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We have used this headline before, but it 
bears repeating as political rhetoric is heating 
up as we approach the 2020 presidential 
election. The current impeachment hearings 
add to the political drama. While politics may 
elicit strong emotions, successful long-term 
investors know that business fundamentals 
and valuations trump politics.  
 
This was the case during previous impeach-
ment proceedings. Between President Clin-
ton’s impeachment inquiry and acquittal in 
1998-1999, the stock market rallied nearly 
30%. This had little to do with politics but 
more to do with the fact that technology 
stocks were bubbling higher and the Federal 
Reserve was cutting interest rates. On the 
other hand, between President Nixon’s im-
peachment inquiry and resignation in 1973-
1974, the stock market fell nearly 30%. A 
recession, oil crisis and high inflation likely 
had more to do with the bear market at that 
time than politics.  
 
Despite President Trump’s current impeach-
ment inquiry, the stock  market has recently 
hit record highs with the Dow Jones Industri-
al Average surpassing the 28,000 milestone. 
This is due in part to optimism that a trade 
deal may be reached with China. In addition, 
the Federal Reserve’s accommodative mon-
etary policy has helped the stock market rise 
with three interest rate cuts during 2019 to 
support economic growth. With low interest 
rates, inflation and unemployment and high 
consumer and business confidence, reces-
sion fears have abated—powering the stock 
market higher despite divisive politics.  
 
As we enter 2020, political pundits currently 
believe that we will continue to have a divid-
ed Congress after the presidential election 
with the House remaining in Democratic con-
trol and the Republicans holding onto control 
in the Senate. A divided Congress usually 
results in  future policy changes occurring 
slowly. 

It is helpful to keep in mind that many cam-
paign promises are not kept or take time to 
work their way through our ponderous political 
system. Management teams of high-quality 
companies successfully adapt to new eco-
nomic and tax policies which change from one 
administration to another. 
 
With future policy changes currently unknow- 
able and likely to take time to become imple-
mented once known, investors have time to 
make any necessary portfolio adjustments. 
While it may be tempting to trade on emotion 
depending on the political winds of the day, it 
rarely is prudent or profitable to do so. As 
Mark Twain quipped, “It ain’t what you don’t 
know that gets you in trouble, it’s what you 
know for sure that just ain’t so.”  
 
Maintaining a calm and rational assessment 
of individual business fundamentals and valu-
ations is a much better investment strategy. 
While political headlines create a great deal of 
uncertainty and potential stock market volatili-
ty, we always focus on the business funda-
mentals and valuations of our companies to 
drive our investment decisions. As a result, 
we are continuously monitoring holdings and 
gradually rebalancing accounts based on 
those intrinsic value factors.  
 
With the stock market hitting record highs, we 
currently find very few bargains among high-
quality stocks. At the same time, many of our 
high-quality companies are trading in a zone 
of reasonableness which enables us to pa-
tiently sit on our assets as the underlying val-
ue of our businesses continue to grow. How-
ever, if a nonpartisan Mr. Market pushes stock 
prices much higher through a Santa Claus 
rally, we may stuff some additional profits in 
our stockings this year from stocks attaining 
full valuations. At the same time, we will seek 
to mitigate the tax impact of long-term capital 
gains with tax-loss harvesting if available and 
appropriate. We believe that is always a politi-
cally correct year-end investment strategy.  

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

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
11-22-19 

Total (c) 
Return 

 
Advice* 

 
Comment 

Accenture-ACN Consulting 03-06-12 59.95 196.66 267% 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 

 
1,293.67 
1,295.34 

 
188% 
408% 

 
BUY 

Acquiring Fitbit for $2.1 billion; free 
cash flow +34% YTD to $23 billion and 

ended 3Q with $133 billion in cash 

Apple-AAPL iPhones, computers, 
services 

09-07-10 36.97 261.78 653% HOLD Generated juicy 61%  ROE in fiscal 2019 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 169.65 109% HOLD Increased dividend 15% and announced 
new $5 billion share buyback program 

Bank of Hawaii-BOH Financial services 12-3-18 79.30 89.87 16% HOLD Dividend yields 3.0% 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

217.96 718% BUY Operating earnings increased 14% in 
third quarter to $7.9 billion; invested $10 

billion in Occidental Petroleum 

Biogen-BIIB Biotechnology 09-09-15 286.19 299.08 5% BUY Plans FDA filing in early 2020 for  
Alzheimer’s drug 

Booking Holdings-BKNG Online travel bookings 12-12-12 
12-10-14 

629.62 
1,119.68 

1,877.53 115% BUY YTD repurchased $6.8 billion of  
common stock 

Brown-Forman-BFB Liquor 03-10-00 4.25 67.04 1,716% HOLD Increased dividend 5%, marking 36th 
consecutive year of dividend increases 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 90.42 65% BUY During 3Q, free cash flow +20% to 
C$700 million 

Cisco Systems-CSCO  Internetworking   03-12-97 
 

5.78 44.85 801% HOLD In 1Q paid $1.7 billion in dividends and 
repurchased $768 million of stock 

Cognizant Tech.-CTSH IT consulting 09-07-12 33.43 63.19 95% BUY Sales +4%, EPS +10% in 3Q 

F5 Networks-FFIV Network technology 09-09-15 121.84 142.84 17% BUY Generated a 24% ROE in fiscal 2019 

Facebook-FB Social media 06-04-18 193.35 198.82 3% BUY YTD free cash flow +35% to $16.2 
billion; ended 3Q with $52 billion in cash 

FactSet Research-FDS Financial information 03-14-14 104.42 260.16 160% HOLD Generated 53% ROE in fiscal 2019 

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

2.45 
25.25 
20.85 

35.71 88% HOLD Taking partial profits (see p. 4) 

Gentex-GNTX Auto mirrors 12-08-15 16.29 28.14 82% HOLD YTD paid $87 million in dividends and 
repurchased $263 million of stock 

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

 

20.81 
84.10 

 

103.71 70% BUY YTD paid $401 million in dividends and 
repurchased $328 million of stock 

Hormel Foods-HRL  Food  06-14-01 6.01 42.31 724% HOLD YTD paid $325 million in dividends and 
repurchased $174 million of stock 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 
09-10-18 

35.48 
137.52 

138.07 50% BUY Estimates $14.5 billion of free cash flow 
in 2019; reserved $4 billion for litigation 

3M-MMM Diversified 03-07-07 
09-10-18 

73.70 
213.63 

167.60 7% HOLD Expect sales to dip and lowered EPS 
outlook to $8.20-$8.30 in 2019 

*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 
11-22-19 

Total (c) 
Return 

 
Advice* 

 
Comment 

Mastercard-MA Global payments 09-05-14 76.45 282.57 279% HOLD YTD paid $1 billion in dividends and 
repurchased $5.5 billion of common stock 

Maximus-MMS Business services 06-02-16 57.54 74.02 31% BUY Increased dividend 12% 

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

30.16 
26.94 

149.59 479% HOLD Increased dividend 11%; new $40 billion 
share buyback program 

MSC Industrial-MSM Industrial distributor 03-07-18 90.58 74.38 -14% HOLD Fiscal 1Q sales and EPS expected to drop 

Nike-NKE Shoes and apparel 03-07-17 56.55 93.34 69% HOLD Increased dividend 11%, marking 18th 
consecutive year of dividend hikes 

Oracle-ORCL Software 09-05-13 32.31 56.39 87% BUY New $15 billion share buyback program 

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

29.49 
27.28 

84.64 254% HOLD Fiscal 1Q 2019 free cash flow +8% 
 to $268 million 

PepsiCo-PEP Food and beverages  03-14-14 
03-07-18 

 81.89 
109.42 

134.07 42% HOLD In 2019, expects to pay $5 billion in 
dividends and repurchase $3 billion of stock 

Raytheon-RTN Defense 03-06-19 183.05 216.40 20% HOLD YTD free cash flow more than doubled to 
$1 billion; merger with UTX approved 

Ross Stores-ROST Off-price retailer 06-08-17 61.70 111.52 84% HOLD For the full fiscal year, plans to repurchase 
$1.275 billion of stock 

Starbucks-SBUX Coffee retailer 06-10-14 
12-11-17 

 

37.26 
58.61 

 

83.02 63% HOLD Increased dividend 14%; repurchased $10.2 
billion of common stock in fiscal 2019 

Stryker-SYK Medical technology 03-11-09 32.08 201.59 569% HOLD Acquiring Wright Medical for $4 billion 

TD Ameritrade-AMTD Brokerage services 06-04-19 51.95 48.13 -6% SELL Selling position (see p. 4) 

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

53.98 
80.59 

121.02 168% HOLD Assets under management exceed $1 trillion 

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

2.54 
36.17 

59.18 145% BUY For the full fiscal year expects to repurchase 
$1.5 billion to $1.75 billion of stock 

Tractor Supply-TSCO Rural retailer 12-11-17 67.51 97.21 48% HOLD YTD paid $121 million in dividends and 
repurchased $490 million of stock 

Ulta Beauty-ULTA Beauty retailer 09-10-18 285.84 228.86 -20% BUY 1H free cash flow +20% to $296 million; 
plans $700 million share buyback for year 

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

74.92 
79.57 
67.90 

119.32 104% 

 

HOLD 3Q sales +5%, EPS up 16%; 
expects free cash flow to top $4 billion in 

fiscal 2019 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.43 147.70 434% HOLD YTD free cash flow +45% to $2 billion; 
merger with RTN approved 

Walgreens Boots Alliance-
WBA 

Drugstores 09-12-08 
06-08-17 

36.38 
81.83 

60.60 -5% HOLD Generated 16.5% return on shareholders’ 
equity in fiscal 2019 

Walt Disney-DIS Media/Entertainment 09-02-16 94.43 148.29 62% HOLD Disney+ hit 10 million subscribers just one 
day after launch 

UnitedHealth Group-UNH Health care 
management 

08-29-19 231.64 276.84 20% HOLD YTD paid $2.9 billion in dividends and 
repurchased $5.1 billion of stock 

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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Despite sluggish business condi-
tions and a cautious tone from cus-
tomers, Fastenal reported third 
quarter sales, net income and EPS 
each increased 8% to $4 billion, 
$214 million and $.37, respectively. 
Daily sales increased 6.1% year-
over-year, driven by higher unit 
sales from industrial vending and 
Onsite locations plus higher prod-
uct pricing taken to mitigate the 
impacts of general and tariff-
related inflation. Sales of fastener 
products grew 3% on a daily basis 
and represented 33.7% of sales 
while sales of non-fastener prod-
ucts grew 8% on a daily basis and 
represented 66.3% of sales. The 
company opened two branches 
during the third quarter and closed 
22, ending the quarter with 2,146 
branches. Fastenal activated 84 
Onsite locations in the third quarter 
of 2019 and closed 35, ending the 
quarter with 1,076 active Onsite 
locations.  
 
Gross profit declined 90 basis 
points to 47.2%, primarily due to 
increased industrial vending and 
Onsite location sales, which gener-
ate lower gross margins than the 
company average. During the first 
nine months of 2019, Fastenal 
generated $590.3 million in operat-
ing cash flow, up 19% year-over-
year thanks to effective working 
capital management. Free cash 
flow increased 2% to $406 million 
on a nearly two-fold increase in 
capital expenditures to expand the 
company’s hub capacity, vending 
devices and hub vehicles. Fastenal 
paid $126.2 million in dividends to 
shareholders in the third quarter, 
up 10% from last year.   
 
With Fastenal’s stock bolting 
16% higher during the past quar-
ter and attaining a full value, we 
decided to fasten in some profits 
by trimming the position. 
Fastenal’s stock has risen more 
than 14-fold over the last 19 
years from $2.45  to $35.71 per 
share. 

PORTFOLIO REVIEW 

DIVIDENDS 
Since the last  issue, the following 
dividends per share were received: 
Accenture ($.80),   Apple ($.77), ADP 
($.79), Bank of Hawaii ($.65), Brown-
Forman ($.17), Canadian National 
($.41), Cisco ($.35), Cognizant ($.20), 
FactSet Research ($.72), Fastenal 
($.22), Gentex ($.12), Genuine Parts 
($.76), Hormel Foods ($.21), Johnson 
& Johnson ($.95), Mastercard ($.33), 
Maximus ($.25), Microsoft ($.46), 3M 
($1.44), MSC Industrial ($.75), Nike 
($.22), Oracle ($.24), Paychex ($.62), 
Pepsi ($.96), Raytheon ($.94), Ross 
Stores ($.26), Starbucks ($.36), 
Stryker ($.52), T. Rowe Price ($.76), 
TD Ameritrade ($.31), TJX ($.23), 
Tractor Supply ($.35), United Parcel 
Services ($.96), United Technologies 
($.74), UnitedHealth ($1.08), and 
Walgreens ($.46). 

For investors with taxable accounts, 
tax-loss harvesting candidates this 
year may include 3M, MSC Industri-
al and Ulta Beauty. 
 
Given the softening global economy 
and the impact of tariffs, 3M lowered 
their 2019 full year sales and earn-
ings guidance. Amid a weakening 
demand and pricing environment, 
MSC Industrial expects fiscal first 
quarter sales and earnings to de-
cline.  
 
Ulta Beauty’s stock price pulled back 
sharply during the past quarter and 
appears undervalued even after the 
company lowered guidance given 
industry-wide headwinds the compa-
ny is seeing in the U.S. cosmetics 
industry with both prestige and mass 
market makeup trends soft.  

******* 
With the proceeds from TD Ameri-
trade and the  profits from Fastenal, 
we plan to buy General Dynamics 
(see p. 10) and add to our positions 
in Canadian National Railway and 
Maximus (see pp. 11-12). Personal 
and employee purchases will be 
made during the week following dis-
tribution of this newsletter. (See Per-
sonal Trading restrictions in the box 
on p. 3.) 

TD Ameritrade reported fourth 
quarter revenues rose 11% to $1.6 
billion with net income up 21% to 
$551 million and EPS up 25% to 
$1.00. For the full fiscal 2019 year, 
revenues increased 10% to $6.0 
billion with net income up 50% to 
$2.2 billion and EPS up 53% to 
$3.96. Return on shareholders’ eq-
uity for the year was 25.4%. 
 
During the fiscal year, the company 
gained record net new assets of 
approximately $93 billion, an annu-
alized growth rate of 7%. The com-
pany ended the year with client as-
sets of about $1.3 trillion, up 2% 
year over year. The company also 
reported record average client 
trades of about 860,000, up 6% 
year over year.   
 
Effective Oct. 3, 2019, TD Ameri-
trade eliminated commissions for its 
online exchange-listed stock, ETF 
and option trades, moving from 
$6.95 to $0. Management expects 
this decision to have a negative 
revenue impact of about $220 mil-
lion to $240 million per quarter, re-
sulting in about a 15%-16% reve-
nue decline. The company will need 
to work diligently to create new rev-
enue opportunities and to control 
expenses to replace the lost reve-
nues. The industry-wide commis-
sion change to zero commissions 
will represent challenges for TD 
Ameritrade in fiscal 2020 with both 
revenues and earnings expected to 
decline for the year.  In addition, a 
CEO transition is also underway as 
Timothy Hockey, the current CEO, 
announced his resignation due to a 
disagreement with the Board of Di-
rectors.  
 
Given the change in management 
and the expected decline in reve-
nues and earnings, we decided to 
sell TD Ameritrade at a loss as 
the business model had significant-
ly changed. Subsequently, Schwab  
agreed to acquire the company in a 
$26 billion all stock deal.  

TRADING AWAY 
TD AMERITRADE 

FASTENING IN PROFITS 
FROM FASTENAL 

TAX-LOSS HARVESTING 
CANDIDATES 
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REALIZED GAINS AND LOSSES OVER THE LAST 12 MONTHS 

 

COMPANY DATE  
PURCHASED 

DATE  
SOLD 

GAIN/
LOSS 

COMMENT* 

ABBVIE 03/09/10 
12/03/10 

08/29/19 
08/29/19 

+131% 
+168% 

Sold position due to integration and financial risk related to 
 acquisition of Allergan 

GENTEX 12/08/15 08/29/19 +63% Fully valued, trimmed position 

POLARIS 09/09/15 
12/28/15 

03/06/19 
03/06/19 

-27% Sold position due to declining earnings and cash flow and in-
creasing debt 

WALT DISNEY 09/02/16 06/04/19 +41% Fully valued, trimmed position 

WESTWOOD HOLDINGS 12/08/11 
08/10/15 

06/04/19 -39%  
Assets under management, sales and earnings dropped signifi-

cantly, sold position 

TRACTOR SUPPLY 12/11/17 03/06/19 +39%  
Fully valued, trimmed position 

STARBUCKS 06/10/14 12/3/18 +81% Fully valued, trimmed position 

THOR INDUSTRIES 06/04/18 08/29/19 -51% Sold position due to industry downturn, lower cash flows and 
increased debt from acquisition 

Hendershot Investments, Inc. Investment Advisory Services  
Founded in 1994, Hendershot Investments’ personalized portfolio management service exists to help you improve your long-term fi-
nancial success and to conserve and grow your wealth. To that end, we invest in high-quality, well-managed companies at reasonable 
valuations and hold them for the long term. We extend a big “thank you” for the many client and subscriber referrals, as a referral is 
the biggest compliment you can pay us! 

We find great businesses at reasonable 
prices through extensive research. 

As long-time students of the stock market, 
we have developed valuation models to 
assess the relative merits of HI-quality 
companies. We scour annual reports, SEC 
filings and news to independently deter-
mine company valuations, thereby avoiding 
the pitfalls of herd-mentality investing. 
Quarterly earnings conference calls with 
management keep us abreast of corporate 
developments and give us insight into the 
heartbeat of corporate leadership.  

We adhere steadfastly to rigor-
ous buy and sell disciplines. 

Our number one rule on the buy 
side is “Don’t overpay for a stock.” 
We want to buy with a margin of 
safety. We would rather pay a “fair 
price for a great business than a 
great price for a fair business.”  

As Philip Fisher stated, “If the job 
has been done correctly when a 
stock is purchased, the time to sell 
is almost never.”  

 

We believe in patient investing for the 
long term. 

Quintessential investor, Ben Graham, de-
scribed the stock market in the short term 
as an imperfect voting machine where 
stock prices are based partly on emotion 
and partly on reason. In the long term, the 
stock market is a weighing machine where 
prices are driven by fundamentals.  
 
For this reason, we are willing to wait pa-
tiently until Mr. Market recognizes the value 
of our HI-quality firms. 

Our Investment Discipline 

 

*A stock meets our price target by reaching its near-term full value based on its expected price range over the next 12-18 months (see 
pages 6 and 7).  When a stock reaches our price target, we generally sell half the position and reinvest the proceeds into other promising 
opportunities. The remaining shares are held for further potential long-term gains as intrinsic value grows over time. Stocks are also sold if 
business fundamentals deteriorate or better investment opportunities are available.  
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 
RANGE 

 
PRICE 

11-22-19 
 

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 152-237 261.78 $11.89 $13.00 22.0 12.9 4.5 1.2% 3% 7% 61% 228% 102% 1.5X $260,174,000 

ACN 147-205 196.66 7.36 7.81 26.7 8.7 2.9 1.9 9% 12% 33% 44 0 1.4 43,215,013 

ADP 129-174 169.65 5.24 6.17 31.2 13.7 5.2 2.1 7% 16% 43% 85 19 1.0 14,175,200 

BF.B  44-57 67.04 1.73 1.79 38.3 19.4 9.7 1.0 -5% 8% 51% 19 136 3.3 3,324,000 

BIIB 261-414 299.08 21.58 31.03 10.6 3.9 4.1 - 9% 15% 34% 45 35 1.9 13,452,900 

BKNG 1841-
2433 

1,877.53 83.26 101.36 19.1 13.3 5.4 - 15% 16% 46% 198 126 1.8 14,527,000 

BOH 70-96 89.87 5.23 5.55 16.6 2.8 5.5 3.0 3% 9% 17% n/a n/a n/a 655,275 

BRK.B ! 204-248 217.96  13,236 15,650 20.4 1.3 2.2 - 7% 7% 1% n/a n/a n/a 247,837,000 

CNI 79-108 90.42 5.87 5.88 14.6 3.5 4.5 1.8 4% 11% 25% 1 63 0.7 14,321,000 

CSCO  33-46 44.85 2.61 2.74 17.8 5.5 3.7 3.1 1% 11% 35% 81 42 1.7 51,904,000 

CTSH 62-83 63.19 3.60 3.72 17.1 3.2 2.2 1.3 12% 11% 18% 29 7 2.5 16,125,000 

DIS 100-142 148.29 6.27 5.46 23.7 3.0 3.8 1.2 7% 6% 12% 10 43 0.9 69,570,000 

FAST  27-38 35.71 1.31 1.39 26.1 7.9 4.1 2.5 7% 12% 33% 7 17 4.5 4,965,100 

FB 160-263 198.82 7.57 6.48 31.9 5.1 8.6 - 45% 62% 26% 56 9 4.7 55,838,000 

FDS 204-319 260.16 9.08 8.88 28.7 14.8 6.9 1.1 9% 12% 53% 57 85 2.8 1,435,351 

FFIV 132-200 142.84 7.08 7.06 20.2 4.9 3.8 - 4% 9% 24% 76 0 1.4 2,242,447 

GNTX 20-29 28.14 1.62 1.64 17.0 3.7 3.9 1.6 7% 13% 24% 30 0 5.4 1,834,064 

GOOGL!! 1202-
1589 

1,293.67 43.70 46.29 27.8 4.6 6.5 - 20% 22% 17% 69 2 3.8 136,819,000 

GPC  95-123 103.71 5.50 5.49 19.0 4.1 0.8 3.0 5% 5% 23% 12 99 1.3 18,735,073 

HRL  37-49 42.31 1.86 1.73 23.4 3.7 2.4 2.0 1% 8% 17% 9 12 2.1 9,545,700 

JNJ  121-154 138.07 5.61 6.27 21.6 6.2 4.5 2.8 2% 0% 26% 31 46 1.3 81,581,000 

MA 217-321 282.57 5.60 7.69 41.9 57.1 18.9 .5 12% 16% 100% 118 156 1.4 14,950,000 

GD 178-233 182.88 11.22 11.91 15.9 3.9 1.5 2.2 4% 9% 29% 7 67 1.1 36,193,000 

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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PRICE 

11-22-19 
 
 

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)  

MMM 174-
245 

167.60 $8.89 $8.20 19.9 9.0 2.9 3.5% 1% 4% 55% 72% 162% 2.3X $32,765,000 

MMS 68-89 74.02 3.72 4.03 19.9 3.8 1.6 1.5 8% 12% 19% 9 1 2.2 2,886,815 

MSFT 84-122 149.59 5.06 5.39 63.1 10.8 9.1 1.4 8% 36% 38% 131 65 2.5 125,843,000 

MSM 72-100 74.38 5.20 5.02 14.3 2.8 1.2 4.1 4% 9% 20% 2 18 2.7 3,363,800 

NKE 66-90 93.34 2.49 2.97 34.8 3.5 3.7 1.1 6% 8% 45% 40 38 2.0 39,117,000 

ORCL 51-66 56.39 2.97 3.66 18.6 9.8 4.7 1.7 1% 8% 50% 188 267 2.2 39,506,000 

PAYX 66-86 84.64 2.86 3.10 29.0 12.0 8.0 2.9 8% 12% 40% 25 32 1.6 3,772,500 

PEP 115-
149 

134.07 5.66 5.51 23.8 13.2 2.9 2.9 -1% 7% 86% 41 210 1.0 64,661,000 

ROST 92-127 111.52 4.26 4.55 24.7 12.3 2.7 .9 8% 18% 48% 35 89 1.3 14,983,541 

RTN 167-
240 

216.40 10.15 11.88 18.5 4.6 2.2 1.8 4% 10% 25% 20 38 1.5 27,058,000 

SBUX 60-88 83.02 2.92 2.88 28.4 n/a 3.7 2.0 8% 13% n/a n/a n/a 0.9 26,508,600 

SYK 147-
199 

201.59 9.34 5.23 22.3 6.1 5.5 1.0 9% 62% 30% 16 64 2.2 13,601,000 

TJX  55-72 59.18 2.43 2.62 23.3 12.9 1.8 1.6 8% 12% 44% 37 182 1.2 38,972,934 

TROW 96-135 121.02 7.27 7.86 15.3 4.2 5.3 2.5 8% 12% 30% 71 0 n/a 5,372,600 

TSCO 78-120 97.21 4.31 4.71 21.3 7.8 1.5 1.4 8% 13% 34% 6 41 1.6 7,911,046 

ULTA 261-
432 

228.86 10.94 11.97 19.4 7.3 2.0 - 20% 29% 36% 18 92 1.8 6,716,615 

UNH 226-
311 

276.84 12.19 14.21 12.3 2.0 1.2 1.6 15% 21% 22% 91 67 0.7 226,247,000 

UPS 100-
140 

119.32 5.51 7.27 20.8 18.5 1.4 3.2 5% 14% 100% 81 100+ 1.1 71,861,000 

UTX 125-
163 

147.70 6.50 8.15 25.2 3.1 1.9 2.0 4% -1% 14% 18 93 1.1 66,501,000 

WBA 52-87 60.60 4.31 4.25 14.1 2.3 0.4 3.0 7% 2% 17% 4 46 0.7 136,866,000 

(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 rose 6.4%  as the 
Fed cut interest rates and recession 
fears abated. The following HI-
quality stocks all generated solid 
17% or better gains during the same 
period.  

For the full fiscal 2019 year, Apple’s 
revenues declined 2% to $260 billion 
with net earnings declining 7% to 
$55 billion and EPS dipping slightly 
to $11.89. Apple generated a juicy 
61% return on shareholders’ equity.   
 
Free cash flow decreased 8% during 
the fiscal year to $59 billion with the 
company paying $14.1 billion in 
dividends and repurchasing $66.9 
billion of its common shares. Apple 
ended the quarter with $206 billion of 
cash and marketable securities on its 
fruitful balance sheet and $92 billion 
in long-term debt. During the past 
quarter, Apple’s stock climbed 
24%, contributing to the stocks 
653% red delicious total return 
over the last nine years. Hold.  

In March, Biogen discontinued 
studies related to aducanumab, an 
Alzheimer's disease candidate. A 
new analysis of a larger dataset is 
showing a statistically significant 
reduction in clinical decline versus 
placebo. The positive results of this 
new analysis were driven primarily 
by greater exposure to high dose 
aducanumab in the larger dataset. 
Following discussions with the FDA, 
Biogen plans to submit a regulatory 
filing in early 2020. If approved, 
aducanumab would become the first 
therapy to reduce clinical decline in 
Alzheimer’s disease.  
 
In response to the news, Biogen’s 
stock rebounded a healthy 27% 
during the past quarter. Buy. 

Raytheon reported better than 
expected results in the third 
quarter with record sales up 9% to 
$7.4 billion, net income rocketing 
34% higher to $860 million and 
EPS up 37% to $3.08. Strong 
bookings of $9.4 billion led to a 
record backlog of $44.6 billion at 
quarter end with a book to bill ratio 
of 1.27. Free cash flow more than 
doubled during the first nine 
months to $1 billion with the 
company paying $773 million in 
dividends and $800 million for 
share repurchases. Raytheon’s 
merger with United Technologies 
was approved with the transaction 
expected to be completed in the 
first half of 2020. Raytheon’s 
stock also rocketed 21% higher 
during the past quarter. Hold. 

UnitedHealth Group reported 
strong and diversified performance 
in the third quarter with revenues 
up 7% to $60.4 billion as net 
income grew a healthy 11% to 
$3.5 billion with EPS up 13% to 
$3.67. Return on equity of 26.2% 
in the period continued to reflect 
the company’s efficient capital 
base and strong earnings profile. 
Cash flows from operations were 
$3.2 billion in the quarter and 
$12.3 billion year-to-date or 1.2 
times earnings, a sign of high-
quality earnings. Through the first 
nine months, UnitedHealth Group 
paid $2.9 billion in dividends and 
repurchased 20.8 million shares 
for $5.1 billion at an average cost 
of $245.19 per share as part of its 
disciplined capital allocation 
process. Management increased 
its full year 2019 net EPS outlook 
to $14.15-$14.25. UnitedHealth 
Group provided a healthy 20% 
total return during the past 
quarter. Hold. 

Walgreens Boots Alliance reported 
fiscal 2019 revenues rose 4% to 
$136.9 billion with net income down 
21% to $4 billion and EPS declining 
15% to $4.31. Earnings for the year 
were adversely impacted by 
acquisition, impairment, restructuring 
and tax charges. Return on 
shareholders’ equity for the year was 
16.5%. During fiscal 2019, 
Walgreens paid $1.6 billion in 
dividends and repurchased $4.2 
billion of its common stock. For fiscal 
2020, revenues are expected to 
increase 2%-3% with core operating 
income growth of around 5% and flat 
adjusted EPS growth. Walgreens’ 
stock rebounded a healthy 18% 
during the quarter on news that 
KKR may have submitted a formal 
bid to take the company private in a 
leveraged buyout (LBO) which would 
be the largest in history. Hold.  

United Technologies reported strong 
sales and operating profits in the third 
quarter with sales soaring 18% to 
$19.5 billion and operating profits 
ascending 35% to $2.5 billion. United 
Technologies delivered 5% organic 
sales growth and margin expansion 
across all four businesses. Free cash 
flow increased 45% during the first 
nine months to $2.0 billion with the 
company paying $611 million in 
dividends. With results coming in 
stronger than expected, management 
raised their adjusted EPS outlook to 
a range of $8.05-$8.15. Organic 
sales are expected to increase 4%-
5% for the full 2019 year with 
reported sales expected in the range 
of $76.0 billion-$76.5 billion. The 
merger with Raytheon was approved 
and is scheduled to be completed  in 
the first half of 2020. United 
Technologies has provided a jet-
setting 434% total return over the 
last 18 years. Hold.  

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

RAYTHEON 
MERGER WITH UTX APPROVED 

APPLE 
JUICY 61% RETURN ON EQUITY 

WALGREENS 
LBO CANDIDATE? 

UNITEDHEALTH GROUP 
HEALTHY GROWTH 

BIOGEN 
NEW ALZHEIMER’S DRUG? 

UNITED TECHNOLOGIES 
MERGER WITH RTN APPROVED 
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(continued) 

Bank of Hawaii reported third quarter 
revenue increased 1% to $167 
million with net income declining 9% 
to $52 million. During the third 
quarter, the company repurchased 
400,000 shares at a total cost of 
$29.9 million or $83.07 per share. 
From October 1 through October 25, 
2019, the company repurchased an 
additional 92,000 shares of common 
stock at an average cost of $84.46 
per share. Since Bank of Hawaii’s 
share repurchase program was 
initiated in July 2001, the bank has 
repurchased 56.6 million shares and 
returned $2.3 billion to shareholders 
at an average cost of $40.09 per 
share. Remaining buyback authority 
under the share repurchase program 
was $57 million as of September 30, 
2019. On the third quarter 
conference call, management stated 
that Bank of Hawaii stock remains an 
attractive vehicle for returning cash 
to shareholders. Hold. 

T. Rowe Price reported third quarter 
net revenues rose 2% to $1.4 billion 
with net operating income up 3% to 
$659 million. Average assets under 
management (AUM) increased 5% 
during the quarter with ending assets 
under management increasing 4% to 
$1.126 trillion. Long-term investment 
performance remains strong despite 
a choppy market environment in the 
third quarter with net client inflows of 
$2.5 billion. Net flows were primarily 
driven by multi-asset and fixed 
income, while equities experienced 
modest outflows. During the first nine 
months of 2019, the firm spent 
$566.7 million to repurchase 5.7 
million shares, or 2.4% of its 
outstanding shares, at an average 
price of $99.57 per share. T. Rowe 
Price remains debt-free with ample 
liquidity including $5.6 billion  in  
cash and investments. Hold.  

Ross Stores reported fiscal third 
quarter revenues rose 8% to $3.8 
billion with net income up 10% to 
$370.9 million and EPS up 13% to 
$1.03.  
 
Comparable store sales increased a 
strong 5% in the quarter driven by 
both traffic and average basket size. 
Growth was broad-based in all 
departments and geographies with 
the best growth coming from the 
children’s department and the 
Midwest region.  
 
Results were better than 
management’s expectations with 
the 12.4% operating margin also 
above plan due to better than 
expected sales and merchandise 
margin.  
 
Free cash flow declined 13% during 
the first nine months to $1.0 billion 
with the company paying $278 
million in dividends and 
repurchasing $966 million of its 
common stock during the same time 
period. During the third quarter, the 
company repurchased three million 
shares for $326 million at an 
average price of $108.67 per share.  
For the full fiscal 2019 year, the 
company expects to repurchase 
$1.275 billion in common stock.  
 
For the fourth quarter, comparable 
store sales are expected to increase 
1% to 2%  with EPS expected in a 
range of $1.20-$1.25. 
 
A competitive retail landscape and 
ongoing uncertainty surrounding the 
macro and political environment will 
serve as headwinds. For the full 
fiscal year, Ross Stores expects 
earnings per share in  a range of 
$4.52 to $4.57 up from $4.26 in 
fiscal 2018. Ross Stores expects to 
end the year with 89 new stores 
including 1,546 Ross Stores and 
259 dd’s Discounts stores. Hold.  

UPS delivered a 5% increase in third 
quarter revenues to $18.3 billion with 
net earnings and EPS each 
increasing 16% to $1.75 billion and 
$2.01, respectively.  
 
U.S. Domestic Package revenue 
increased nearly 10% to $11.5 
billion, driven by a 24% jump in Next 
Day volume, a 17% increase in 
Deferred Air and a 7% increase in 
Ground volume. Growth came from 
B2C and B2B shippers, led by retail, 
healthcare and high-tech sectors. 
Adjusted U.S. Domestic Package 
operating margins increased 130 
basis points and unit cost per 
package declined nearly 3%, 
powered by productivity gains and 
increased efficiencies in the 
company’s new automated facilities.  
 
International revenues increased 
slightly to $3.5 billion. UPS continues 
to navigate through the dynamic 
Supply Chain and Freight business 
with revenues falling nearly 5% to 
$3.4 billion.  
 
Year-to-date, UPS generated $5.7 
billion in operating cash flow and 
$3.2 billion in free cash flow. 
Through the first nine months, UPS 
returned $3.3 billion to shareholders 
through share repurchases of $753 
million at an average cost per share 
of $107.57 per share and dividends 
of $2.5 billion that were up 5.5% 
from last year. 
 
Given the visible results from 
transformation initiatives designed to 
improve network efficiencies and 
create new solutions, management 
reaffirmed full-year adjusted 2019 
EPS in the range of $7.45 to $7.75. 
Guidance assumes no further 
deterioration regarding global trade 
uncertainty or U.S. industrial 
weakness. Free cash flow for the 
year is projected to be over $4 
billion. Hold. 

ROSS STORES 
$1.275 BILLION BUYBACK 

UPS FREE CASH FLOW  
TO TOP $4 BILLION 

QUARTERLY RATING CHANGE 
FROM  BUY TO  HOLD 

T. ROWE PRICE 
$1 TRILLION  AUM 

BANK OF HAWAII 
BUYING BACK SHARES 
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MARKET LEADER 
Formed in 1952, General Dynamics 
has grown both internally and  through 
acquisitions to become a market leader 
in the aerospace and defense industry. 
Under the capable leadership of 
Phebe Novakovic, appointed as the 
company’s CEO and chairwoman in 
2013, each business unit is responsible 
for its strategy and operational 
performance  while the lean staff at 
corporate headquarters sets the 
company's overall strategy and is 
responsible for  allocating and deploying 
capital. In 2018, 65% of General 
Dynamics’ revenue was from the U.S. 
government, 11% was from non-U.S. 
government customers and 24% was 
from commercial customers. General 
Dynamics operates through five 
business segments: aerospace, combat 
systems, information technology, 
mission systems and marine systems.  
  
The Aerospace segment, which generated 
23% of the company’s 2018 revenue 
and 33% of its operating profits, offers 
a comprehensive fleet of  Gulfstream 
business jets and worldwide aviation 
services. Combat Systems, which 
generated 17% of 2018 revenue and 
21% of operating profits, provides 
combat vehicles including the Abrams 
tank and the Stryker combat vehicle, 
weapon systems, munitions, logistics 
support  and maintenance services for 
the U.S. and its allies. The Information 
Technology segment, 23% of sales 
and 14% of operating profits, was 
formed in 2018 concurrent with General 
Dynamics’ acquisition of  CSRA. This 
segment provides IT solutions for 
defense, intelligence and federal 
civilian customers. Mission Systems, 
13% of sales and 15% of operating 
profits, provides mission-critical C4ISR 
products and services. The Marine 
Systems segment, 24% of sales and 
17% of operating profits, designs and 
builds submarines and surface ships 
for the U.S. Navy and Jones Act ships 
for commercial customers. 
 

NEW STOCK 
GENERAL DYNAMICS (GD-$182.88) 

11011 Sunset Hills Road, Reston, VA   20190  www.gd.com 

PROFITABLE GROWTH 
The company's sustained focus on 
continuous operational improvements 
has generated an exceptional 26.4% 
average return on shareholders’ equity 
during the past five years.  Net earnings 
have compounded at a 6% annual 
rate since 2014 with EPS growing at 
an even faster 9% pace due to the 
company’s share repurchase program.  
 
The company's robust cash flow 
generation provides the fuel for share 
buybacks, dividends and  a disciplined 
acquisition strategy  to spur future 
profitable growth.  During the past 
three years, the company  spent $5.3 
billion on share repurchases, reducing 
its share count by  about 8%. Since 
2014, dividends have compounded at 
an 11% annual clip with the firm 
raising its dividend by 10% in 2019, 
marking the 22nd annual increase.  
 
During 2018, General Dynamics  
acquired six businesses for an 
aggregate cost of $10.1 billion, including 
$9.7 billion for CSRA, its largest 
acquisition to date. Combining CSRA 
with General Dynamics’ Information 
Technology business unit created a 
premier provider of next generation IT 
and cybersecurity solutions to the 
federal government.  The acquisition 
is expected to be accretive to EPS 
and to free cash flow in 2019 and is 
expected to generate cost savings of 
about 2% of the combined unit’s 
revenues by 2020. 

THIRD QUARTER RESULTS 
General Dynamics reported third 
quarter revenue increased 7% to $9.8  
billion with earnings from continuing 
operations increasing 6% to $913 million 
and EPS increasing 9% to $3.14. Third 
quarter revenue growth was lifted by 
the CSRA acquisition and a 23% 
increase in aerospace sales on initial 
deliveries of the new large-cabin G600 
aircraft which entered into service 
during the third quarter. Total backlog at 
9/30/19 was $67.4 billion, down slightly 
from last year, largely due to strong dollar 
currency headwinds. Despite the 
headwinds, General Dynamics ended 
the quarter with a book to bill ratio of 1. 
The company generated $1.1 billion in 
cash from operations in the quarter and 
free cash flow of $847 million, a 93% 
conversion rate.  During the quarter,    
the company returned $295 million to 
shareholders through  dividend payments 
and repaid $450 million in debt, ending 
the quarter with $974 million in cash 
and net debt of $12.7 billion.  
Management’s focus for cash beyond 
internal investments  and dividends  is 
debt repayment with half the debt taken 
on to buy CRSA slated to be repaid by 
the middle of 2020.  
 
With profitable growth, exceptional 
returns on shareholders’ equity, robust 
free cash flow and disciplined capital 
deployment, General Dynamics is a HI-
quality company. Investors seeking 
solid long-term returns should salute 
the General!  Buy.  

General Dynamics is a global aerospace and defense company with leading market positions in business aviation and aircraft 
services; combat vehicles, weapons systems and munitions for the U.S. and its allies; IT services; command, control 
communications, computers, intelligence, surveillance and reconnaissance (C4ISR) solutions; and shipbuilding and ship 
repair. General Dynamics employs more than 100,000 people worldwide and generated $36.2 billion in 2018 revenue.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 
2018 

 
2017 

 
2016 

 
2015 

 
2014 

Revenues 
(000,000) 4.1% $36,193 $30,973 $30,561 $31,781 $30,852 

Net Income 
(000,000) 5.9% $3,358 $2,912 $2,679 $3,036 $2,673 

EPS 9.4% $11.22 $9.56 $8.64 $9.29 $7.83 

Profit Margin  9.3% 9.4% 8.8% 9.6% 8.7% 

Dividends 10.7% $3.72 $3.36 $3.04 $2.76 $2.48 



www.hendershotinvestments.com                                                                                              Page 11 

 

 
 

INDUSTRY LEADER 
Celebrating its 100th anniversary in 
2019, Canadian National Railway 
(CNI) has evolved from a collection 
of various railways into a major 
transportation and logistics company 
with a network that reaches from the 
Pacific to the Atlantic to the Gulf of 
Mexico.  Since de-regulation of the 
rail industry—first in the United 
States in 1980 and later in Canada in 
1987 and 1996—the overall rail 
industry  has embarked on a 
transformational journey with CNI 
becoming an industry leader in North 
America. Once a largely Canada-only 
enterprise, CNI’s operations today 
transport freight traffic over an 
approximately 20,000 mile rail 
network that handles more than 
C$250 billion of goods annually with 
over 25,000 employees.  
 
Operating the largest rail network in 
Canada and the only transcontinental 
network in North America, the 
company serves close to 75% of the 
U.S. population and all major 
Canadian markets. CNI carries more 
than 300 million tons of cargo for 
exporters, importers, retailers, 
farmers and manufacturers. CNI’s 
freight revenues are derived from 
seven commodity groups 
representing a diversified and 
balanced portfolio of goods 
transported between a wide range of 
origins and destinations. This product 
and geographic diversity better 
positions the company to face 
economic fluctuations and enhances 
its potential for growth opportunities.  
 
Canadian National Railway leads the 
North American rail industry in terms 
of efficiency and operating margins.  
Scheduled Railroading and Supply 
Chain Collaboration Agreements with 
ports, terminal operators and 
customers helps Canadian National 
Railway drive efficiencies across the 
entire supply chain. 

UNDER THE SPOTLIGHT 
CANADIAN NATIONAL RAILWAY (CNI-$90.42) 

935 de La Gauchetiere St. West, Montreal, QC H3B 2M9 Canada www.cn.ca 

   PROFITABLE OPERATIONS 
With a business model focused on 
cost efficiency and asset utilization, 
CNI generates highly profitable 
operations.  Net profit margins have 
approximated 26% or better over the 
last five years. Over the same time 
period, the company has invested 
nearly $14 billion in capital 
expenditures to expand their network 
and build for the future.  
 
CNI is committed to long-term 
shareholder value creation through 
strong financial performance, 
dividend payments and share 
repurchases. The railroad is loaded 
with strong free cash flows, which 
have totaled more than $12 billion 
over the last five years. CNI has 
boosted its dividend for 23 straight 
years with the dividend compounding 
at a 16% annual growth rate since 
1995. In addition, Canadian National 
Railway has repurchased C$9 billion 
of its common stock over the last five 
years.  
 

THIRD QUARTER RESULTS 
Despite a softening economy, 
Canadian National Railway reported 
third quarter revenues chugged 
ahead 4% to C$3.8 billion with net 
income up 5% to C$1.2 billion and 
EPS up 8% to C$1.66. Excluding 
gains from asset sales in 2018, 

adjusted net income increased 8% 
and EPS increased nearly 11%.  
 
During the quarter, the company 
generated C$700 million in free cash 
flow, up 20% from last year, due to 
working capital efficiencies and lower 
capital expenditures as track capacity  
projects near completion. During the 
first nine months of 2019, CNI 
generated nearly C$1.5 billion in free 
cash flow with the company returning 
more than C$2.4 billion to investors 
through share repurchases and 
dividends. For 2019, management 
expects growth across a range of 
commodities, particularly in Canadian 
coal exports, refined petroleum 
products and natural gas liquids, 
Canadian grain and petroleum crude.  
The company also expects lower 
volumes of U.S. coal exports, forest 
products, potash and frac sand 
compared to 2018 and now expects 
intermodal traffic volumes to be lower 
than 2018. Management expects full 
year 2019 EPS growth in the high 
single-digit range. 
 
Long-term investors should hop 
aboard Canadian National Railway, a 
HI-quality industry leader generating 
solid growth and profitable operations 
while also rewarding shareholders 
with growing dividends and share 
buybacks. Buy. 

Canadian National Railway is a true backbone of the economy transporting more than C$250 billion worth of goods 
annually for a wide range of business sectors, ranging from resource products to manufactured products to consumer 
goods, across a rail network of approximately 20,000 route-miles spanning Canada and mid-America. Canadian 
National Railway Company, along with its operating railway subsidiaries, serves major cities and ports in Canada along 
with midwestern cities and ports in the United States with connections to all points in North America. 

Fiscal Year  
Dec. 

4-YR 
CAGR 

 
2018 

 
2017 

 
2016 

 
2015 

 
2014 

Sales 
(000,000) 4.2% C$14,321 C$13,041 C$12,037 C$12,611 C$12,134 

Net Income 
(000,000) 8.1% C$4,328 C$5,484 C$3,640 C$3,538 C$3,167 

EPS 11.1% C$5.87 C$7.24 C$4.67 C$4.39 C$3.85 

Profit Margin  30.2% 42.1% 30.2% 28.1% 26.1% 

Dividends 16.1% C$1.82 C$1.65 C$1.50 C$1.25 C$1.00 
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HEALTHY GROWTH 
MAXIMUS was founded in 1975 and 
grew both organically and through 
acquisitions during the early 2000s. 
Beginning in 2006, the company 
narrowed the service offerings to focus 
in the area of business process 
services (BPS) primarily in the health 
services and human services markets. 
In parallel, the firm divested or exited a 
number of non-core businesses that 
fell outside these two areas.  
Subsequent growth was driven by the 
expansion of their health services 
business around the globe, new 
welfare-to-work contracts outside the 
United States and the growth of  their 
business with the United States 
Federal Government.  
 
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. Contracts are typically multi-
year arrangements which enables the 
company to identify 90% of its 
anticipated revenues over the next 12 
months. Client relationships frequently 
last for decades. 
 
About 41% of the company’s $2.9 
billion revenues in fiscal 2019 were 
generated by the U.S. Health and 
Human Services business segment, 
38% by the U.S. Federal Services 
segment and 21% by the Outside the 
U.S.  segment.  
 
In fiscal 2019, the 21% revenue 
growth and 9% earnings growth was 

driven by the acquisition of the 
federal citizen engagement centers 
business for $400 million in cash.  
 
Over the past five years, sales have 
compounded at an 8% annual rate 
with net income and EPS 
compounding at healthy 11% and 
12% rates, respectively, 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.  
 

STRONG FREE CASH FLOW 
During fiscal 2019, the company 
generated approximately $297 
million in free cash flow. Thanks to 

the strong cash flow, the company 
sharply boosted its annual dividend 
from $.18 per share to $1.00 a share. 
MAXIMUS recently increased the 
dividend an additional 12% for fiscal 
2020 to $1.12 per share.   
 

FISCAL 2020 OUTLOOK 
MAXIMUS generates profitable growth 
with return on shareholders’ equity 
averaging 23% over the last five years. 
Year-to-date signed contract awards at 
9/30/19 totaled $2.6 billion. The sales 
pipeline at 9/30/19 was about $30.2 
billion comprised of about $2.9 billion 
in proposals pending, $1.2 billion in 
proposals in preparation and $26.1 
billion in opportunities tracking.  
 
Management expects revenues in 
fiscal 2020 to range between $3.15 
billion and $3.3 billion which should 
generate EPS in the range of $3.95-
$4.15. The firm expects  free cash flow  
in  the range of $275 million and $325 
million for fiscal 2020. Long-term 
investors may want to contract with 
MAXIMUS, a HI-quality company with 
healthy growth and strong cash flows. 
Buy.  
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 UNDER THE SPOTLIGHT 
MAXIMUS (MMS-$74.02) 
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Fiscal Year  
September 

4-YR 
CAGR 

 

 
2019 

 
2018 

 
2017 

 
2016 

 
2015 

Sales 
(000)  8.3% $2,886,815 $2,392,236 $2,450,961 $2,403,360 $2,099,821 

Net Income 
(000)  11.2% $240,824 $220,751 $209,426 $178,362 $157,772 

EPS 12.2% $3.72 $3.35 $3.17 $2.69 $2.35 

Profit Margin  8.3% 9.2% 8.5% 7.4% 7.5% 

Dividend 53.5% $1.00 $0.18 $0.18 $0.18 $0.18 

Since 1975, MAXIMUS has operated under its founding mission of Helping Government Serve the People®, enabling 
citizens around the globe to successfully engage with their governments at all levels and across a variety of health and 
human services programs. 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.  


