announced they have 
entered into an agreement to 
acquire LinkedIn for $196 per share 
in an all-cash transaction valued at 
$26.2 billion, inclusive of LinkedIn's 
net cash. The transaction is 
expected to close this calendar 
year. Microsoft will finance the 
transaction primarily through the 
issuance of new indebtedness.  
Microsoft expects the acquisition to 
have minimal dilution of ~1 percent 
to non-GAAP earnings for fiscal 
year 2018 and to become accretive 
to Microsoft's non-GAAP earnings 
per share in Microsoft's fiscal year 
2019. With strong cash flows, 
Microsoft also reiterated its 
intention to complete its existing 
$40 billion share repurchase 
authorization by Dec. 31, 2016.  
 
For the full fiscal 2016 year, 
Microsoft’s revenues declined 9% 
to $85.3 billion with net income up 
38% to $16.8 billion and EPS up 
42% to $2.10. Return on 
shareholders’ equity for the year 
was 23%. The company ended the 
year with more than $113 billion in 
cash and $41 billion in long-term 
debt.  
 
Free cash flow increased 5% during 
the fiscal year to $25 billion with 
Microsoft paying $11 billion in 
dividends while repurchasing $16 
billion of its own shares. The 
Microsoft Cloud is seeing significant 
momentum with cloud revenues 
running at a $12.1 billion 
annualized rate on the way to reach 
Microsoft’s goal of $20 billion in 
fiscal 2017/2018. Commercial cloud 
gross margin is expected to 
materially improve next year as the 
investments Microsoft has made 
provide benefits of scale.  
 
Microsoft’s stock has more than 
doubled over the last six years, 
with the company also paying 
healthy dividends. Microsoft’s stock 
appears fully valued, so we are 
trimming back our position.  

PORTFOLIO REVIEW 

DIVIDENDS 
Since the last  issue, the following dividends 
per share were received:Abbott ($.26), 
AbbVie ($.57),  Apple ($.57), ADP ($.53), 
Baxalta ($.07), Baxter ($.13), Becton 
Dickinson ($.66), Brown-Forman ($.17), 
Canadian National ($.29), Cisco ($.26), 
Computer Programs & Systems ($.34),  
FactSet Research ($.50), Fastenal ($.30), 
Fluor ($.21), Gentex ($.09),  Genuine Parts 
($.66), Gilead Sciences ($.47), Hormel 
Foods ($.15), Johnson & Johnson ($.80), 
MasterCard ($.19), Microsoft ($.36), 3M 
($1.11), Oracle ($.15), Paychex ($.42), 
Pepsi ($.75), Polaris ($.55), Qualcomm 
($.53), Starbucks ($.20), Stryker ($.38), T. 
Rowe Price ($.54), TJX ($.26), United 
Parcel Services ($.78), United 
Technologies ($.66), Walgreen ($.36), 
Wabtec ($.08) and Westwood Holdings 
($.57).  
 

STOCK SPLIT 
Brown-Forman distributed 2 for 1 stock 
split on Aug. 18, 2016 and all data adjusted 
accordingly. 

Paychex reported fiscal 2016  
revenue rose 8% to a record $3.0 
billion with EPS up 13% to $2.09. 
Return on shareholders’ equity was a 
sterling 39.6%. Free cash flow 
increased 16% during the year to 
$920 million with the company paying 
$606 million in dividends  and 
repurchasing $107 million of its 
shares.  Management’s outlook for 
fiscal 2017 is for 7%-8% revenue 
growth with net income growth of 
about 8%. Paychex announced a 
10% increase in its dividend with the 
dividend currently yielding 3.1%. 
Paychex also announced a new $350 
million buyback program. With the 
stock appearing fully valued, we plan 
to take a paycheck on Paychex by 
trimming our position. Paychex’s 
stock has more than doubled over 
the last six years. 

***** 
With the proceeds from Shire 
(Baxalta) and CPSI and the profits 
from Microsoft and Paychex, we plan 
to buy The Cheesecake Factory and 
The Walt Disney Company (see 
p.10-11). Personal and employee 
purchases will be made during the 
week following distribution of this 
newsletter. (See Personal Trading 
restrictions in the box on p.3.) 

 CUTTING 
CPSI 

MICROSOFT 
$26 BILLION ACQUISITION 

PAYCHEX 
INCREASED DIVIDEND 10% 

Computer Programs & Systems 
(CPSI) reported second quarter  net 
income declined 66% to  $2 million 
due in part to costs related to the 
Healthland acquisition, increased 
competition and a slowdown in indus-
try sales. During the quarter, cash 
used by operations was $9.3 million 
compared with cash provided by op-
erations of $3.8 million during last 
year’s second quarter. The drop in 
cash flow resulted from the payment 
of $13.3 million in accounts payable 
to key Healthland vendors. As of 
6/30/2016, CPSI held $3.8 million in 
cash and $151 million in long-term 
debt related to the Healthland acqui-
sition. The Board declared a 47% cut 
in the quarterly dividend to $.34 per 
share. Given Computer Programs & 
Systems’ deteriorating business fun-
damentals including significantly 
higher debt, a sharp drop in earnings 
and  cash flows and a cut in the divi-
dend, we have decided to cut CPSI 
from our portfolio by selling our 
positon and enduring a painful 
52% haircut in the share price.  

On 6/3/16, Shire plc acquired Baxalta 
for $18.00 per share in cash and 
0.1482 Shire ADS per Baxalta share. 
Accordingly, we received Shire 
shares as part of the transaction.  
 
For the full 2016 year, Shire expects 
revenues of $11.3 billion to $11.5 
billion with non-GAAP earnings of 
$12.70 to $13.10 per ADS.  Shire  
borrowed more than $21 billion dur-
ing the quarter to finance the Baxalta 
acquisition with plans to reduce the 
substantial debt over the next two to 
three years.    
 
Given the debt-laden balance sheet 
and a full valuation, we decided to 
say so long to Shire (and Baxalta) by 
selling our position in Shire and 
pocketing our Baxalta cash. Baxalta 
provided us with a healthy 70% 
gain and Shire kicked in a 5% gain.  

 SO LONG  
SHIRE AND BAXALTA 
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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* 

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

BAXALTA 09/09/09 
03/14/14 

06/03/16 
06/03/16 

+70% Acquired by Shire for $18 per share and .1482 Shire ADS per 
Baxalta share 

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

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

PEPSICO 03/14/14 03/09/2016 +23% 
 

Fairly valued, trimmed position 

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

PROCTER & GAMBLE 09/07/07 
03/14/14 

06/02/16 
06/02/16 

+9% Revenue and  core EPS declined, sold position 

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 

WALGREEN BOOTS ALLI-
ANCE 

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

WALMART 03/14/14 
09/16/1996 

 

03/09/16 
03/09/16 

-10% 
+383% 

 

 
Revenues and earnings declined, fully valued, sold 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 
8-23-16 

 

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 95-149 108.85 $9.22 $8.26 12.7 4.6 2.5 2.1% 21% 24% 45% 183% 55% 1.3x $233,715,000 

ABBV 63-84 66.17 3.13 3.91 19.1 19.1 4.7 3.4 7% 9% 140% 100+ 100+ 1.8 22,859,000 

ABT 39-51 43.90 1.72 1.32 34.0 3.1 3.2 2.4 2% 41% 12% 38 29 1.5 20,405,000 

ACN 93-124 115.48 4.76 5.33 19.5 10.1 2.3 2.0 5% 9% 50% 49 0 1.4 31,047,931 

ADP 74-99 89.98 3.25 3.47 27.7 9.1 3.5 2.4 7% 8% 33% 72 45 1.1 11,667,800 

BAX 36-53 47.98 .72 1.72 48.0 3.1 2.6 1.1 4% -1% 11% 31 25 1.8 9,968,000 

BDX  132-
179 

174.91 3.35 5.92 33.4 4.6 3.6 1.5 8% -11% 10% 29 132 1.5 10,282,000 

BF.B  37-48 50.31 2.61 1.79 19.3 13.2 5.0 1.6 3% 13% 68% 17 79 2.8 4,011,000 

BIIB 267-
421 

318.17 15.34 18.51 18.6 6.1 6.5 - 21% 32% 38% 64 57 3.0 10,763,800 

BRK.B ! 131-
165 

148.77 10,564 11,000 20.9 1.4 1.8 - 9% 12% 10% n/a n/a n/a 200,843,000 

CAKE 51-65 52.52 2.30 2.75 20.9 4.2 1.2 1.8 5% 9% 20% 13 15 0.7 2,100,609 

CNI 61-83 65.16 4.39 4.44 14.4 3.4 4.0 1.8 43% 13% 24% 1 61 0.8 12,611,000 

CSCO  23-33 30.98 2.11 1.99 14.7 2.5 3.2 3.4 2% 9% 17% 103 39 3.2 49,247,000 

CTSH 57-74 58.15 2.65 2.55 23.4 3.6 2.8 - 19% 17% 18% 45 9 3.7 12,416,000 

DIS 80-120 95.97 4.90 5.79 17.2 3.5 3.0 1.5 6% 18% 20% 19 34 1.0 52,465,000 

ESRX  72-98 77.15 3.56 4.57 19.1 3.2 0.5 - 22% 9% 14% 12 97 0.6 101,751,800 

FAST  37-53 44.03 1.77 1.74 25.3 6.8 3.3 2.7 9% 10% 29% 8 19 4.4 3,869,187 

FDS 148-
197 

177.72 5.71 6.34 28.9 13.5 7.3 1.1 8% 12% 45% 39 55 2.5 1,066,768 

FFIV 101-
149 

124.91 5.03 5.26 24.4 7.0 4.3 - 14% 14% 28% 95 0 1.5 1,919,823 

FLR 46-69 53.30 2.85 3.25 22.7 2.4 0.4 1.6 -6% -4% 16% 61 49 1.5 18,114,000 

GILD 92-124 81.47 11.91 10.62 7.2 6.7 3.3 2.3 40% 61% 98% 153 145 3.3 32,639,000 

GNTX 15-21 17.99 1.08 1.20 15.8 2.9 3.4 2.0 11% 17% 19% 40 12 6.2 1,543,618 

GOOGL!! 702-
972 

796.59 22.84 27.80 30.9 4.3 7.3 - 19% 11% 14% 61 2 5.4 74,989,000 

GPC  81-108 104.03 4.63 4.73 22.5 4.8 1.0 2.8 5% 7% 22% 7 8 1.3 15,280,044 

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) 
  years. 
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 
8-23-16 

 
 

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  28-37 39.08 1.27 1.63 25.4 4.7 2.2 1.5% 4% 10% 17% 9% 6% 1.8x $9,263,863 

JNJ  94-123 119.44 5.48 6.69 22.2 4.5 4.5 2.7% 2% 12% 22% 59 34 3.1 70,074,000 

KORS 45-75 50.78 4.44 4.57 11.5 4.9 1.9 - 38% 54% 42% 20 0 1.8 4,712,100 

MA 92-122 96.29 3.35 3.62 28.2 17.8 10.7 .8 10% 23% 63% 111 57 1.7 9,667,000 

MMM 139-
184 

179.77 7.58 8.21 22.9 9.1 3.6 2.5 1% 6% 41% 17 78 1.6 30,274,000 

MMS 46-75 58.90 2.35 2.65 24.0 5.4 1.8 .3 23% 20% 26% 7 30 1.9 2,099,821 

MSFT 42-56 57.89 2.10 2.89 27.6 6.3 5.3 2.5 4% 1% 23% 157 57 2.4 85,320,000 

ORCL 36-47 41.50 2.07 2.22 20.0 3.6 4.6 1.5 0% 1% 19% 117 84 3.7 37,047,000 

PAYX 42-55 60.65 2.04 2.24 29.0 11.7 7.4 3.1 7% 8% 40% 42 0 2.1 2,950,000 

PCLN 1201-
1846 

1,422.47 49.45 58.18 27.2 7.6 7.6 - 21% 24% 29% 133 78 2.7 9,223,987 

PEP 86-109 107.88 3.67 4.76 30.5 12.5 2.5 2.8 -1% -2% 45% 108 249 1.4 63,056,000 

PII 77-120 93.14 6.75 6.03 16.2 6.5 1.3 2.4 15% 21% 46% 16 48 1.2 4,719,290 

QCOM 53-75 63.09 3.26 3.99 18.2 3.0 3.7 3.4 14% 4% 17% 101 33 3.1 25,281,000 

SBUX 47-70 56.40 1.82 1.89 31.7 14.5 4.3 1.5 13% 22% 47% 55 56 1.1 19,162,700 

SYK 95-125 113.61 3.78 5.51 26.8 4.7 4.3 1.3 5% 2% 17% 40 74 2.6 9,946,000 

TJX  74-98 78.69 3.33 3.44 22.9 11.7 1.7 1.3 7% 15% 53% 50 36 1.6 30,944,938 

TROW 74-90 69.54 4.63 4.22 16.8 3.6 4.1 3.1 11% 12% 26% 49 0 2.8 4,200,600 

UPS 111-
139 

109.44 5.35 5.81 19.7 36.2 1.6 2.8 2% 9% 196% 100+ 100+ 1.3 58,363,000 

UTX 102-
134 

108.00 4.53 6.58 23.9 2.9 1.6 2.4 4% -1% 16% 22 66 1.3 56,098,000 

WAB 65-94 75.85 4.10 4.13 18.5 4.0 2.1 .5 14% 24% 24% 18 43 2.6 3,307,998 

WBA 67-96 82.38 4.00 4.51 29.0 2.8 0.9 1.8 9% 8% 14% 11 42 1.5 103,444,000 

WHG 46-65 49.92 3.33 2.26 19.7 3.2 3.4 4.5 17% 14% 20% 54 0 4.6 130,936 

(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, the 
S&P 500 index  rallied 6.6% as the 
economy improved amid low 
unemployment and interest rates.   
The following HI-quality stocks all 
generated 12% or better gains during 
the same period.  

Michael Kors reported first fiscal 
quarter revenues inched higher to 
$987.9 million with EPS off 4.6% to 
$.83 on lower shares outstanding.   
Comparable store sales decreased 
7.4% impacted by the continued 
decline in mall traffic as well as a 
decrease in tourism in major cities 
impacted by Brexit and terrorist 
attacks in France. During the past 
quarter, Kors repurchased more than 
8 million of its shares outstanding for 
$400 million at an average price of 
$49.84 as management views the 
stock as “significantly undervalued.” 
The company has $600 million 
remaining authorized for future share 
repurchases. For fiscal 2017, the 
company expects total revenue to be 
flat with the prior year with EPS 
expected in the range of $4.51-
$4.59, representing 2.5% growth at 
the midpoint. KOR’s stock 
rebounded 22% during the past 
quarter. Hold. 

Biogen reported healthy second 
quarter results with revenues up 12% 
to $2.9 billion and EPS popping 22% 
higher to $4.79.  Growth was driven 
by increases in worldwide revenues 
from the company’s multiple 
sclerosis and hemophilia businesses. 
Biogen expects to spin off its 
hemophilia business, Bioverativ, in 
early 2017.  Biogen authorized a new 
$5 billion share repurchase program 
expected to be completed over the 
next three years. Biogen’s stock 
rebounded a healthy 21% during 
the past three months.  Buy. 

Abbott reported second quarter sales 
rose 3% to $5.3 billion. Domestic 
sales increased 4% to $1.66 billion 
while international sales increased 
2.8% to $3.68 billion led by strong 
performance across all of Abbott’s 
business segments. During the 
quarter, Abbott declared its 370th 
quarterly dividend. Abbott expects to 
report EPS of $1.26 to $1.36 in fiscal 
2016. Management remains 
optimistic about the company’s 
pending acquisition of St. Jude 
Medical. Abbott has provided a 
robust 109% total return over the 
last six years. Hold.      

F5 Networks reported third fiscal 
quarter sales increased 3% to 
$496.5 million with EPS increasing 
6% to $1.37.  During the quarter, F5  
repurchased 1.4 million shares of its 
stock at an average price of $107.18 
per share  for a total of $150 million, 
with $924 million remaining 
authorized for future share 
repurchases. F5 Networks ended the 
quarter with about $1.1 billion in cash 
and investments on its weatherproof 
balance sheet. F5’s stock swirled 
up a 17% gain during the past 
quarter. Buy.  

Qualcomm reported strong third 
quarter results with revenues up 4% 
to $6 billion and net income chipping 
in  22%  growth to $1.4 billion.  
These results were well ahead of 
management’s guidance as the 
company made meaningful progress 
with licensees in China. Free cash 
flow increased 64% fiscal year-to-
date to $4.9 billion with  $31 billion in 
cash on the 6/30/16 balance sheet.  
Qualcomm’s stock rebounded 
16% in the past quarter. Buy. 

Apple reported fiscal third quarter 
revenues dropped 15% to $42.4 billion 
with EPS chopped 23% lower to $1.42.  
iPhone units declined 15% in the 
quarter to 40.4 million units. Services 
were the growth engine in the quarter 
with revenues up 19% to $6 billion 
thanks to strong growth from the App 
Store, itunes, Apple Care and Apple 
Pay. Services are expected to continue 
to grow rapidly and approach the size 
of a Fortune 100 company in the next 
year. Fiscal year-to-date, Apple paid 
$9.1 billion in dividends and 
repurchased $24 billion of its own 
shares and ended the quarter with 
$231.5 billion in cash. Apple has 
provided a juicy 220% total return 
over the last six years. Hold.  

Gentex reported second quarter 
revenues trucked 12% higher to 
$423.8 million with net income 
motoring 16% higher to $86.5 million 
and EPS roaring ahead 20% to $.30.   
Free cash flow increased 25% in the 
first half of the year to $198.6 million. 
During the second quarter, the 
company repurchased 3.1 million 
shares at an average price of $15.48 
per share. During the past three 
months, Gentex’s stock sped 13% 
higher. Buy. 

Hormel Foods reported fiscal third 
quarter revenues rose 5% to $2.3 
billion on 1% volume growth with net 
income and EPS each jumping 33% to 
$195.7 million and $.37, respectively.  
Hormel expects a strong finish to fiscal 
2016 and raised their 2016 earnings 
guidance to $1.60 to $1.64 per share. 
Hormel recently celebrated its 125th 
anniversary while we celebrated our 
630% total return from Hormel’s 
stock over the last 15 years. Hold.  

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

ABBOTT 
DECLARED 370th DIVIDEND 

MICHAEL KORS 
$400 MILLION BUYBACK 

APPLE 
$231 BILLION IN CASH 

F5 NETWORKS 
$1 BILLION IN CASH 

BIOGEN 
NEW $5 BILLION BUYBACK 

GENTEX 
DOUBLE-DIGIT GROWTH 

QUALCOMM 
$31 BILLION IN CASH HORMEL FOODS 

125th ANNIVERSARY 
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(continued) 

ADP’s fiscal 2016 revenues 
increased 7% to $11.7 billion with 
EPS up 13% to $3.25. ADP 
generated $1.7 billion in free cash 
flow during the year and a stellar 
33% return on shareholders’ equity. 
Fiscal 2017 revenues are expected 
to increase 7% to 9% with adjusted 
EPS increasing 10% to 12%. Share 
repurchases of $1 billion-$1.4 billion 
are  planned in fiscal 2017. Hold. 

Canadian National Railway reported 
sales declined 9% to $2.8 billion  
with EPS flat  due to the company’s 
share repurchase program.  
Management expects the second 
quarter to be the volume trough for 
the year. In moving toward its 
targeted 35% payout ratio, Canadian 
National’s Board increased the 
quarterly dividend by 20% earlier this 
year. Hold. 

Cisco Systems reported  fiscal 2016 
revenues were relatively unchanged 
at $49.2 billion with net income up 
20% to $10.7 billion and EPS up 
21% to $2.11. Return on 
shareholders’ equity for the year 
improved to 16.9%, which is 
impressive given that the company is 
holding $65.8 billion in cash and 
investments on its balance sheet as 
of year end. Free cash flow rose 
10% during the year to $12.4 billion 
with management returning 70% of 
the cash to shareholders through 
$4.8 billion in dividends and $3.9 
billion in share repurchases at an 
average price of $26.45 per share.  
Management remains committed to 
returning a minimum of 50% of the 
free cash flow to shareholders in the 
future through dividends and share 
repurchases. Hold.  

FactSet Research Systems 
announced it has completed the 
sale of its market research 
business, consisting of Market 
Metrics and Matrix Solutions, for 
$165 million in cash.  FactSet plans 
to use the proceeds to repurchase 
$165 million of its own shares.  
FactSet updated its fiscal fourth 
quarter outlook with revenues  
expected to range between $286 
million and $292 million and GAAP  
EPS expected to range between 
$1.61 and $1.65. Hold. 

Gilead Sciences reported second 
quarter revenues declined 6% to 
$7.8 billion with EPS down 12% to 
$2.58. Hepatitis C drug sales 
declined 18% to $4 billion due to 
increased rebates and discounts, a 
shift in payer mix and lower patient 
starts following the initial rush of the 
more seriously ill patients in the 
prior year. During the first half of the 
year, Gilead repurchased $9 billion, 
of its own shares.  Due to changes 
in payer and patient flow for 
Hepatitis  C treatments, Gilead 
lowered their 2016 sales outlook 
from $30-$31 billion to $29.5-$30.5 
billion. Hold.   

Walgreen Boots Alliance 
announced that its board of 
directors increased the quarterly 
dividend 4.2% for the dividend 
payable Sept. 12, 2016.  
 
This raises the annual rate of the 
dividend from $1.44 per share to 
$1.50 per share and marks the 41st 
consecutive year Walgreen Boots 
Alliance and its predecessor 
company, Walgreen Co., have 
raised the dividend. Hold.  

Alphabet reported strong second 
quarter results with revenues rising 
21% to $21.5 billion and net income 
clicking up 24% to $4.9 billion.  Free 
cash flow increased 53% during the 
second quarter to $7 billion.   
Alphabet ended the quarter with 
more than $78 billion of cash and 
investments on its fortress balance 
sheet. Buy. 

Berkshire Hathaway reported the 
company’s net worth during the first 
half of 2016 increased by 2.9%. Free 
cash flow jumped 29% higher during 
the first half of the year to $9.2 
billion. Berkshire ended the quarter 
with $218 billion in investments, 
including $61.8 billion in cash. Buy. 

MasterCard announced that it has 
entered into an agreement to acquire 
92.4% of VocaLink Holdings Limited 
for about $920 million. Based in 
London, VocaLink operates key 
payments technology platforms.  In 
2015, VocaLink reported revenues of 
£182 million as it processed more 
than 11 billion transactions. The deal 
is expected to be $.05 dilutive to 
each of 2017 and 2018 EPS  for 
MasterCard. Buy. 

The TJX Companies reported 
second quarter revenues rose 7% to 
$7.9 billion with earnings per share  
up 5% to $.84. Free cash flow in the 
first half of the year remained strong 
and increased 24% to $650.2 million. 
The company paid $311.5 million in 
dividends during the first half and 
repurchased $775 million of its own 
shares. Buy. 

QUARTERLY RATING CHANGE 
FROM  BUY TO HOLD 

ADP GENERATED  
33%  RETURN ON EQUITY 

FACTSET 
NEW $165 MILLION BUYBACK 

QUARTERLY RATING CHANGE 
FROM HOLD TO BUY 

ALPHABET 
STRONG 20% GROWTH 

THE TJX COMPANIES 
FREE CASH FLOW UP 24% 

CANADIAN NATIONAL RAILWAY 
INCREASED DIVIDEND 20% 

GILEAD SCIENCES 
$9 BILLION BUYBACK 

WALGREEN 
41 YEARS OF DIVIDEND HIKES 

CISCO 
$65 BILLION IN CASH 

BERKSHIRE HATHAWAY 
$218 BILLION IN INVESTMENTS 

MASTERCARD 
$920 MILLION ACQUISITION 
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STRONG BRAND 
In the 1940’s, Evelyn Overton 
discovered a recipe in a local 
newspaper in Detroit that inspired 
her “Original” cheesecake. In 1972, 
Evelyn and her husband moved to 
Los Angeles and with the last of 
their savings opened The 
Cheesecake Factory Bakery. In 
1978, their son, David Overton, 
decided to open a restaurant in 
Beverly Hills, CA to showcase his 
mother’s selection of cheesecakes. 
The restaurant was an immediate 
success. Today, The Cheesecake 
Factory operates more than 200 
restaurants with revenues topping 
$2 billion.  
 
Over the last 38 years, The 
Cheesecake Factory has developed 
a strong brand as an upscale, 
casual dining restaurant appealing 
to a broad demographic range. The 
Cheesecake Factory is known for 
excellent service and offering 
generous portions from an 
extensive menu of more than 200 
items which includes about 50 
varieties of its legendary and 
signature cheesecakes. The firm’s 
strong brand identity results in a 
significant level of dessert sales that 
account for about 16% of  total 
sales and are five times higher than 
most restaurant dessert sales. For 
calorie conscious customers, a 
supplementary  SkinnyLicious menu 
offers about 50 items at 590 
calories or less. Substantially all 
menu items, except the desserts 
made at their bakery operations, 
are prepared daily  with high quality, 
fresh ingredients using innovative 
and proprietary recipes. The entire 
menu is updated twice a year for 
customer appeal and pricing.  
 
The Cheesecake Factory has been 
named to Fortune Magazine’s list of 

NEW STOCK 
THE CHEESECAKE FACTORY (CAKE-$52.52) 

26901 Malibu Hills Road, Calabasas Hills, CA 91301  www.thecheesecakefactory.com 

the 100 Best Companies to Work 
For® for three consecutive years 
thanks to a  talented management 
team with careers that span between 
11-26 years with the company. David 
Overton remains the company’s 
Chairman and CEO and owns more 
than 7% of the business.  
 

TASTY DIVIDENDS 
The Cheesecake Factory generates 
consistent cash flows. Cash flow 
from operations has approximated 
$200 million each year over the last 
five years. Management is 
continuing to expand stores at a 
disciplined pace to provide for future 
growth. At the same time, the 
company is returning substantially all 
free cash flow after capital 
expenditures to shareholders in the 
form of dividends and share 
repurchases. An initial dividend of 
$.24 per share was paid in 2012 and 
has rapidly grown  to $.96 per share 
in 2016 after a recent tasty 20% 
increase in the dividend.  
 
In addition, the board of directors  
recently expanded the share 
repurchase authorization by 7.5 
million shares to 56 million shares 
underscoring their confidence in the 
firm’s future prospects. Year-to-date, 
the company has repurchased 1.6 
million shares of its common stock  
for $76.6 million at an average cost 
of $47.88 per share.  

SOLID LONG-TERM GROWTH 
The Cheesecake Factory has 
generated positive comparable store 
sales growth for more than six years 
as it gains market share.  For fiscal 
2016, comparable store sales growth 
is expected to be about 1% with the 
company increasing their expected 
2016 EPS outlook to $2.70-$2.76. 
Management expects solid long-term 
growth with a goal of operating 300 
restaurant locations in the U.S. while 
accelerating growth in international 
markets. In fiscal 2016, the company  
plans to open as many as eight  
domestic restaurants  while opening 
four to five licensed restaurants 
internationally. This includes the first 
The Cheesecake Factory restaurant 
in China which opened in June 2016 
at the Shanghai Disney Resort. 
During the second quarter, the 
company rolled out nationally their 
mobile payment app, CakePay, 
which improves convenience both for 
guests and servers. The Cheesecake 
Factory was selected by MasterCard 
for an upcoming national advertising 
campaign which should generate 
significant awareness for both 
CakePay and the restaurants.   
 
Long-term investors hungry for a HI-
quality company with a strong brand, 
consistent cash flows, a rapidly 
growing dividend and solid growth 
should consider ordering a slice of 
The Cheesecake Factory. Buy.  

The Cheesecake Factory owns and operates more than 200 full-service, casual dining restaurants throughout the U.S. 
and Puerto Rico, including 189 restaurants under The Cheesecake Factory name, 12 Grand Lux Cafes and one 
RockSugar Pan Asian Kitchen. Internationally, The Cheesecake Factory operates 12 restaurants under licensing 
agreements. The company’s bakery division operates two bakery production facilities for its restaurants and other 
customers. 

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000) 

4.6% $2,100,609 $1,976,624 $1,877,910 $1,809,017 $1,757,624 

Net Income 
(000) 

5.0% $116,523 $101,276 $114,356 $98,423 $95,720 

EPS 8.8% $2.30 $1.96 $2.10 $1.78 $1.64 

Dividend - $.73 $.61 $.52 $.24 - 

Profit Margin  5.5% 5.1% 6.1% 5.4% 5.4% 
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ICONIC BRANDS 
In 1923, following a failed animated 
cartoon venture, a young Walt Disney 
relocated from Kansas City to Los 
Angeles to pursue animation and 
filmmaking dreams. The Walt Disney 
Company began in a room rented for 
$10 a month where Walt Disney and 
his brother, Roy, produced short live-
action/animated films. Within four 
months, the ever-growing staff 
moved to a larger space next door 
where the sign on the window read 
“Disney Bros. Studio.”  
 
Much of the foundation for Disney’s 
iconic brands was built during the 
next 15 years: Mickey Mouse was 
“born” in 1928, followed by Pluto, 
Goofy, Donald Duck and the gang. In 
1937, to critical acclaim, Disney 
released Snow White and The Seven 
Dwarfs, the first full-length animated 
film. Years later, Walt Disney had a 
vision for a “magical park”  filled with 
rivers, waterfalls, mountains, flying 
elephants, giant teacups, a fairy-tale 
castle, moon rockets and a scenic 
railway where the young and the 
young-at-heart could enjoy making 
memories together. Walt’s magic 
kingdom called Disneyland opened in 
1955.  
 
Building on its founder’s dreams, The 
Walt Disney Company has become a  
global media and entertainment 
empire by leveraging its iconic 
brands and franchises across 
multiple platforms—films, home 
video, merchandising, theme parks, 
musicals and interactive games.  
 

STRONG CASH FLOWS 
During the past five fiscal years, 
Disney has generated more than $27 
billion in free cash flow and returned 
$32 billion to shareholders through 
dividends and share repurchases. 
Despite ramped-up capital spending   
prior to the opening of Shanghai 

NEW STOCK 
THE WALT DISNEY COMPANY (DIS-$95.97) 

500 South Buena Vista Street, Burbank, CA  91521  www.thewaltdisneycompany.com 

Disneyland in June, year-to-date free 
cash flow increased 26% to $5.7 
billion, boosted by efficient working 
capital management. Disney has 
returned $7.1 billion to shareholders 
this fiscal year through dividends and 
share buybacks. With year-to-date 
share repurchases of $6.6 billion  at 
an average cost of $101.54 per 
share, Disney is well on track to buy 
back up to $8 billion of its shares this 
year. In June, Disney announced a 
7.6% increase in the semi-annual 
dividend to $0.71 per share. Disney 
has paid dividends for 61 
consecutive years.    
 
Disney’s strong cash flow has 
enabled it to invest in profitable 
growth. Since its 2006 acquisition of 
Pixar, Disney has released 29 films 
with an astonishing average global 
box office  of about $800 million 
each under the Pixar, Lucasfilm 
(2012 purchase), Marvel (2009 
purchase)  and Disney Animation 
banners. Box office sales are further 
monetarized across Disney’s 
Consumer Products, Television and 
Parks & Resorts platforms.  
 
Disney recently announced the $1 
billion purchase of a 33% stake in 
BAMTech, the industry leader in 
video streaming, data analytics and 
commerce management, a service 
built by Major League Baseball.  
Disney has the option for future 

majority ownership. This significant 
technology infrastructure investment 
is in response to threats to Disney’s 
lucrative ESPN franchise from cord 
cutters, over-the-top TV and “skinny” 
bundles. BAMTech  will become a 
key partner in delivering streaming 
video and other digital products from 
ESPN, ABC and  Disney.  
 

PROFITABLE GROWTH 
During the past five fiscal years, 
Disney has produced strong growth. 
Revenues have compounded at a 6% 
annual rate with net income up 15% 
annually and EPS growing at an 18% 
annual clip on the heels of expanding 
gross margins and fewer outstanding 
shares.  
 
Disney reported solid third fiscal 
quarter results with revenues 
increasing 9% to $14.3 billion, net 
earnings up 5% to $2.6 billion and 
EPS up 10% to $1.59. These strong 
results resulted from stellar Studio 
Entertainment performance led by 
Captain America, Finding Dory, 
Jungle Book, Zootopia and Star Wars 
plus improvement in U.S. Parks & 
Resorts operations.  
 
Investors seeking to build magical 
long-term results should consider 
The Walt Disney Company, a HI-
quality company with iconic brands, 
strong cash flow and profitable 
growth. Buy. 

The Walt Disney Company is a media and entertainment giant with global operations in media networks, theme parks, 
filmed entertainment and consumer products. Disney’s crown jewels include: ESPN and ABC; Disney theme parks in the 
U.S., France, Japan, China; and movie franchises such as Frozen, The Lion King, Aladdin, Star Wars, Spider-Man, X-
Men distributed under the Walt Disney Pictures, Pixar, Lucasfilm and Touchstone banners.   

Fiscal Year  
Dec. 
 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000,000) 

6.4% $52,465 $48,813 $45,041 $42,278 $40,893 

Net Income 
(000,000) 

14.9% $8,382 $7,501 $6,136 $5,682 $4,807 

EPS 18.1% $4.90 $4.26 $3.38 $3.13 $2.52 

Dividend 45.8% $1.81 $0.86 $0.75 $0.60 $0.40 

Profit Margin  16.0% 15.4% 13.6% 13.4% 11.8% 
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UNDER THE SPOTLIGHT 
 

STRONG BRANDS 
The Priceline Group’s business was 
launched in 1998 in the U.S. under 
the priceline.com brand. Since then, 
the operations have expanded to 
include other strong travel-related 
brands, including Booking.com, 
agoda.com, rentalcars.com, KAYAK 
and OpenTable.  
 
Booking.com is available in 42 
languages and is the most profitable 
and largest online accommodation 
reservation service in the world with 
more than one million properties, 
including more than 390,000 vacation 
rental properties, in over 220 
countries.  Agoda.com is a growing 
Asian online hotel reservation 
service.  
 
Priceline.com offers leisure travelers 
primarily in the U.S. multiple ways to 
save on airline tickets, hotel rooms, 
car rentals, vacation packages and 
cruises.  
 
Rentalcars.com is a multinational car 
hire service, offering its reservation 
services in over 46,000 locations.  
 
KAYAK, acquired in 2013, is a 
leading travel research site allowing 
people to easily compare hundreds of 
travel sites at once when searching 
for flights, hotels and rental cars.  
 
OpenTable, acquired in 2014, is a 
leading brand for booking online 
restaurant reservations. OpenTable 
primarily does business in the United 
States with plans to expand 
internationally.   

 STRONG CASH FLOW 
Priceline’s business is not capital 
intensive and thus generates very 
strong free cash flows, which have 
steadily and rapidly grown from 
$140 million in 2007 to $3.0 billion 
last year. 
 
Through the first half of 2016, 
operating cash flow increased an 
additional 44% to $1.3 billion. 
Thanks to the strong cash flows, 
the company ended the 6-30-16 
quarter with more than $5 billion in 
cash and investments (net of debt) 
on its hospitable balance sheet, 
after spending $525,000 on share 
repurchases during the first half of 
the year.  
 

STRONG GROWTH 
Over the last five years, Priceline 
has provided jet-setting growth with 
revenues soaring at a 21% annual 
rate to $9.2 billion in 2015 and net 
income compounding at a speedy 
25% annual rate to $2.6 billion.  
 
The company’s business is highly 
profitable with net profit margins 
expanding from 24% in 2011 to 
nearly 28% in 2015.  

SECOND QUARTER 2016 
Despite a challenging market 
backdrop due to a sluggish global 
economy and geopolitical events, 
The Priceline Group booked strong 
second quarter 2016 results.  
Revenues and net income each 
increased 12% to $2.6 billion and 
$581 million, respectively, with EPS 
up 17% to $11.60 on fewer shares 
outstanding.  
 
Gross bookings increased 19% year-
over-year to nearly $18 billion with 
customers booking reservations for 
141 million room nights in the 
quarter, up 24% from the prior year 
period. 
 
Looking ahead to the third quarter, 
management expects continued 
double-digit growth with revenues 
expected to increase about 12% to 
17% with EPS between $26.10 and 
$27.60, up nearly 15% at the mid-
point from last year.   
 
Long-term investors should consider 
booking a reservation with The 
Priceline Group, a HI-quality 
company with strong brands, strong 
cash flows and strong growth. Buy.  
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THE PRICELINE GROUP (PCLN-$1422.47) 
800 Connecticut Ave, Norfolk, CT 06854 www.pricelinegroup.com 

The Priceline Group  is the world leader in online travel and related services, provided to customers and partners in over 
220 countries through six primary brands - Booking.com, priceline.com, KAYAK, agoda.com, rentalcars.com, and 
OpenTable. The Priceline Group helps people experience the world by providing consumers, travel service providers 
and restaurants with leading travel and restaurant reservation and related services. 

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000) 

 20.6% $9,223,987 $8,441,971 $6,793,306 $5,260,956 $4,355,610 

Net Income 
(000) 

 24.7% $2,551,360 $2,421,573 $1,892,663 $1,419.566 $1,056,371 

EPS 24.4% $49.45 $45.67 $36.11 $27.66 $20.63 

Profit Margin  27.7% 28.7% 27.9% 27.0% 24.3% 


