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For the first time in about 20 years, we 
skipped being in the crowd of more than 
40,000 folks  who gathered in Omaha for the 
Woodstock for Capitalists. Instead, we tuned 
into Berkshire Hathaway’s first webcast of the 
annual meeting from our comfy chair in Vir-
ginia. Warren Buffett, Chairman of Berkshire 
Hathaway, and Charlie Munger, Vice-
Chairman, answered questions from share-
holders, analysts and the media. Our com-
plete notes from the meeting may be found on 
our website with highlights presented here.   
 

PROBLEMS OF PROSPERITY 
When asked why Berkshire has shifted its 
acquisition strategy from capital-light busi-
nesses to capital-intensive businesses, Buf-
fett explained: “It’s one of the problems of 
prosperity. The ideal business is one that 
takes no capital, but yet grows. Increasing 
capital acts as an anchor on returns in many 
ways. One is it drives us into businesses that 
are much more capital intensive.  We have a 
$3.6 billion investment coming up in wind 
generation.  We pledged, overall, to have $30 
billion in renewables.  Anything that Berkshire 
Hathaway Energy does, anything that BNSF 
does takes lots of money.  We get decent re-
turns on capital, but we don’t get the extraor-
dinary returns on capital that we’ve been able 
to get in the businesses that are not capital 
intensive. We have a few businesses that 
earn actually 100% a year on true invested 
capital.  Clearly, that’s a different sort of oper-
ation. Berkshire Hathaway Energy may earn 
11% or 12% on capital, and that’s a very de-
cent return, but it’s a different animal than the 
businesses that are very low capital intensity.” 
Charlie concluded, “When our circumstances 
changed, we changed our minds.”  
 

LOOK AT STOCKS AS BUSINESSES 
When you buy a stock, get yourself in a men-
tal frame of mind that you’re buying a busi-
ness.  Don’t get a quote on it for five years.  
You don’t get a quote every day on your farm 
or apartment house or McDonald’s franchise.  
You want to look at stocks as businesses and 

think about performance as a business. Think 
about what you pay as if buying a business.  
 

SILVER BULLET 
Asked which competitor Berkshire would take 
out if it had a silver bullet, Warren Buffett re-
sponded, “We have lots of tough competitors.  
In many areas we are a pretty tough competitor 
ourselves.  We want our managers to think eve-
ry day about how to achieve a stronger competi-
tive position; we call it widening the moat.  We 
want better products, costs to a minimum, and 
to know what our customers want from us a 
month or year or ten years from now. If you take 
care of the customer, the customer will take 
care of you. There are cases where a force 
comes along and you may not have the an-
swers for it, and you need to get out of the busi-
ness.  We had the department store in Balti-
more. If we kept it, we would have gone out of 
business.  Recognizing the reality is also im-
portant.  Don’t try to fix something that is unfixa-
ble. We really hope to be the ones that the other 
guy wants to use the silver bullet on.” 
 

MAINTAINING BERKSHIRE CULTURE 
A competitive advantage of Berkshire Hathaway 
is the corporate culture. Buffett explained how 
the culture will be maintained in the future, “The 
main, by far, factor in keeping Berkshire culture 
is you will have a board, successor board mem-
bers, managers and successor managers, and 
you have shareholders that clearly recognize 
the special nature of the culture and have em-
braced the culture. When managers sold their 
business to us, they wanted to join the culture.  
It embraces those who enjoy and appreciate it.  
I think to some extent we don’t have a lot of 
competition on it. It works. I think the main prob-
lem Berkshire will have will be size. Size is the 
enemy to performance to a significant degree. I 
do think that the culture of Berkshire adds sig-
nificantly to the value of the individual compo-
nents viewed. I don’t see any evidence of any 
board member or managers that will move away 
from what we have now for many, many dec-
ades.” Charlie added, “I’m even more optimistic 
than you are.” (continued on p. 12) 

BERKSHIRE HATHAWAY 
ANNUAL MEETING HIGHLIGHTS 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
5-20-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

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

$26.34 
22.68 

$37.60 82% HOLD Buying St. Jude Medical for $25 
billion in cash and stock 

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

28.57 
24.59 

59.69 138% BUY Acquiring Stemcentrx for $5.8 billion 
in cash and stock 

Accenture-ACN Consulting 03-06-12 59.95 116.47 119% HOLD Increased dividend 8% 

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 

 
721.71 
709.74 

 
61% 

178% 

 
HOLD 

Free cash flow +38% in 1Q to $5.8 
billion; repurchased $2.1 billion of 
stock; holding $75 billion of cash 

Apple-AAPL Computers, iPhones 09-07-10 36.97 95.22 177% HOLD Increased dividend 10% and expanded 
share buyback by $35 billion 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 85.47 -0.2% BUY Raised fiscal 2016 EPS growth 
outlook to 12% 

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

25.05 
30.10 

44.43 65% HOLD Being acquired by Shire plc 
(see p. 4) 

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

30.86 
37.09 

42.92 49% HOLD Exchanged partial shares for 
Baxalta (see p. 4) 

Becton Dickinson-BDX Medical technology 03-13-02 
 

36.74 
 

165.00 400% HOLD Raised adjusted fiscal 2016 adjusted 
EPS growth outlook to 19%-20% 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

141.83 432% HOLD Completed largest acquisition in firm 
history with $32.7 billion purchase of 

Precision Castparts in 1Q 

Biogen-BIIB Biotechnology 09-09-15 310.27 263.66 -15% BUY Spinning off hemophilia business 

Brown-Forman-BFB Liquor 03-10-00 10.63 95.51 963% HOLD Buying BenRiach Distillery for $416 
million 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 58.28 2% BUY Free cash flow +14% in 1Q 

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

5.78 
20.10 

27.97 101% BUY Free cash flow +18% ytd; ended the 
quarter with $63 billion in cash 

Cognizant Tech.-CTSH IT Consulting 09-07-12 33.43 62.94 88% BUY Sales+10%, EPS +16% in 1Q 

Computer Programs and 
Systems-CPSI 

Healthcare IT 03-12-13 53.35 41.18 -10% BUY Revenues +51% in 1Q benefitting 
from Healthland acquisition 

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

1.18 
53.99 

72.87 216% BUY Repurchased $3.1 billion of stock in 
first quarter 

F5 Networks-FFIV Network technology 09-09-15 121.84 106.64 -13% BUY New $1 billion share buyback 

FactSet Research-FDS Financial Information 03-14-14 104.42 155.38 52% BUY Increased dividend 14% 

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

4.89 
50.50 

44.86 3% BUY In 1Q paid $86.5 million in dividends 
and repurchased $59 million of stock 

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

51.15 
37.42 
54.91 

49.97 6% HOLD Backlog increased 12% in first quarter 
to $46 billion 

Gentex-GNTX Auto Mirrors 12-08-15 16.29 15.86 -2% BUY Increased dividend 6% 

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

 

20.81 
84.10 

 

94.14 44% HOLD Free cash flow +16% in 1Q to $123 
million 

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

18.64 
101.90 

82.64 151% BUY Repurchased $8 billion of stock in 1Q 
and 17% of shares since 2012 

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

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
5-20-16 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 34.86 558% HOLD Acquiring Justin’s for $286 million in cash 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 112.64 296% HOLD Increased dividend 7% 

Michael Kors-KORS Luxury accessories 03-12-15 65.40 41.55 -37% HOLD Partnering with Google on smartwatches 

3M-MMM Diversified 03-07-07 73.70 165.01 160% HOLD Increased dividend 8%, marking 58th 
consecutive year of dividend increases 

MasterCard-MA Global payments 09-05-14 76.45 95.47 26% HOLD Repurchased $1.4 billion of stock in 1Q 

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

30.16 
26.94 

50.62 97% HOLD In 3Q paid $2.8 billion in dividends and 
repurchased $3.6 billion of stock 

Oracle-ORCL Software 09-05-13 32.32 39.41 27% HOLD Buying Textura for $663 million in cash 

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

29.49 
27.28 

52.03 105% HOLD Free cash flow up 16% to $721 million year-
to-date 

PepsiCo-PEP Food and beverages  03-14-14  81.89 100.10 47% HOLD In 1Q paid $1 billion in dividends and 
repurchased $619 million of stock 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

83.88 -31% HOLD Repurchased $85 million of stock in 1Q and 
paid $35 million in dividends 

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

629.62 
1,119.68 

1249.29 43% BUY Free cash flow +64% in 1Q to $291 million; 
repurchased $269 million of stock 

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

65.95 
78.77 

80.02 21% SELL Selling position (see p. 4) 

Qualcomm-QCOM Wireless technologies 06-06-13 62.83 54.52 -6% HOLD Increased dividend 10%; dividend yields 
4.0% 

Starbucks-SBUX Coffee Retailer 06-14-14 37.26 54.62 50% BUY Repurchased 23 million shares in 2Q; 
expanded buyback by 100 million shares 

Stryker-SYK Medical technology 03-11-09 32.09 110.25 264% HOLD Raised sales and EPS outlook for 2016 with 
adjusted EPS expected of $5.65-$5.80 

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

5.09 
72.35 

75.44 55% HOLD Raised fiscal 2017 EPS outlook to  
$3.35-$3.42 

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

53.98 
80.59 

74.88 21% HOLD Repurchased $207 million of stock in 1Q 

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

74.92 
79.57 
67.90 

101.51 63% 

 

BUY Generated $2.2 billion in free cash flow in 
first quarter (see p. 11). 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 99.10 260% BUY Increased dividend 3%; has paid a dividend 
for 80 consecutive years 

Walgreen Boots Alliance-
WBA 

Drugstores 09-12-08 36.38 77.22 133% BUY Raised fiscal 2016 EPS outlook to $4.35-
$4.55 

Wabtec-WAB Railway products 12-08-15 73.57 77.09 5% HOLD Increased dividend 25% 

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

35.88 
59.72 

55.87 25% HOLD Cash flow increased 25% in 1Q; dividend 
yields 4.1% 

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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Procter & Gamble reported third 
fiscal quarter sales declined 7% to 
$15.8 billion with net earnings 
falling 3% to $2.3 billion.  With 
management creating a smaller, 
more focused company, quarterly 
sales declined in every segment of 
Procter & Gamble’s business.  
Fabric Care and Home Care sales 
declined 4% to $5 billion. Baby, 
Feminine and Family Care and 
Beauty sales both dropped 8% to 
$4.5 billion and $2.7 billion, 
respectively. Health Care sales 
declined 7% to $1.8 billion and 
Grooming fell 10% to $1.6 billion.  
 
Management divested 55 brands 
during the past 18 months, 
including the sale of the Duracell 
battery business to Berkshire 
Hathaway which closed in 
February 2016 with Berkshire 
Hathaway exchanging all of its P&G 
shares for Duracell. Fifty more 
brands are in the exit process, 
including forty-one brands included 
in the upcoming sale to Coty which 
is on track to close in the second 
half of the calendar year. In total, 
the company will have exited 105 
brands (and the complexity created 
by those brands) that accounted for 
just 6% of 2013 sales.  
 
Looking ahead to the full fiscal 2016 
year, sales are expected to drop in 
the high-single digits, including a 
negative six to seven point foreign 
currency headwind and a two to 
three percent drag from Venezuela 
and brand divestitures. Core EPS 
are expected to drop three to six 
percentage points from last year’s 
core earnings per share.  
 
With revenues and core EPS 
expected to decline in fiscal 2016, 
and the stock appearing fully 
valued, we decided to sell our 
position in Procter & Gamble. 
P&G’s stock provided a modest 
21% gain over the last nine years 
although tidy dividends helped 
boost our total return.  

PORTFOLIO REVIEW 

DIVIDENDS 
Since the last  issue, the following dividends 
per share were received:Abbott ($.26), 
AbbVie ($.57), Accenture ($1.10), Apple 
($.57), Baxalta ($.07), Baxter ($.12), Becton 
Dickinson ($.66), Brown-Forman ($.34), 
Canadian National ($.29), Cisco ($.26), 
Computer Programs & Systems ($.64),  
FactSet Research ($.44), Fastenal ($.30), 
Fluor ($.21), Gentex ($.09),  Genuine Parts 
($.66), Gilead Sciences ($.43), Hormel 
Foods ($.15), Johnson & Johnson ($.75), 
MasterCard ($.19), Microsoft ($.36), 3M 
($1.11), Oracle ($.15), Paychex ($.42), 
Pepsi ($.70), Polaris ($.55), Procter & 
Gamble ($.67), Qualcomm ($.48), 
Starbucks ($.20), Stryker ($.38), T. Rowe 
Price ($.54), TJX ($.21), United Parcel 
Services ($.78), United Technologies 
($.64), Walgreen ($.36), Wabtec ($.08) and 
Westwood Holdings ($.57).  

We tendered our shares of Baxter 
International for Baxalta under the 
terms of an exchange offer by Baxter. 
The preliminary results of the 
exchange offer indicate that Baxter  
will deliver 1.1591 shares of Baxalta 
common stock for each share of 
Baxter tendered. 
 
However, because the exchange 
offer was oversubscribed, Baxter 
accepted only a portion of the shares 
of its common stock that were validly 
tendered on a pro rata basis in 
proportion to the number of shares 
tendered. It is estimated that 
approximately four percent of the 
tendered shares of Baxter common 
stock will be exchanged. Once the 
final pro-ration factor is determined, 
we will adjust the cost basis of  
Baxter and Baxalta accordingly. 
Stockholders who owned less than 
100 shares of Baxter common stock 
will not be subject to the proration in 
accordance with the terms of the 
exchange offer and all of their Baxter 
shares will be exchanged for Baxalta.  
 

***** 
With the proceeds from Procter & 
Gamble, we plan to buy MAXIMUS 
(see p.10). 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.) 

 BAXALTA  MERGING WITH 
 SHIRE PLC 

PROCTER  & GAMBLE 
TIDY DIVIDENDS 

EXCHANGED PART OF BAXTER 
FOR BAXALTA 

Shire plc and Baxalta announced that 
the boards of directors of both com-
panies have reached an agreement 
under which Shire will combine with 
Baxalta. Under the agreement, Bax-
alta shareholders will receive $18.00 
in cash and 0.1482 Shire ADS per 
Baxalta share. Based on Shire's clos-
ing ADS price on January 8, 2016, 
this implies a total current value of 
$45.57 per Baxalta share, represent-
ing an aggregate consideration of 
approximately $32 billion. 
 
The combination creates a leading 
global biotechnology company pro-
jected to deliver double-digit top-line 
growth with over $20 billion in annual 
revenues by 2020. The combined 
company is expected to be the No. 1 
platform in rare diseases which are 
expected to generate 65% of total 
annual revenues. There will be multi-
ple, durable billion-dollar franchises, 
each with best-in-class products. The 
robust portfolio includes over 30 re-
cent and planned product launches 
with $5 billion sales potential by 
2020. The efficient structure is ex-
pected to yield annual operating cost 
synergies of over $500 million, with 
additional revenue synergies and a 
combined non-GAAP effective tax 
rate of 16-17%. Accretion to non-
GAAP diluted EPS is anticipated in 
2017, the first full year of ownership, 
and beyond. An attractive return on 
invested capital is expected to ex-
ceed Shire's cost of capital in 2020.   
 
This merger will provide Baxalta 
shareholders with approximately 34% 
ownership in the combined company.  
 
A special meeting of Baxalta share-
holders will be held on May 27, 2016 
to adopt the merger agreement with 
Shire plc. We voted in favor of the 
merger. The transaction is expected 
to close in early June 2016. At that 
time, we should receive $18 per 
share in cash for each Baxalta share 
we held along with .1482 Shire ADS 
per Baxalta share. On the closing, we 
will adjust our cost basis accordingly.  
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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 

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

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

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

PEPSICO 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 

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 
03/14/14 

09/16/1996 
 

06/08/15 
03/09/16 
03/09/16 

-2% 
-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 
5-20-16 

 

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 96-145 95.22 $9.22 $8.28 10.6 4.0 2.3 2.4% 21% 24% 45% 179% 53% 1.3x $233,715,000 

ABBV 62-98 59.69 3.13 4.31 17.9 24.4 4.2 3.8 7% 9% 140% 100+ 100+ 1.6 22,859,000 

ABT 35-46 37.60 1.72 1.47 26.7 2.7 2.7 2.8 2% 41% 12% 36 29 1.5 20,405,000 

ACN 92-124 116.47 4.76 5.32 20.2 10.7 2.4 1.9 5% 9% 50% 46 4 1.4 31,047,931 

ADP 78-102 85.47 2.89 3.24 26.9 8.7 3.6 2.5 7% 8% 29% 66 45 1.1 10,938,500 

BAX 38-49 42.92 .72 1.64 6.5 2.6 2.4 1.2 4% -1% 11% 25 23 2.1 9,968,000 

BDX  133-
173 

165.00 3.35 6.21 44.7 4.6 3.4 1.6 8% -11% 10% 22 142 1.5 10,282,000 

BF.B  80-103 95.51 3.21 3.38 28.8 13.8 4.8 1.6 5% 5% 36% 22 87 2.2 4,096,000  

BIIB 274-
465 

263.66 15.34 17.38 16.2 5.6 5.4 - 21% 32% 38% 66 70 2.6 10,763,800 

BRK.B ! 118-
152 

141.83 10,564 11,000 20.8 1.4 1.7 - 9% 13% 10% n/a n/a n/a 200,843,000 

BXLT 38-53 44.43 1.36 2.24 28.3 7.2 4.9 .6 4% n/a 24% 22 126 2.5 6,148,000 

CNI 60-80 58.28 4.39 4.48 12.9 3.1 3.6 2.0 9% 13% 24% 1 62 0.9 12,611,000 

CPSI 56-86 41.18 1.62 3.34 41.2 3.4 3.1 6.0 1% -9% 24% 8 87 1.1 182,174 

CSCO  23-33 27.97 1.75 1.88 13.8 2.3 2.9 3.9 3% 11% 15% 99 36 3.3 49,161,000 

CTSH 55-77 62.94 2.65 3.07 22.9 4.0 3.1 - 19% 17% 18% 53 10 2.9 12,416,000 

ESRX  71-100 72.87 3.56 4.56 19.3 3.1 0.5 - 22% 9% 14% 12 97 0.6 101,751,800 

FAST  41-51 44.86 1.77 1.82 25.2 7.1 3.4 2.6 9% 10% 29% 8 20 4.4 3,869,187 

FDS 148-
197 

155.38 5.71 6.33 25.9 11.8 6.4 1.3 8% 12% 45% 37 55 2.3 1,066,768 

FFIV 101-
144 

106.64 5.03 5.31 21.1 6.0 3.7 - 14% 14% 28% 93 0 1.5 1,919,823 

FLR 48-73 49.97 2.85 3.39 19.0 2.3 0.4 1.7 -6% -4% 16% 65 51 1.5 18,114,000 

GILD 101-
157 

82.64 11.91 10.97 7.1 8.0 3.6 2.3 40% 61% 98% 152 163 2.7 32,639,000 

GNTX 14-22 15.86 1.08 1.18 14.4 2.6 3.0 2.1 11% 17% 19% 40 12 5.4 1,543,618 

GOOGL!! 550-
786 

721.71 22.84 27.09 30.4 4.0 6.6 - 19% 11% 14% 61 2 5.1 74,989,000 

GPC  81-108 94.14 4.63 4.77 20.3 4.4 0.9 2.8 5% 7% 22% 6 15 1.4 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 
5-20-16 

 
 

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  27-37 34.86 1.27 1.60 24.0 4.3 2.0 1.6% 4% 10% 17% 9% 6% 2.1x $9,263,863 

JNJ  92-120 112.64 5.48 6.61 20.5 4.3 4.3 2.8% 2% 12% 22% 55 28 2.8 70,074,000 

KORS 45-80 41.55 4.28 4.42 9.6 3.8 1.7 - 53% 81% 39% 35 0 3.9 4,371,469 

MA 71-101 95.47 3.35 3.34 28.8 18.9 10.7 .8 10% 23% 63% 113 61 1.6 9,667,000 

MMM 121-
162 

165.01 7.58 8.26 21.2 8.5 3.3 2.7 1% 6% 41% 14 76 1.5 30,274,000 

MMS 47-77 53.33 2.35 2.60 23.3 5.2 1.6 .3 23% 20% 26% 9 43 2.0 2,099,821 

MSFT 41-55 50.62 1.48 2.66 38.3 5.3 4.3 2.8 8% -14% 15% 141 55 2.9 93,580,000 

ORCL 37-49 39.41 2.21 2.62 19.4 3.6 4.3 1.5 2% 7% 20% 110 87 4.8 38,226,000 

PAYX 42-55 52.03 1.85 2.04 25.5 10.0 6.8 3.3 7% 7% 38% 40 0 2.1 2,739,600 

PCLN 1154-
1773 

1,249.29 49.45 56.48 24.7 6.9 6.7 - 21% 24% 29% 121 70 2.4 9,223,987 

PEP 74-94 100.10 3.67 4.73 28.6 12.9 2.3 3.0 -1% -2% 45% 108 276 1.4 63,056,000 

PII 94-170 83.88 6.75 6.47 13.6 5.8 1.1 2.7 15% 21% 46% 16 55 1.4 4,719,200 

QCOM 52-73 54.52 3.26 3.58 16.9 2.7 3.2 4.0 14% 4% 17% 101 34 2.9 25,281,000 

SBUX 48-72 54.62 1.82 1.89 28.0 15.7 4.2 1.5 13% 22% 47% 40 48 0.9 19,162,700 

SYK 94-119 110.25 3.78 5.51 25.8 4.7 4.1 1.4 5% 2% 17% 85 76 4.4 9,946,000 

TJX  62-85 75.44 3.33 3.48 22.2 11.0 1.6 1.4 7% 15% 53% 52 36 1.6 30,944,938 

TROW 71-93 74.88 4.63 4.64 16.1 3.9 4.4 3.0 11% 12% 26% 51 0 4.6 4,200,600 

UPS 101-
125 

101.51 5.35 5.81 18.5 36.5 1.5 3.1 2% 9% 196% 100+ 100+ 1.3 58,363,000 

UTX 97-128 99.10 4.53 6.56 22.3 2.8 1.5 2.7 4% -1% 16% 24 73 1.3 56,098,000 

WAB 72-109 77.09 4.10 4.36 18.7 4.1 2.1 .5 14% 24% 24% 16 48 2.6 3,307,998 

WBA 69-98 77.22 4.00 4.49 25.8 2.8 0.8 1.9 9% 8% 14% 12 43 1.3 103,444,000 

WHG 48-68 55.87 3.33 2.99 18.3 3.8 3.7 4.1 17% 14% 20% 55 0 3.0 130,936 

(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  rebounded 5.2% as 
concerns eased about China, 
commodities, credit and currency. 
The following HI-quality stocks all 
generated 10% or better gains during 
the same period.  

Accenture reported net revenues for 
the second fiscal quarter increased 
6% to $7.9 billion with net income 
and EPS up 92% to $1.3 billion and 
$2.08, respectively, which included a 
$.74 per share gain on the sale of 
Navitaire. During the quarter, the 
company announced an 8% increase 
in the semi-annual dividend to $1.10 
per share.  Given the strong first half 
of the year, Accenture raised its 
guidance for fiscal 2016 with net 
constant currency revenue growth 
expected in the range of 8%-10% 
and EPS in the range of $5.95 to 
$6.06. Fee cash flow is expected in 
the $3.6 billion to $3.9 billion range.  
In fiscal 2016, Accenture expects to 
return $4 billion to shareholders 
through share repurchases and 
dividends. Accenture’s stock rose 
15% during the past quarter and 
has provided a 119% total return 
over the past four years. Hold. 

Wabtec increased its regular 
quarterly dividend 25%.  Raymond T. 
Betler, Wabtec’s president and chief 
executive officer, said: “Based on our 
current financial performance and 
future outlook, the company has 
ample financial strength to invest in 
growth opportunities and to return a 
greater portion of our cash flow to 
shareholders.” Wabtec’s pending 
acquisition of Faively Transport is   
expected to close in the second half 
of the year. Wabtec’s stock 
chugged 13% higher during the 
past quarter. Hold.  

During the first quarter, Westwood 
Holding’s cash flow increased 25%. 
Westwood increased its assets 
under management during a difficult 
quarter to $21.1 billion.  The current  
dividend yields an attractive 4.1%. In 
addition, Westwood’s stock gained 
a solid 13% during the past 
quarter. Hold.  

F5 Networks reported second fiscal 
quarter revenues increased 2% to 
$483.7 million with EPS down 6% to 
$1.11. At quarter’s end, F5 Networks 
held more than $1 billion in cash  
and no long-term debt on its storm 
proof balance sheet. During the 
quarter, the company repurchased 
$200 million of its own shares. In 
addition, the Board of Directors 
announced a new $1 billion share 
buyback program. F5 Networks’ 
stock swirled 11% higher during 
the past quarter. Buy.  

Gentex reported that first quarter 
revenues rose 10% to $406 million 
with EPS up 8% to $.28.   Free cash 
flow increased 36% during the 
quarter to $126 million. During the 
first quarter, Gentex repurchased 3.1 
million of its shares at an average 
cost of $14.27 per share. 
Management reaffirmed their outlook 
for $1.64 billion to $1.72 billion in 
revenues for the full year 2016, 
representing 6%-11% growth. 
Gentex recently increased its 
dividend 6%, reflecting its ongoing 
growth and financial success. The 
company has a long history of paying 
out a significant portion of  earnings 
in dividends. The dividend currently 
yields a solid 2.1%. Gentex’s stock 
rose a shiny 11% during the past 
quarter. Buy.  

Becton Dickinson reported healthy 
second quarter results with revenues 
up 50% to $3.1 billion and net income 
up 56% to $338 million. These results 
reflect the acquisition of CareFusion. 
Management continues to estimate 
that currency-neutral revenues for the 
full fiscal 2016 year, including the 
accretion from CareFusion, will rise 
24.5%-25%. Becton Dickinson raised 
their fiscal 2016 adjusted EPS outlook 
to be between $8.50-$8.57, which 
represents 19%-20% growth. Fiscal 
2016 operating cash flow is expected 
in the range of $2.6 billion with capital 
expenditures expected in the range of 
$650-$700 million. Becton Dickinson’s 
stock has provided a healthy 400% 
total return over the last fourteen 
years. Hold. 

Cognizant Technology Solutions 
reported solid first quarter results with 
revenues up 10% to $3.2 billion and 
EPS up 16% to $.72. Cognizant ended 
the quarter with a strong balance sheet 
with $4.5 billion in cash. During the 
quarter, the company repurchased 4.3 
million of its own shares for $244.6 
million at an average price of $56.88 
per share. The company has $193 
million remaining authorized for future 
share repurchases. Given increased 
business momentum with new and 
existing clients, the company 
significantly accelerated hiring during 
the first quarter and increased their 
global headcount by 11,300, ending 
the quarter with 233,000 employees. 
Management tightened its revenue 
outlook for the full 2016 year with 
revenues now expected in the range of 
$13.65-$14.0 billion, representing 10%
-13% growth. Fiscal 2016 non-GAAP 
EPS are expected in the range of 
$3.32-$3.44. Cognizant Technology 
Solutions’ stock has realized double
-digit growth with an 88% gain over 
the last four years. Buy.  

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

WESTWOOD HOLDINGS 
DIVIDEND YIELDS 4.1% 

ACCENTURE 
INCREASED DIVIDEND 8% 

BECTON DICKINSON 
HEALTHY GROWTH 

F5 NETWORKS 
NEW $1 BILLION BUYBACK 

WABTEC 
BOOSTED DIVIDEND 25% 

COGNIZANT 
DOUBLE-DIGIT GROWTH 

GENTEX 
HIKED DIVIDEND 6% 
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(continued) 

Computer Programs and Systems 
reported first quarter results with 
revenues of $69.6 million up 51%,   
primarily driven by the acquisition of 
Healthland. CPSI reported a loss for 
the quarter of $0.9 million due to  
$7.6 million in transaction costs 
related to the Healthland acquisition.   
Excluding the one time charges and 
the amortization of the acquisition 
goodwill, profits for the quarter would 
have been $8.9 million, an increase 
of 63% over 2015. Management is 
optimistic about the opportunities for 
the combined company to grow for 
the balance of  2016 with revenues 
for the full year expected in the range 
of $297-$312 million and EBITDA in 
the range of $86-$91 million. With 
Computer Programs and Systems’ 
dividend yielding 6%, the stock 
appears attractively valued. Buy.  

Fastenal reported first quarter 
revenues rose 3.5% to $986.7 million 
with EPS up 2.3% to $.44. The 
company’s goal is to open 40-60 new 
stores in 2016, an increase of 2% 
over last year. During the first 
quarter, the company opened a net  
five new stores and ended the 
quarter with 2,626 store locations.  
 
During the quarter, the company paid 
$86.5 million in dividends and 
repurchased 1.6 million of its own 
shares for $59 million at an average 
price of approximately $37.15 per 
share. Fastenal has the authority to 
repurchase 1.3 million shares in the 
future. Management increased its 
capital expenditure outlook from 
$128 million in 2016 to $197-$200 
million given a new vending locker 
lease agreement and a stronger start 
to vending signings which increased 
17% in the first quarter to 56,889 
installed vending machines at the 
end of the quarter. Buy. 

Starbucks brewed up record 
second fiscal quarter results as 
revenues increased 9% to $5 billion 
and EPS perked up 18% to $0.39. 
Starbucks’ global comparable store 
sales increased 6%, marking the 
25th consecutive quarter of comp 
store sales increases above 5%.   
Starbucks returned $1.6 billion to 
shareholders during the quarter 
through dividends and share 
repurchases, the highest amount 
paid in any single quarter during the 
company’s 24-year history. The 
Board authorized an additional 100 
million shares for future share 
repurchases. Buy. 

United Technologies reported flat 
first quarter sales of $13.4 billion 
with EPS down 6% to $1.42.  The 
dividend was recently increased 
3%. Over the last 15 years, the 
dividend has grown at a 12.5% 
annual rate with UTX having paid 
dividends for 80 consecutive years.  
UTX expects the dividend payout to 
continue to approximate 35%-40% 
of earnings with adjusted EPS 
expected in the range of $6.30-
$6.60 in 2016. Buy.  

During the first half of the year, 
Walgreens Boots Alliance paid 
$787 million in dividends and 
repurchased $1.15 billion of its own 
shares. On 3/18/16, WBA exercised 
warrants to purchase approximately 
22.7 million shares of Amerisource 
Bergen stock for $1.17 billion.  
WBA’s proposed acquisition of Rite 
Aid is expected to close in the 
second half of calendar 2016. 
Walgreens Boots Alliance raised  its 
adjusted fiscal 2016 EPS outlook to 
the range of $4.35-$4.55. Buy. 

Apple reported second quarter sales 
declined 13% to $50.6 billion with net 
income down 22% to $10.5 billion.  
Financial results were impacted by 
strong macroeconomic and foreign 
exchange headwinds and tough 
comparisons with the prior year 
period. iPhone units declined 16% to 
51.2 million units. Services revenues 
grew 20% in the quarter to $6 billion 
thanks to the strength of the Apple 
ecosystem and the growing base of 
over one billion active devices.  
 
During the first half of the year, 
Apple paid $5.9 billion in dividends 
and repurchased $13.5 billion of its 
shares and ended the second 
quarter with nearly $233 billion in 
cash. The Board increased the share 
repurchase authorization by $35 
billion to $175 billion and also 
approved a 10% increase in the 
dividend, making Apple one of the 
largest dividend payers in the world 
with an expected $12 billion in 
dividend payments. Apple plans to 
continue to increase its dividend on 
an annual basis.  Hold.  

T. Rowe Price reported first quarter 
revenues declined 3% to $994 
million with  earnings per share up 
2% to $1.15. These financial results 
were impacted by the steep declines 
in global markets through mid-
February 2016. Assets under 
management rose $1.5 billion in the 
first quarter to $764.6 billion as net 
cash flows of $5.1 billion were 
partially offset by $3.6 billion in 
market depreciation. T. Rowe Price 
remains debt-free with cash and 
portfolio investment holdings of $1.9 
billion as of 3/31/16. During the first 
quarter, the company spent $206.7 
million to repurchase 3.1 million of its 
shares at an average cost of $66.68 
per share. Hold.  

QUARTERLY RATING CHANGE 
FROM  HOLD TO BUY 

CPSI 
6% DIVIDEND YIELD 

STARBUCKS RECORD $1.6 
BILLION DISTRIBUTION 

QUARTERLY RATING CHANGE 
FROM BUY TO HOLD 

APPLE 
$233 BILLION IN CASH 

T. ROWE PRICE 
CASH-RICH, DEBT-FREE 

FASTENAL 
BUYING BACK SHARES 

UNITED TECHNOLOGIES 
80 YEARS OF DIVIDENDS 

WALGREENS 
RAISES EPS OUTLOOK 
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PREDICTABLE REVENUES 
For more than 40 years, MAXIMUS 
has operated under its founding 
mission of Helping Government 
Serve the People ®. The company 
uses their experience, business 
process management expertise and 
advanced technological solutions to 
help government agencies run 
efficient, cost-effective programs, 
improve accountability and 
outcomes and enhance the quality 
of services provided to program 
beneficiaries.  
 
MAXIMUS is  a leading operator of 
health insurance exchange 
customer contact centers and a 
provider of state Medicaid and 
Children’s Health Insurance 
Program services. MAXIMUS is 
also the largest U.S. and U.K. 
provider of government-sponsored 
health benefit appeals and 
assessments. The company is one 
of the largest providers of 
occupational health services in the 
U.K. MAXIMUS is also an 
established provider of welfare-to-
work services throughout the 
geographies the firm serves.  
 
Most of the company’s revenue is 
derived from long-term contractual 
arrangements with governments, 
which provides management with 
good visibility in terms of predicting 
revenues. The average contract life 
is five years, including options, with 
contract margins in the 10%-15% 
range on a typical basis. Client 
relationships frequently last for 
decades. 
 
About 53% of the company’s $2.1 
billion revenues in fiscal 2015 were 
generated by the Health Services 
business segment, 24% by the U.S. 
Federal Services segment and 23% 
by the Human Services segment.  

NEW STOCK 
MAXIMUS (MMS-$55.34) 

1891 Metro Center Drive, Reston, VA 20190    www.maximus.com 

DOUBLE-DIGIT GROWTH 
Over the past five years, the 
company has generated strong 
double-digit growth.  Revenues have 
compounded at a 23% annual rate 
with EPS growing at a 20% annual 
rate thanks to demographic, 
economic and legislative trends. 
Aging populations have placed a 
greater strain on health care and 
welfare systems. Governments need 
to manage budgets in the face of 
increasing demands for social 
services. Legislative initiatives such 
as the Affordable Care Act and 
welfare reform efforts in the U.K. 
require the implementation of new 
services and programs. With a 
proven track record and expertise, 
MAXIMUS is in a strong position to 
provide those services and deliver 
valuable solutions to governments.  
 
In addition to solid organic growth, 
MAXIMUS has pursued selective 
acquisitions to spur future growth by 
expanding their offerings and 
geographic presence. During the 
fiscal second quarter of 2016, double
-digit growth continued as both 
revenues and earnings grew 26%. 
The increase in revenue was 
attributable to acquisitions which 
accounted for 15% of growth and 
organic growth of 13%, principally 
from the Health Services segment, 
partially offset by a 2% foreign 
currency headwind.  

FISCAL 2016 OUTLOOK 
MAXIMUS generates profitable 
growth with return on shareholders’ 
equity averaging 22.5% over the last 
five years. The company deploys 
capital in a prudent manner, paying a 
modest dividend while making 
opportunistic share repurchases, 
which have totaled nearly $300 
million over the past five years. As of 
3/31/16, the company had $139.4 
million remaining authorized for 
future share repurchases. 
 
As of 9/30/15, MAXIMUS had about 
$4.6 billion of revenue in backlog. 
Year-to-date signed contract awards 
at 3/31/16 totaled $1.1 billion. The 
sales pipeline at 3/31/16 increased 
23% to $3.2 billion with more than 
half of the pipeline associated with 
new work across all business 
segments and geographies.  
 
Management expects revenues in 
fiscal 2016 to range between $2.4-
$2.5 billion which should generate 
EPS in the range of $2.50-$2.70.  
The company expects strong cash 
flow generation in fiscal 2016 with 
cash flow from operations in the 
range of $200-$230 million and free 
cash flow  in  the range of $130-$160 
million. Long-term investors may 
want to contract with MAXIMUS, a HI
-quality company with predictable 
revenues, double-digit growth and 
strong cash flows. Buy.  

MAXIMUS delivers innovative business process management and technology solutions that contribute to improved 
outcomes for citizens and higher levels of productivity, accuracy, accountability and efficiency of government-sponsored 
programs. With more than 16,000  employees worldwide, MAXIMUS is a partner to government agencies in the United 
States, Australia, Canada, New Zealand, Saudi Arabia and the United Kingdom.   

Fiscal Year  
Sept. 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000) 

22.6% $2,099,821 $1,700,912 $1,331,279 $1,050,145 $929,633 

Net Income 
(000) 

18.1% $157,772 $145,440 $116,731 $76,133 $81,168 

EPS 19.8% $2.35 $2.11 $1.67 $1.09 $1.14 

Dividend 4.7% $.18 $.18 $.18 $.18 $.15 

Profit Margin  7.5% 8.6% 8.8% 7.2% 8.7% 
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MARKET LEADER  
In 1907, 19-year old Jim Casey 
borrowed $100 from a friend and 
established the American Messenger 
Company in Seattle, Washington. 
Jim’s slogan for the business was 
“best service and lowest rates.” In 
1919, the growing company made its 
first expansion beyond Seattle and 
adopted the United Parcel Service 
name. Jim’s strict policies of 
customer courtesy, reliability, round-
the-clock service and low rates are 
the principles which continue today to 
guide UPS, a market leader with 
more than $58 billion in sales. 
 
UPS’s first international operations 
started in 1975 when the company 
expanded its operations to Canada. 
Today, UPS operates an international 
network serving more than 220 
countries and territories, with 
international sales accounting for 
22% of total revenues in 2015.  
 
Global package and freight 
shipments are expected to continue 
to grow as global ecommerce 
accelerates in the retail, healthcare,  
manufacturing and aerospace 
sectors. As one of the largest 
transportation companies in the 
world, UPS is uniquely positioned to 
assist companies as they “go global.” 
Capitalizing on this, UPS is 
aggressively expanding international 
operations.  UPS has built a massive 
international transportation network 
interconnected with one of the largest 
technological infrastructures in 
commercial history. Economies of 
scale, excellent customer service and 
operating efficiencies translate into 
high profitability for the firm. 
 

STRONG CASH FLOWS 
Since going public in 1999, UPS has 
parceled out brown boxes of free 
cash flow to shareholders via 
dividends and share buybacks which 

UNDER THE SPOTLIGHT 
UPS (UPS-$101.51) 

55 Glenlake Parkway, NE Atlanta, GA 30328   www.ups.com 

have totaled more than $58 billion. 
UPS increased its dividend 7% in 
2016  to an annual rate of $3.12 per 
share with the dividend currently 
yielding an attractive 3.1%. The 
company has either increased or 
maintained its dividend every year 
for 47 years.  
 
The Board also recently reauthorized 
the company’s existing share 
repurchase program in the amount of 
$8 billion. Over the past five years, 
the company has repurchased $14.3 
billion of  its own shares.  
 
During the first quarter of 2016, UPS 
generated $2.7 billion in cash from 
operations, paid dividends of $670 
million and repurchased 6.8 million 
of its own shares for about $680 
million, or $100 per average share.  
 

SOLID OUTLOOK FOR 2016 
UPS delivered first quarter sales of 
$14.4 billion, up 3% year-over-year, 
with net income of $1.13 billion, up 
10% and EPS of $1.27, up 13%.  
 
U.S. Domestic Package sales 
increased 3% to $9.1 billion and 
average daily package volume rose 
2.8%, driven by ecommerce. U.S. 
operating margins expanded on a 
1.9% reduction in cost per unit, 
bolstered by technology and lower 
fuel costs.  

International revenues of $2.9 billion 
dipped nearly 2%, squeezed by lower 
fuel surcharges and foreign currency. 
Daily export shipments increased 
slightly, as growth from Asia and 
Europe offset declines in U.S. 
exports. Operating profit sped ahead 
more than 15% to $574 million with 
improved performance from all 
regions on disciplined pricing and 
network efficiency gains. 
 
Supply Chain and Freight revenue 
raced ahead by more than 10% to 
$2.4 billion thanks to the Coyote 
Logistics acquisition in the third 
quarter of last year. Supply Chain 
operating profits declined nearly 3% 
to $147 million as total tonnage 
shipped remains challenged by 
current market conditions. 
 
Given the momentum from this 
quarter’s solid revenue growth, 
improved network efficiencies and 
substantial operating profit growth, 
management reaffirmed guidance for 
2016 full-year EPS of $5.70 to $5.90, 
an increase of 5% to 9% over 
adjusted 2015 results. 
 
Long-term investors should package 
up UPS for their portfolio. UPS is a HI
-quality, highly profitable market 
leader with strong cash flows, an 
attractive dividend and a solid outlook 
for growth in 2016.  Buy.  

UPS® is a global leader in logistics, offering a broad range of solutions including transporting packages and freight; 
facilitating international trade and deploying advanced technology to more efficiently manage the world of business. UPS 
delivers packages each business day for 10 million customers in over 220 countries and territories. In 2015, UPS 
delivered an average of 18.3 million pieces per day, or a total of 4.7 billion packages.   

Fiscal Year  
Dec. 
 

4-YR 
CAGR 

 

 
2015 

 
2014 

 
2013 

 
2012 

 
2011 

Sales 
(000,000) 

2.4% $58,363 $58,232 $55,438 $54,127 $53,105 

Net Income 
(000,000) 

6.2% $4,844 $3,032 $4,372 $807 $3,804 

EPS 8.6% $5.35 $3.28 $4.61 $.83 $3.84 

Dividend 8.9% $2.92 $2.68 $2.48 $2.28 $2.08 

Profit Margin  8.3% 5.2% 7.9% 1.5% 7.2% 
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BERKSHIRE HATHAWAY (continued) 
 SHARE REPURCHASES 

Berkshire has a stated policy to only 
repurchase shares if they trade for 
1.2 times book value or less.  Warren 
Buffett explained, “Clearly in my view 
and Charlie’s view and the board, the 
stock is worth significantly more than 
1.2 times book value. If you can buy 
dollar bills for anything less than a 
dollar, there’s no more certain way of 
making money. The odds are 
extremely high that we would buy a 
lot of stock at 1.2 times book value or 
less, but we would do it in the 
manner where we were not propping 
the stock at any given level. If it 
happens, it will be very good for the 
continuing stockholders. If we run out 
of ideas, and it really becomes 
apparent that we can’t use capital 
effectively within the company in 
quantities in which it is being 
generated, then at some point the 
threshold might be moved up a little.  
You don’t want to keep accumulating 
so much money that it burns a hole in 
your pocket.  It’s been said actually 
that a full wallet is like a full bladder.  
You may get an urge very quickly to 
pee it away. We don’t want that to 
happen. If we have $100-$120 billion 
in cash, we may consider increasing 
the multiple we pay for share 
repurchases.”   
 

FREE CASH FLOW 
Berkshire is generating about $10-
$12 billion in free cash flow.  What is 
the outlook for free cash flow going 
forward? Buffett stated, “Overall, I 
think primarily of the cash flow of 
Berkshire relating to our net income 
plus our increase in float, assuming 
we have an increase. Over the years, 
float has added $80 billion plus to 
make available for investment 
beyond what our earnings allowed 
for. Our earnings, not counting capital 
gains, of around $17 billion, plus our 
change in float is the net new 
available cash for Berkshire to invest. 
But, of course, we can always sell 

securities and create additional 
cash or we can borrow money. 
People didn’t appreciate the value 
of float. We want to add every year 
something to the normalized 
earning power per share of the 
company. Sometimes it doesn’t 
look like we have accomplished 
much and in other years something 
big happens. It will be lumpy.” 
Charlie noted, “There are very few 
companies who have ever been 
similarly advantaged. In the whole 
history of Berkshire Hathaway, we 
lived with a torrent of money and 
constantly deployed it. We were 
rising up as we went along. That’s a 
pretty good system.  We are not 
going to change it. “ 
 

WON FAIRLY, USED WISELY 
When asked how he thinks ahead 
of the crowd, Buffett remarked, “I 
owe a great deal to Ben Graham in 
terms of investing, and I owe a 
great deal to Charlie in terms of 
learning a lot about business. I 
spent a lifetime looking at 
businesses and why some work 
and why some don’t work…pattern 
recognition. As Yogi Berra said, 
‘You can see a lot just by 
observing.’ That’s pretty much what 
Charlie and I have been doing for a 
long time. It is important to 
recognize what you can’t do.  
We’ve generally tried only to swing 
at things in our particular strike 
zone. It’s really not much more 
complicated than that. You don’t 
need the IQ in the investment 
business that you need at certain 
activities in life. You do have to 
have emotional control. We’ve seen 
very smart people do very stupid 
things with unnecessary risks.  
Charlie explained, “There are a few 
simple tricks that work well.  
Temperament that has a 
combination of patience and 
opportunism in it is one.  I think it’s 
largely inherited, but it can be 

learned to some extent. Another 
factor that Berkshire has done so well 
is we really try to behave well. I had a 
great-grandfather that when he died, 
the preacher said, ‘None envy the 
man’s success won fairly and used 
wisely.’ It’s exactly what Berkshire is 
trying to do. It works!” 

 
NEGATIVE INTEREST RATES 

Asked about negative interest rates 
in other parts of the world, Buffett 
said, “What’s dramatic is the low 
interest environment generally. We 
have been with a low interest rate 
situation for a long time and longer 
than I would have anticipated.  You 
will pay more for a business when 
interest rates are zero than when 
they are 15% when Volcker was 
around. We had a rule for 2600 years 
– Aesop– and it was that a bird in the 
hand is worth two in the bush.  A bird 
in the hand now is worth about 
9/10ths of a bird in the bush in 
Europe. These are very unusual 
times.” Charlie retorted, “If you are 
not confused by negative interest 
rates, you did not think about it 
correctly.” 
 

LOW OIL PRICES 
Asked about low oil prices, Buffett 
said, “It’s an important industry. The 
decline in the price of oil is very good 
for the consumer but very bad for 
some businesses like the one we 
bought in Lubrizol.  It should be good 
for the United States overall.  We are 
an importer. Oil extends into so many 
areas that it also hurts plenty when 
the price of oil falls. It particularly 
hurts capital investments. Our 
economy has continued to make 
progress despite the oil price 
decline.”   

HUMOR 
Asked about his sense of humor, 
Charlie chuckled, “I think if you see 
the world accurately, it’s bound to be 
humorous because it’s ridiculous!”  
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