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After a long and contentious election season, 
the American people elected a new president. 
Just like with Brexit, the polls got it wrong. 
Donald Trump surprised the pollsters and 
pundits by emerging as the winner over Hilla-
ry Clinton. As the election results rolled in 
state by state, Mr. Market became fearful. 
The Dow Jones Industrial Average futures 
plummeted 800 points on election night as a 
Trump victory became more apparent. How-
ever, by the next morning, Mr. Market’s mood 
shifted quickly and not only did the 800 point 
decline reverse itself, but the Dow ended the 
day up 250 points for a volatile 1,000 point 
swing in a matter of hours. The Trump rally 
continued with the Dow generating its biggest 
weekly gain in five years. The Dow Jones In-
dustrial Average rose 5%, ending the election 
week at a record high of 18,848 before re-
cently topping the 19,000 milestone.  
 
Despite concerns about immigration and 
trade reform which could hurt economic 
growth, Trump’s campaign promises to re-
duce regulations in the healthcare and fi-
nance sectors, increase infrastructure spend-
ing and lower corporate and personal tax 
rates led to sharp gains in many stocks. At 
the same time, the risk of potentially higher 
inflation and wider budget deficits sent yields 
on global bonds rising and the bond market 
tumbling as bond prices and yields move in 
opposite directions.   
 
High-quality healthcare stocks such as 
AbbVie, Biogen and Express Scripts 
gained a healthy 10%-15% in the week fol-
lowing the election. Infrastructure-related 
stocks such as Fastenal, Fluor and Westing-
house Air Brake Technologies also 
chugged 10%-15% higher. Financial stocks 
cheered the potential for less regulation with 
T. Rowe Price and Westwood Holdings  
jumping 11% and 15%, respectively, in the 
post-election week. Berkshire Hathaway, 
which owns both financial and infrastructure-
related businesses, also hit 52-week highs as 
the stock rose 10% during the Trump bump.  

In a post-election interview with CNN, Warren 
Buffett, CEO of Berkshire Hathaway, said, “The 
stock market will be higher 10, 20 and 30 years 
from now and it would have been with Hillary  
and it will be with Trump.” Buffett added that he 
had been buying stocks in the weeks prior to 
the election, and he continued to buy stocks 
after the election. Individual investors should 
also maintain a long-term perspective despite 
short-term market volatility. It is helpful to keep 
in mind that many campaign promises are not 
kept or take time to work their way through our 
ponderous political system. Over the decades, 
management teams of high-quality companies 
successfully adapt to  new economic and tax 
policies which change from one administration 
to the next. 
 
Over the long term, earnings and interest rates 
drive business valuations. Earnings are improv-
ing as the energy earnings recession of the past 
five quarters has ended. Third-quarter 2016 ad-
justed earnings for the S&P 500 companies are 
expected to increase 2.9% from the prior year 
period according to FactSet and should  contin-
ue to improve in 2017. While the Federal Re-
serve is expected to gradually increase interest 
rates, with a small 1/4% increase anticipated in 
December, interest rates continue to remain at 
historically low levels. Improving earnings 
growth and low interest rates, more than poli-
tics, will weigh on stock prices in the year 
ahead. With the stock market hitting record 
highs, we currently find very few bargains 
among high-quality stocks. At the same time, 
most of our high-quality stocks are trading in a 
zone of reasonableness, although several are a 
bit on the high side which may prompt further 
profit-taking if prices continue to rise (see p. 4).  
 
The father of security analysis, Ben Graham, 
described the stock market in the short term as 
an imperfect voting machine where stock prices 
are based partly on emotion and partly on rea-
son. In the long term, the stock market is a 
weighing machine where prices are driven by 
fundamentals.  In other words, business funda-
mentals and valuations trump politics!  

BUSINESS FUNDAMENTALS AND  
VALUATIONS TRUMP POLITICS! 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
11-21-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

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

$26.34 
22.68 

$39.76 93% HOLD Sold vision care business to JNJ for 
$4.3 billion 

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

28.57 
24.59 

60.42 145% BUY Increased dividend 12% 

Accenture-ACN Consulting 03-06-12 59.95 119.68 126% HOLD Increased dividend 10% 

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 

 
784.80 
769.20 

 
75% 

202% 

 
BUY 

New $7 billion share repurchase 
program; ended 3Q with  $83 billion in 

cash 

Apple-AAPL Computers, iPhones 09-07-10 36.97 111.73 225% HOLD Ended fiscal 2016 
 with $237 billion in cash 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 95.59 13% HOLD Increased dividend 7.5%, marking 
42nd straight year of dividend hikes 

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

30.86 
37.09 

47.06 42% HOLD New $1.5 billion buyback  

Becton Dickinson-BDX Medical technology 03-13-02 
 

36.74 
 

172.07 423% HOLD Increased dividend 11%, marking 45th 
consecutive year of dividend hikes 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

158.71 496% HOLD Free cash flow +27% YTD to  $15.7 
billion with company ending 3Q with  

more than $68 billion in cash 

Biogen-BIIB Biotechnology 09-09-15 310.27 318.32 3% HOLD Received FDA fast track designation  
for Alzheimer’s disease treatment 

Brown-Forman-BFB Liquor 03-10-00 5.32 46.65 949% HOLD Increased dividend 7%, marking 33rd  
straight year of dividend increases 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 65.97 16% HOLD New $2 billion share buyback 

Cheesecake Factory-
CAKE 

Restaurants 09-02-16 51.25 58.50 14% BUY Expect 2016 EPS growth of 19%-20% 

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

5.78 
20.10 

30.05 118% HOLD Ended fiscal first quarter with $71 
billion in cash 

Cognizant Tech.-CTSH IT Consulting 09-07-12 33.43 55.10 65% BUY Earnings up 12% in 3Q 

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

1.18 
53.99 

76.10 230% BUY Free cash flow +35% YTD  
to $2.4 billion 

F5 Networks-FFIV Network technology 09-09-15 121.84 143.77 18% HOLD 31% return on equity in fiscal 2016 ; 
expect double-digit EPS growth in ‘17 

FactSet Research-FDS Financial Information 03-14-14 104.42 163.19 60% BUY In past year returned $431 million to 
investors in dividends and buybacks 

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

4.89 
50.50 

45.26 5% HOLD YTD repurchased $59 million of stock 
and paid $260 million in dividends 

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

51.15 
37.42 
54.91 

52.25 11% HOLD Took 3Q charge and lowered 2016 
EPS outlook to $2.20-$2.40; Backlog 

increased 6% to $44.3 billion 

Gentex-GNTX Auto Mirrors 12-08-15 16.29 18.16 14% BUY 3Q sales +10%, EPS +19% 

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

 

20.81 
84.10 

 

95.96 48% HOLD Lowered sales and EPS outlook with  
2016 EPS of  $4.55-$4.60 expected 

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

18.64 
101.90 

74.98 131% HOLD YTD repurchased $10 billion of its 
own shares 

*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 
11-21-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 34.94 564% HOLD Increased dividend 17%, marking 51st 
consecutive year of dividend increases 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 115.00 307% HOLD Acquired ABT’s vision care business for  
$4.3 billion 

Michael Kors-KORS Luxury accessories 03-12-15 65.40 48.14 -26% HOLD Repurchased $250 million of  stock in 2Q 

3M-MMM Diversified 03-07-07 73.70 171.52 172% HOLD Free cash flow +19% in 3Q to $1.6 billion 

MasterCard-MA Global payments 09-05-14 76.45 105.94 41% BUY Reported double-digit sales and earnings 
growth in 3Q 

Maximus-MMS Business services 06-02-16 57.54 56.21 -2% BUY Reported double-digit revenue, EPS and free 
cash flow growth in fiscal 2016 

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

30.16 
26.94 

60.86 144% HOLD Increased dividend 8% and new $40 billion 
share buyback program 

Oracle-ORCL Software 09-05-13 32.32 39.89 29% HOLD In fiscal 1Q paid $618 million in dividends 
and repurchased $2 billion of its shares 

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

29.49 
27.28 

57.14 132% HOLD Trailing 12-month return on equity was a 
sterling 39% 

PepsiCo-PEP Food and beverages  03-14-14  81.89 102.26 52% HOLD Increased dividend 7%, marking 44th straight 
year of dividend increases 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

85.36 -29% HOLD Acquired Transamerican Auto Parts for 
$655 million 

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

629.62 
1,119.68 

1524.18 74% BUY Free cash flow up 27% YTD; expect double-
digit 4th quarter 2016 EPS growth 

Qualcomm-QCOM Wireless technologies 06-06-13 62.83 67.10 16% HOLD Acquiring NXP Semiconductor N.V. for  
$47 billion 

Starbucks-SBUX Coffee Retailer 06-14-14 37.26 56.10 55% BUY Increased dividend 25% 

Stryker-SYK Medical technology 03-11-09 32.09 111.47 270% HOLD MAKO surgical robot unit sales up  
75% in 3Q 

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

5.09 
72.35 

77.67 60% BUY Raised fiscal 2017 adjusted EPS outlook to 
$3.46-$3.48 

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

53.98 
80.59 

73.73 21% BUY Repurchased  $547 million or 3% of shares 
outstanding YTD 

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

74.92 
79.57 
67.90 

114.70 83% 

 

HOLD YTD paid $2 billion in dividends and 
repurchased 19.5 million shares for $2 billion 

at average price of  $102.56 per share 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 106.85 287% BUY Free cash flow +16% YTD to $3.5 billion 

Walgreen Boots Alliance-WBA Drugstores 09-12-08 36.38 84.42 155% HOLD Free cash flow +48% to $6.5 billion in  fiscal 
2016 

Walt Disney-DIS Media/Entertainment 09-02-16 94.43 97.63 3% BUY Free cash flow +27% in fiscal 2016 to $8.4 
billion;  generated 22% return on equity 

Wabtec-WAB Railway products 12-08-15 73.57 86.62 18% HOLD On track to complete Faiveley acquisition 

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

35.88 
59.72 

61.51 39% HOLD Increased dividend 9%; new $5 million share 
buyback 

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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sale” rule. The wash-sale rule 
states that your tax write-off will be 
disallowed if you buy the same se-
curity or a “substantially identical” 
security within 30 days before or 
after the date you sold the loss-
generating investment. After com-
plying with the wash-sale rule, if the 
stock we sold still appears reason-
ably valued and fundamentally 
sound, we may repurchase it.  
Where appropriate in specific client 
portfolios, the following stocks 
might be candidates for tax-loss 
harvesting opportunities this year if  
their stock prices pulled back mate-
rially from initial purchase prices.  

Fluor reported disappointing third 
quarter results with revenues up 9% 
to $4.8 billion and net income  
plunging 97%, reflecting a substan-
tial charge for estimated cost in-
creases on a petrochemical facility 
in the U.S. As a result, Fluor low-
ered their EPS guidance for 2016 to 
a range of $2.20-$2.40. New 
awards for the quarter were $7 bil-
lion.  Consolidated ending backlog 
increased 6% to $44.3 billion as of 
quarter end. The company expects 
results to improve in 2017 with EPS 
in the range of $2.75-$3.25. Hold. 

Gilead Sciences reported third 
quarter revenues declined 10% to 
$7.5 billion with  EPS down 19% to 
$2.49. Hepatitis C (HCV) product 
sales declined 31% to $3.3 billion 
due to a decline in patient starts as 
the sickest patients have been 
cured and lower revenue per pa-
tient from pricing discounts. Over 
1.2 million people have been cumu-
latively treated and cured of HCV, 
which is a remarkable scientific 
achievement. Year-to-date, Gilead 
has repurchased 110 million shares 
for $10 billion. Hold.  

PORTFOLIO REVIEW 

DIVIDENDS 
 

Since the last  issue, the following dividends 
per share were received:Abbott ($.26), 
AbbVie ($.57), Accenture ($1.21) Apple 
($.57), ADP ($.53), Baxter ($.13), Becton 
Dickinson ($.66), Brown-Forman ($.17), 
Canadian National ($.29), Cisco ($.26),   
FactSet Research ($.50), Fastenal ($.30), 
Fluor ($.21), Gentex ($.09),  Genuine Parts 
($.66), Gilead Sciences ($.47), Hormel 
Foods ($.15), Johnson & Johnson ($.80), 
MasterCard ($.19), Maximus ($.05), 
Microsoft ($.36), 3M ($1.11), Oracle ($.15), 
Paychex ($.46), Pepsi ($.75), Polaris ($.55), 
Qualcomm ($.53), Starbucks ($.20), Stryker 
($.38), T. Rowe Price ($.54), TJX ($.26), 
United Parcel Services ($.78), United 
Technologies ($.66), Walgreen ($.38), 
Wabtec ($.10) and Westwood Holdings 
($.57).  
 

Michael Kors reported fiscal second 
quarter revenues declined 4% to $1.1 
billion with EPS 6% lower to $.95. 
Results continued to be impacted by 
the declines in mall traffic and tour-
ism in certain major cities as well as 
the company’s decision to reduce 
inventory to the U.S. wholesale chan-
nel to lessen promotional activity in 
an increasingly competitive industry. 
During the second quarter, the com-
pany repurchased approximately five 
million of its own shares for $250 mil-
lion. Kors lowered their sales and 
earnings outlook for fiscal 2017 with 
revenues expected to approximate 
$4.55 billion and EPS expected in the 
range of $4.32-$4.38. Hold. 

Polaris reported third quarter net 
sales skidded 19% to $1.2 billion with 
net income plummeting more than 
75% due to substantial warranty, le-
gal and other costs associated with 
product recall activity.  Given the dis-
appointing results, Polaris lowered its 
2016 earnings guidance to a range of 
$3.40 to $3.60  per share with sales 
expected to be down in the mid- to 
high-single digit percent range. Hold. 

 WHEN THERE IS NOTHING TO DO, 
DO NOTHING! 

As we reviewed our portfolio this 
quarter, we found ourselves in an 
unusual position...with nothing to do.    
We, thus, heeded Warren Buffett’s 
wise advice, “When there is nothing 
to do, do nothing.” With the stock 
market trading near record highs, 
undervalued stocks were as scarce 
as hen’s teeth as we shopped for 
new stock ideas. At the same time, 
most of our  stocks were trading in a 
zone of reasonableness, which ena-
bled us to patiently sit on our assets 
as the underlying values of our high-
quality businesses continued to grow.  
 
However, if Mr. Market pushes stock 
prices much higher through a Santa 
Claus rally, we may stuff some addi-
tional profits in our stockings this year 
from stocks attaining full valuations.   
 
On the other hand, Mr. Market may 
turn into a Grinch by greeting the 
Federal Reserve’s expected Decem-
ber interest rate hike with fear. If  this 
drives stock prices lower like last 
year, we may find more attractive 
investment opportunities to deploy 
cash for the long term.  
 

TAX LOSS HARVESTING 
While our inactivity this quarter  might 
appear as if we are just twiddling our 
thumbs, this is the time of year that 
we review each client’s portfolio for 
potential tax-loss harvesting opportu-
nities. We carefully attempt to ensure 
that the tax tail does not wag the in-
vestment dog. However, in taxable 
portfolios which have realized signifi-
cant long-term capital gains during 
the year, we review each portfolio to 
see if opportunities exist to sell a 
stock with an unrealized loss to help 
mitigate the tax consequences of the 
capital gains taken.  
 
We may then replace the sold stock 
with another security which offers a 
better potential long-term return while 
maintaining the client’s asset alloca-
tion. Alternatively, we may hold the 
sale proceeds in cash for thirty-one 
days to comply with the IRS’s “wash- 

 FLUOR BACKLOG 
 UP 6% TO $44 BILLION 

 GILEAD SCIENCES 
$10 BILLION BUYBACK 

 POLARIS 
TOUGH SLEDDING 

MICHAEL KORS 
$250 MILLION BUYBACK 
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(continued) 
 

REALIZED GAINS AND LOSSES OVER THE LAST 12 MONTHS 

 

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 

COMPUTER PROGRAMS 
AND SYSTEMS 

03/12/13 09/02/16 -52% Sold position due to higher debt, lower earnings and cash flow 
and a cut in the dividend following an acquisition 

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

MICROSOFT 06/07/07 09/02/16 +92% Fully valued, trimmed position 

PAYCHEX 12/03/10 09/02/16 +107% Fully valued, trimmed position 

PEPSICO 03/14/14 03/09/16 +23% 
 

Fairly valued, trimmed position 

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

06/02/16 
06/02/16 

+9% Revenue and  core EPS declined, sold position 

SHIRE PLC 06/03/16 09/02/16 +1% Received shares as part of Baxalta acquisition, sold position 
due to debt-laden balance sheet and full valuation 

WALGREEN BOOTS ALLI-
ANCE 

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

WALMART 03/14/14 
09/16/96 

 

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 

11-21-16 
 

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 96-150 111.73 $8.31 $9.04 13.4 4.6 2.8 2.1% 8% 7% 36% 185% 55% 1.3x $215,639,000 

ABBV 63-85 60.42 3.13 3.76 16.3 15.2 4.3 4.2 7% 9% 140% 100+ 100+ 1.8 22,859,000 

ABT 38-50 39.76 1.72 .61 60.2 2.8 2.9 2.6 2% 41% 12% 36 29 1.6 20,405,000 

ACN 93-124 119.68 6.45 5.93 18.6 9.1 2.3 2.0 4% 14% 54% 65 0 1.3 32,822,723 

ADP 74-99 95.59 3.25 3.51 28.6 10.2 3.7 2.4 7% 8% 33% 66 47 1.1 11,667,800 

BAX 38-53 47.06 .72 1.91 40.6 3.0 2.6 1.1 4% -1% 11% 30 33 2.5 9,968,000 

BDX  136-
178 

172.07 4.49 7.30 38.3 4.6 2.9 1.5 13% -4% 10% 29 132 1.5 12,483,000 

BF.B  35-45 46.65 2.61 1.79 17.9 13.8 4.6 1.6 3% 13% 68% 35 147 2.9 4,011,000 

BIIB 252-
377 

318.32 15.34 18.62 18.0 5.8 6.5 - 21% 32% 38% 61 54 3.2 10,763,800 

BRK.B ! 131-
167 

158.71 10,564 11,000 21.9 1.5 1.9 - 9% 12% 10% n/a n/a n/a 200,843,000 

CAKE 51-70 58.50 2.30 2.84 21.7 4.6 1.3 1.7 5% 9% 20% 11 15 0.7 2,100,609 

CNI 63-86 65.97 4.39 4.45 14.6 3.4 4.0 1.7 43% 13% 24% 1 66 1.0 12,611,000 

CSCO  23-33 30.05 2.11 1.95 14.4 2.4 3.1 3.5 2% 9% 17% 112 48 3.6 49,247,000 

CTSH 53-73 55.10 2.65 2.54 21.5 3.1 2.7 - 19% 17% 18% 47 8 3.6 12,416,000 

DIS 79-118 97.63 4.90 5.73 18.4 3.7 2.9 1.5 7% 16% 22% 21 38 1.0 52,465,000 

ESRX  71-97 76.10 3.56 4.58 18.0 3.0 0.5 - 22% 9% 14% 15 96 0.7 101,751,800 

FAST  38-52 45.26 1.77 1.71 26.3 6.8 3.4 2.7 9% 10% 29% 8 23 5.4 3,869,187 

FDS 141-
190 

163.19 8.19 7.04 19.9 12.6 5.8 1.3 9% 19% 66% 49 58 2.3 1,127,092 

FFIV 100-
159 

143.77 5.38 6.20 26.7 7.9 4.7 - 10% 12% 31% 97 0 1.5 1,995,034 

FLR 45-66 52.25 2.85 2.29 44.3 2.3 0.4 1.6 -6% -4% 16% 66 50 1.5 18,114,000 

GILD 83-120 74.98 11.91 9.97 7.0 5.7 3.0 2.5 40% 61% 98% 182 162 3.5 32,639,000 

GNTX 15-21 18.16 1.08 1.21 15.1 2.8 3.4 2.1 11% 17% 19% 40 11 7.1 1,543,618 

GOOGL!! 707-
985 

784.80 22.84 27.98 28.7 4.0 7.2 - 19% 11% 14% 62 3 6.9 74,989,000 

GPC  80-107 95.96 4.63 4.58 20.7 4.3 0.9 2.8 5% 7% 22% 7 9 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). 
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 

11-21-16 
 
 

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  29-39 34.94 1.64 1.71 21.3 4.1 1.9 1.6% 4% 15% 20% 9% 6% 1.9x $9,523,224 

JNJ  95-123 115.00 5.48 6.72 20.2 4.3 4.3 2.8% 2% 12% 22% 56 32 2.7 70,074,000 

KORS 41-74 48.14 4.44 4.41 11.1 4.7 1.7 - 38% 54% 42% 11 5 1.6 4,712,100 

MA 91-126 105.94 3.35 3.75 29.3 18.6 12.0 .7 10% 23% 63% 122 54 1.7 9,667,000 

MMM 137-
182 

171.52 7.58 8.17 21.6 8.6 3.4 2.6 1% 6% 41% 17 78 1.6 30,274,000 

MMS 45-70 56.21 2.69 3.00 20.9 4.9 1.5 .3 23% 25% 24% 9 22 1.8 2,403,360 

MSFT 42-57 60.86 2.10 2.97 29.1 6.7 5.6 2.7 4% 1% 23% 195 86 2.7 85,320,000 

ORCL 35-47 39.89 2.07 2.15 19.0 3.4 4.4 1.5 0% 1% 19% 143 92 4.9 37,047,000 

PAYX 42-55 57.14 2.04 2.22 27.7 10.4 7.0 3.3 7% 8% 40% 48 0 2.1 2,950,000 

PCLN 1346-
2258 

1,524.18 49.45 37.41 38.8 7.7 8.2 - 21% 24% 29% 140 65 2.0 9,223,987 

PEP 86-108 102.26 3.67 4.81 19.8 11.5 2.3 3.0 -1% -2% 45% 116 230 1.3 63,056,000 

PII 71-112 85.36 6.75 3.48 21.6 5.9 1.2 2.5 15% 21% 46% 13 45 1.2 4,719,290 

QCOM 53-79 67.10 4.00 4.26 19.3 3.2 3.9 3.2 14% 4% 17% 101 33 3.1 23,190,000 

SBUX 48-71 56.10 1.90 2.14 29.5 13.9 3.8 1.8 13% 21% 48% 58 54 1.0 21,315,900 

SYK 95-125 111.47 3.78 5.53 25.4 4.5 4.2 1.4 5% 2% 17% 32 72 3.0 9,946,000 

TJX  73-97 77.67 3.33 3.44 22.8 11.8 1.6 1.4 7% 15% 53% 65 52 1.6 30,944,938 

TROW 73-90 73.73 4.63 4.38 16.6 3.8 4.3 3.0 11% 12% 26% 66 0 2.8 4,200,600 

UPS 100-
124 

114.70 5.35 5.82 20.4 36.4 1.7 2.8 2% 9% 196% 100+ 100+ 1.2 58,363,000 

UTX 100-
131 

106.85 4.53 6.60 23.1 2.9 1.6 2.5 4% -1% 16% 23 69 1.3 56,098,000 

WAB 65-95 86.62 4.10 4.03 21.8 4.5 2.3 .5 14% 24% 24% 15 48 2.7 3,307,998 

WBA 68-97 84.42 3.82 5.01 22.1 3.0 0.8 1.8 13% 12% 14% 32 62 0.6 117,351,000 

WHG 45-66 61.51 3.33 2.26 25.7 3.9 4.1 4.1 17% 14% 20% 57 0 4.1 130,936 

(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.   
 



Page 8                                                                                          Hendershot Investments,  Dec.  2016 

 

 
 

During the past three months, the 
S&P 500 index was highly volatile 
amid election uncertainty but  
remained fairly flat for the period, 
rising less than 1%. The following HI-
quality stocks all generated 5% or 
better gains during the same period.  

Westwood Holdings reported third 
quarter revenues declined 2% to 
$31.8 million with EPS dropping 17% 
to $0.72 due to lower average assets 
under management as a result of net 
outflows, partially offset by market 
appreciation. Westwood year-to-date 
has returned more than $20 million 
to shareholders through dividends of 
$14.8 million and share repurchases 
of $5.6 million. During the quarter, 
Westwood’s Board of Directors 
authorized an additional $5 million 
for share repurchases and increased 
the dividend 9%, marking the 14th 
consecutive year of dividend 
increases. The dividend currently 
yields 4.1%. Westwood’s stock 
jumped 23% during the past 
quarter. Hold. 

F5 Networks reported fourth quarter 
revenues increased 5% to $525 
million with EPS up 21% to $1.64. 
For the full fiscal 2016 year, revenue 
increased 4% to just under $2 billion 
with EPS up 7% to $5.38. F5 
Networks generated a forceful 31% 
return on shareholders’ equity during 
fiscal 2016 and $648 million in free 
cash flow, ending the year with more 
than $1.1 billion on its weatherproof 
balance sheet. F5 repurchased more 
than $700 million of its shares during 
the fiscal year. Encouraged by 
increasing customer demand for  
new products, F5 expects a steady 
ramp in sales throughout 2017 and a 
strong second half of the year. F5 
Network’s stock swirled 15% 
higher in the last quarter. Hold. 

The Cheesecake Factory reported 
third quarter sales increased 6% to 
$560 million with EPS up a 
scrumptious 35% to $0.70. This was 
the 27th consecutive quarter of 
positive comp store sales growth as 
CAKE continues to please guests. 
Year-to-date, the company  gobbled 
up 2.4 million shares of its common 
stock at a cost of $119 million.  For 
the full 2016 year, EPS are expected 
in the range of $2.81 to $2.84, 
representing sweet 19%-20% 
growth. The Cheesecake Factory’s 
stock served up a tasty 14% gain 
over the past quarter. Buy. 

Westinghouse Air Brake reported 
third quarter sales dropped 17% to 
$676 million with EPS down 11% to 
$0.91 as freight markets remain 
challenging due to overall rail 
industry conditions. Wabtec is on 
track to complete the significant 
Faiveley Transport acquisition, and 
management remains excited by its 
growth opportunities. Wabtec’s 
stock  delivered a 14% gain over 
the past three months. Hold.  

Priceline reported third quarter 
revenues rose 19% to $3.7 billion 
with net income down 58% to $506 
million. Earnings were negatively 
impacted by a non-cash charge of 
$941 million related to OpenTable 
goodwill impairment due to a change 
in international business strategy. 
Free cash flow increased 27% year-
to-date to $2.7 billion with the 
company ending the quarter with 
$13.7 billion in cash on its strong 
balance sheet. Fourth quarter 2016 
EPS are expected to grow 14%-20%. 
Priceline’s stock has soared 142% 
over the last four years. Buy.   

Qualcomm is planning to acquire  NXP 
Semiconductor for $110.00 per share 
in cash, representing a total enterprise 
value of approximately $47 billion. NXP 
is a leading semiconductor solutions 
supplier to the automotive industry. 
Qualcomm intends to fund the 
transaction with cash on hand and new 
debt.  The solid combined cash flow 
profile will support Qualcomm's current 
dividend and dividend growth.  
Qualcomm’s stock chipped in a 6% 
gain during the past quarter. Hold.  

Berkshire Hathaway reported the 
company’s net worth during the first 
nine months of 2016 increased by 
5.3%. Free cash flow jumped 27% 
higher during the first nine months of 
the year to $15.7 billion due primarily 
to a 20% decline in capital 
expenditures along with higher float.  
Berkshire’s balance sheet continues to 
reflect significant liquidity and a strong 
capital base of $269 billion as of 
9/30/16, including $68 billion in cash.    
Berkshire’s stock is up more than 
fivefold over the last 16 years. Hold. 

Automatic Data Processing reported 
first fiscal quarter revenues increased 
7% to $2.9 billion with  EPS up 13% to 
$0.81.  ADP ended the first quarter 
with a $2.8 billion cash stash on its 
strong balance sheet. ADP forecasts 
fiscal 2017 revenue growth of 7%-8% 
and  11%-13% adjusted EPS growth.   
 
ADP’s Board of Directors approved a 
7.5%  increase in the quarterly cash 
dividend, marking the 42nd  
consecutive year in which ADP has 
raised its quarterly dividend. ADP’s 
stock has provided a 13% total 
return over the last nine months. 
Hold. 

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

CHEESECAKE FACTORY 
SWEET 19%-20% GROWTH 

WESTWOOD HOLDINGS 
INCREASED DIVIDEND 9% 

QUALCOMM 
BUYING NXP SEMICONDUCTOR 

WABTEC ON TRACK TO 
COMPLETE ACQUISITION 

F5 NETWORKS 
31% RETURN ON EQUITY 

BERKSHIRE HATHAWAY 
$68 BILLION IN CASH 

PRICELINE 
FREE CASH FLOW UP 27% 

ADP 
INCREASED DIVIDEND 7.5% 
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(continued) 

Biogen reported third quarter sales 
increased a healthy 6% to $3 billion 
with EPS increasing 13% to $4.71. 
Biogen’s diverse portfolio of multiple 
sclerosis (MS) therapies, which help 
38% of all treated MS patients 
globally, increased 3% during the 
quarter to $2.3 billion. 
 
Total hemophilia sales increased 
39% to $217 million. Biogen expects 
to complete its previously announced 
spin-off of its hemophilia business 
into an independent public company 
early in 2017. 
 
During the third quarter, Biogen 
repurchased 1.1 million shares for 
$349 million, or $249.29 per average 
share. Aducanumab, Biogen’s Phase 
3 candidate for early Alzheimer’s 
disease, continues to show promise, 
recently receiving Fast Track 
designation from the FDA. Hold. 

Fastenal reported third quarter net 
sales rose 1.8% to $1.0 billion with 
EPS 6% lower to $.44. With no sign 
of the industrial economy bottoming, 
sales continue to tread water as the 
fastener business remains weak, 
contracting 2.9% in the third quarter.  
 
This was offset by the non-fastener 
and supply business which increased 
5% during the quarter. Gross margin 
declined 120 basis points during the 
quarter to 49.3% due to customer 
and product mix changes and higher 
freight costs. The installed base of 
industrial vending machines rose 
12.8% since the prior year period to 
60,400. The number of stores  
declined 2.5% to 2,545 at the end of 
the quarter. Year-to-date, the 
company repurchased $59 million of 
its own shares and paid $260 million 
in dividends, with the dividend 
currently yielding 2.7%. Hold.  

UPS delivered solid third quarter 
results with sales up 5% to $14.9 
billion, net earnings up 1% to $1.27 
billion and EPS up 4% to $1.44. 
U.S. domestic revenue increased 
4.8% year-over-year to $9.3 billion. 
Average daily package volume 
increased 5.7%, with Deferred Air 
products up 10%, Next Day Air up 
5.9% and Ground products up 
5.2%. Strong business-to-consumer 
(B2C) growth trends continued this 
quarter, while business-to-business 
(B2B) growth was positive primarily 
due to online retail returns.  
 
Revenue per package increased 
0.9% over the same period last 
year. The underlying performance 
of the U.S. domestic segment 
remains strong and is consistent 
with the first half of the year. 
International Package revenue 
increased 2% to $3 billion driven by 
volume growth in all products and 
base-rate increases.  Daily Export 
volume increased 7.1% on double-
digit gains out of Asia and high-
single digit cross-border shipments 
within Europe. Supply Chain & 
Freight Supply Chain and Freight 
revenue increased 8.1% to $2.6 
billion, primarily due to the Coyote 
Logistics acquisition.  
 
During the first nine months of the 
year, UPS generated $3.5 billion in 
free cash flow after investing 
significantly for this year’s peak 
season. Between Thanksgiving and 
New Year’s Eve, UPS expects to 
complete more than 700 million 
deliveries worldwide, about 100 
million more than last year. UPS 
also announced the purchase of 14 
Boeing 747-8 jumbo freighters. 
Year-to-date UPS paid dividends of 
about $2 billion and repurchased $2 
billion of its own shares. UPS’s 
adjusted EPS guidance for full-year 
2016 remains at $5.70 to $5.90 per 
share. Hold. 

FactSet Research reported revenues 
rose 12% to $1.1 billion in fiscal 
2016 with net income up 41% to 
$338.8 million and EPS up 43% to 
$8.19 as the company continued to 
gain market share. These results 
include an $81.7 million gain related 
to the sale of the Market Metrics 
business.  User count grew 2,120 to 
65,655. When expressed as a 
percentage of clients, annual 
retention was 94%. Over the last 12 
months, $431 million has been 
returned to investors in the form of 
$356.8 million in share repurchases 
and $74.2 million in dividends, an 
increase of 33.5% over the prior 
year. Return on shareholders’ equity 
was a stellar 65.5%, enhanced by 
the gain on the sale of the Market 
Metrics business unit. Buy. 

T. Rowe Price reported third quarter 
revenues increased 4% to $1.1 
billion with net income increasing 
18% to $327.8 million and EPS up 
21% to $1.28. Assets under 
management increased to $812.9 
billion thanks to advances in global 
equity and fixed-income markets.  
 
Overall net client flows were 
essentially flat year-over-year as 
positive flows into T. Rowe Price 
fixed income, international equity 
and asset allocation funds were 
offset by outflows from U.S. equity 
funds. The company’s balance sheet 
remains strong with no long-term 
debt and cash and investments of 
$2.1 billion as of quarter end plus 
$1.2 billion in redeemable seed 
capital. During the first nine months 
of 2016, the company returned $844 
million to shareholders through 
dividends and share repurchases, 
including $546.9 million to 
repurchase 8 million shares, or 3% 
of its outstanding shares. Buy. 

QUARTERLY RATING CHANGE 
FROM  BUY TO HOLD 

BIOGEN PROMISING 
ALZHEIMER’S TREATMENT 

UPS DELIVERED 
$4 BILLION TO INVESTORS 

QUARTERLY RATING CHANGE 
FROM HOLD TO BUY 

FACTSET 
DOUBLE-DIGIT GROWTH 

FASTENAL 
2.7% DIVIDEND YIELD 

T. ROWE PRICE 
CASH-RICH, DEBT-FREE 
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STRONG GLOBAL BRAND 
The very first web page was 
created in 1990 and by late 1992, 
there were only a mere 26 websites 
in the world. However, just a few 
years later, web pages numbered in 
the tens of millions and searching 
for information became challenging. 
To address that challenge, Stanford 
University graduate students, Larry 
Page and Sergey Brin, built a 
search engine from their dorm room 
that used links to determine the 
importance of individual web pages. 
By 1998, they formalized their work 
and named their search engine 
Google, a play on the word, googol, 
which is the mathematical 
expression for a 1 followed by 100 
zeroes. The name reflects the 
immense volume of information that 
exists and Google’s mission to 
organize the world’s information 
and make it universally accessible 
and useful.  
 
Google’s strong global brand is one 
of the most recognized in the world 
as the number of people who use 
Google’s service every day is in the 
hundreds of millions with billions of 
people now having access to the 
Internet via computers and mobile 
phones. Search results are no 
longer just web pages. They include 
images, videos, books, maps and 
more. In 2006, Google acquired 
YouTube, which lets billions of 
people watch and share original 
videos and professional content. 
With searches increasingly coming 
from mobile devices such as 
smartphones, Google developed 
Android, a mobile operating system 
that allows open interoperation 
across carriers and manufacturers.  
To enable faster searches, Google 
launched a new web browser called 
Google Chrome which makes it 
easier for folks to use their favorite 

UNDER THE SPOTLIGHT 
ALPHABET (GOOGL-$784.80) 

1600 Amphitheatre Parkway, Mountain View, CA 94043  www.abc.xyz.com 

Google products like Google Maps, 
Gmail, Google Play, Google 
Calendar, Google Docs and Google 
Translate.  
 
Google's core products such as 
Search, Android, Maps, Chrome, 
YouTube, Google Play and Gmail 
each have over one billion monthly 
active users. In August 2015, Google 
created a new public holding 
company called Alphabet. Alphabet 
is a collection of businesses, the 
largest of which is Google. It also 
includes businesses known as the 
Other Bets which are currently 
unprofitable but making important 
strides in their various industries 
such as driverless cars, healthcare 
and other innovative ventures. 
 

OUTSTANDING GROWTH 
Most of Google’s products and 
services are free for users. The 
majority of the company’s $75 billion 
in revenue last year came from 
advertising as Google’s proprietary 
technology automatically matches 
ads to the content of the pages on 
which they appear. Advertisers pay 
the company either when a user 
clicks on one of its ads or based on 
the number of times their ads appear 
on the Google Network.  Thanks to 
the growth of the digital economy 
and the shift of consumers and 
advertisers from offline to online, 
Google has generated outstanding 
growth which continued in 2016.  

Alphabet reported third quarter   
revenues rose 20% (or 23% on a 
constant currency basis) to $22.5 
billion with net income and EPS each 
rising 27% to $5.1 billion and $7.25, 
respectively. On a geographic basis, 
U.S. revenues rose 22% to $10.6 
billion, with U.K. revenues up 5% to 
$1.9 billion (or 23% on a constant 
currency basis). Sales in the rest of 
the world rose 22% to $9.9 billion (or 
up 25% on a constant currency 
basis).   Google revenues rose 20% 
to $22.3 billion as mobile search and 
YouTube videos are powering 
advertising revenues which rose 18% 
to $19.8 billion. Paid clicks were up 
33% during the quarter with cost per 
click declining 11%.  
 

ROBUST CASH FLOWS 
Despite investing heavily in data 
centers, the company’s free cash 
flow jumped 94% in the third quarter 
to $7.3 billion with the company 
ending the quarter with more than 
$83 billion in cash on its ironclad 
balance sheet with $50 billion of the 
cash currently held outside of the 
U.S. Management announced a new 
$7 billion share repurchase program 
during the third quarter after 
repurchasing an initial $5 billion  of its 
own shares since the inception of the 
share buyback program last year. 
Long-term investors should google 
Alphabet, a HI-quality company with 
a strong global brand, outstanding 
growth and robust cash flows. Buy. 

Alphabet provides  global online performance and brand advertising services.  It operates through Google and Other 
Bets segments. The Google segment includes principal Internet products, such as Search, Ads, Commerce, Maps, 
YouTube, Apps, Cloud, Android, Chrome, and Google Play. This segment also sells hardware products comprising 
Chromecast, Chromebooks, and Nexus. The Other Bets segment includes businesses, such as Access/Google Fiber, 
Calico, Nest, Verily, GV, Google Capital, X, and other initiatives.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000,000) 

18.6% $74,989 $66,001 $55,519 $46,039 $37,905 

Net Income 
(000,000) 

13.9% $16,348 $13,620 $13,160 $11,435 $9,706 

EPS 11.4% $22.84 $19.82 $19.42 $17.21 $14.83 

Profit Mar-
gin 

 21.8% 20.6% 23.7% 24.8% 25.6% 
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STRONG BRANDS 
Starbucks, named after the first mate 
in Herman Melville’s Moby Dick, is a 
whale of a success story. From a 
single store in Seattle’s Pike Place 
Market in 1971, the company now 
operates more than 25,000 stores in 
75 countries around the globe. 
Starbucks’ well-recognized logo is 
also inspired by the sea, featuring a 
twin-tailed siren from Greek 
mythology.  
 
The Starbucks’ flagship brand is one 
of the world’s most recognized and 
respected brands. The company has 
successfully built a great and 
enduring brand that strikes a balance 
between profitability and social 
conscience, which attracts a growing 
and loyal consumer base. 
 
The company’s brand portfolio has 
expanded over the years and now 
also includes Teavana and Tazo 
teas, Seattle’s Best Coffee, Evolution 
Fresh juices, Frappuccino and La 
Boulange bakery items.  
 

FISCAL 2016 RESULTS 
To cap off a record fiscal year, 
Starbucks reported a record fourth 
quarter with sales perking up 16% to 
$5.7 billion, net earnings up 23% to 
$801 million and EPS up 26% to 
$0.54.  The U.S. comparable store 
sales increase of 4% was comprised 
of a  6% increase in average ticket 
and a 1% decrease in traffic. After 
adjusting for the estimated impact of 
order consolidation related to the 
new Starbucks Rewards™ loyalty 
program, average ticket grew 4% 
and traffic grew 1%.  
 
Bucking the contracting brick and 
mortar  trend, Starbucks opened 690 
net new stores in the quarter, 
bringing total stores to 25,085 in 75 
countries worldwide. Mobile Order 
and Pay represented 6% of U.S.  

UNDER THE SPOTLIGHT 
STARBUCKS (SBUX-$56.10) 

2401 Utah Avenue South, Seattle, WA 98134 www.starbucks.com 

transactions in the quarter, up from 
5% in the prior quarter.  
 
For the full fiscal 2016 year, 
Starbucks rang up fragrant sales of 
$21.3 billion, up 11% over the prior 
year. Global comparable store sales 
grew 5% driven by a 4% increase in 
average ticket and a 1% increase in 
the number of transactions.  
 
Fiscal 2016 operating income 
increased 16%, thanks to operating 
margin expansion of  80 basis points 
to 19.6% driven by sales leverage 
and lower commodity costs. 
Earnings per share for fiscal 2016 
increased to $1.90 and included 
$0.06 per share for the extra week in 
fiscal 2016. Fiscal 2015 EPS was 
$1.82 and included $0.26 per share 
from the gain on the fair value 
adjustment of a preexisting equity 
interest in Starbucks Japan upon 
acquisition. 
 
Return on shareholders’ equity for 
the year was a highly profitable 48%.   
 
For the full year, Starbucks opened 
2,042 new stores, up 22% from last 
year, including 981 new stores in the 
fast-growing Asia Pacific region. 
Company-owned stores accounted 
for 51% of total stores with licensed 
stores representing the remaining 
49% of stores. 

EXCELLENT CASH FLOWS 
During fiscal 2016, Starbucks brewed 
up a 28% gain in free cash flow to 
more than $3.1 billion. The company 
returned $3.2 billion to shareholders 
during fiscal 2016 through share 
buybacks of $2 billion and dividends 
of $1.2 billion.  
 
Starbucks recently announced a 25% 
increase in the  dividend for fiscal 
2017 to an annualized rate of $1.00 
per share. Starbucks ended the fiscal 
year with more than $3.4 billion of 
cash on its robust balance sheet.  
 

FISCAL 2017 OUTLOOK   
Management expects continued 
strength in revenue, operating margin 
and EPS in fiscal 2017 as they   open 
new stores and enhance the mix and  
type of stores in their portfolio, 
including the development of their 
Global Roastery and Starbucks 
Reserve branded stores. In fiscal 
2017,  Starbucks expects to open 
about 2,100 net new stores globally. 
Comp store sales are expected to 
increase in the mid-single digits.  
Double-digit revenue growth is 
expected in fiscal 2017 with EPS in 
the range of $2.09 to $2.11. Long-
term investors seeking a java jolt 
should sip Starbucks, a HI-quality 
company with strong brands, 
excellent cash flows and the prospect 
for solid growth in fiscal 2017. Buy. 

Starbucks is the premier roaster, marketer, and retailer of specialty coffee worldwide, operating in 75 countries. The 
company operates in four segments: Americas; Europe, Middle East, and Africa; China/Asia Pacific; and Channel 
Development. Its stores offer coffee and tea beverages, packaged roasted whole bean and ground coffees, single-serve 
and ready-to-drink coffee and tea products, juices, bottled water and fresh food products.   

Fiscal Year  
Sept. 
 

4-YR 
CAGR 

 

 
2016 

 
2015 

 
2014 

 
2013 

 
2012 

Sales 
(000,000) 

12.6% $21,316 $19,163 $16,448 $14,867 $13,277 

Net Income 
(000,000) 

19.5% $2,818 $2,759 $2,068 $8 $1,384 

EPS 20.5% $1.90 $1.82 $1.35 $.01 $.90 

Dividend 24.0% $.85 $0.68 $0.55 $0.45 $0.36 

Profit Margin  13.2% 14.4% 12.6% .1% 10.4% 
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UNDER THE SPOTLIGHT 
 

STRONG GLOBAL BRAND 
Founded fifty years ago by a group of 
bankers as the Interbank Card 
Association, MasterCard was 
renamed to its current name in 1979 
to reflect a commitment to 
international growth. In 2015, more 
than half of the company’s $9.7 
billion in revenues was derived from 
countries outside of the U.S. 
 
The MasterCard brand is among the 
most recognized in the world. The 
company offers a wide range of 
payment solutions, including credit, 
debit, prepaid, digital wallet and 
commercial programs through a 
family of well-known brands, 
including MasterCard, Maestro and 
Cirrus. With a proprietary global 
payments network, MasterCard 
connects close to two billion 
cardholders with tens of millions of 
merchants around the world.  
 
In the last five decades, people and 
businesses around the world have 
transformed how they pay for goods 
and services. The rise of electronic 
payments has fueled economic 
growth while delivering value to 
merchants, consumers and 
governments. From its earliest days 
of credit cards to the contactless and 
wireless payment options of today, 
MasterCard has led the industry with 
its innovative and growing range of 
products and solutions.   
 
With 85% of the world’s transactions 
still made with cash and checks, 
there is significant opportunity for 
further long-term growth for the 
company as billions of people 

migrate away from cash to a more 
efficient and secure global payment 
network as the digital and physical 
worlds converge.  
 

DOUBLE-DIGIT GROWTH 
Over the past five years, 
MasterCard has generated double-
digit growth with sales and EPS 
compounding at 10% and 23% 
annual rates, respectively. During 
the third quarter of 2016, double-
digit growth continued with 
revenues rising 14% to $2.9 billion 
and EPS charging 26% higher to 
$1.08. Third quarter results 
reflected double-digit growth in key 
metrics, including an 11% increase 
in gross dollar volume to $1.2 
trillion; a 12% increase in cross-
border volume; and an 18% 
increase in processed transactions 
to 14.5 billion.  
 

PROFITABLE OPERATIONS 
MasterCard’s business model is 
highly profitable with net profit 
margins steadily expanding from an 
excellent 28% in 2011 to a superb 
39% in 2015.  

STRONG CASH FLOWS 
With profitable operations and 
minimal capital expenditure needs, 
MasterCard generates strong free 
cash flows. The dividend has been 
increased significantly in the last five 
years from $.06 per share to the 
current $.76 per share. Year-to-date, 
free cash flow increased 16% to $3.3 
billion with the company ending the 
third quarter with $7 billion in cash on 
its stalwart balance sheet. During the 
third quarter of 2016, MasterCard 
paid $630 million in dividends and 
repurchased approximately 6 million 
shares of Class A common stock at a 
cost of $591 million or an average 
price of $98.50 per share. Quarter-to-
date through October 25, the 
company repurchased an additional 
2.6 million shares at a cost of $263 
million, which leaves $1.8 billion 
remaining under the current 
repurchase program authorization. 
Long-term investors should go 
shopping with MasterCard, a HI-
quality company with a strong global 
brand, double-digit growth, highly 
profitable operations and strong cash 
flows. Buy.  
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MASTERCARD (MA-$105.94) 
2000 Purchase Street, Purchase, NY 10577 www.mastercard.com 

MasterCard is a technology company in the global payments industry. MasterCard operates the world’s fastest payments 
processing network, connecting consumers, financial institutions, merchants, governments and businesses in more than 
210 countries and territories. MasterCard products and solutions make everyday commerce activities - such as 
shopping, traveling, running a business and managing finances - easier, more secure and more efficient for everyone.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000,000) 

 9.5% $9,667 $9,441 $8,312 $7,391 $6,714 

Net Income 
(000,000) 

 18.9% $3,808 $3,617 $3,116 $2,759 $1,906 

EPS 22.7% $3.35 $3.10 $2.56 $2.19 $1.48 

Dividend 82.8% $.67 $.49 $.29 $.12 $.06 

Profit Margin  39.4% 38.3% 37.5% 37.3% 28.4% 


