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With the stock market dramatically cut in half  
during the Great Recession, we titled our 
March 2009 newsletter, “The Future Has Not 
Been Cancelled.”  In our closing paragraph, we 
wrote, “Keep in mind that long-term investors 
reap the highest rewards following bear mar-
kets.” That has indeed been the case with $18 
trillion in wealth created as the S&P 500 Index 
recently hit a record high of 2,914, more than 
quadrupling from its financial crisis low of 666 
on March 9, 2009.  

The current bull market is now the longest of all 
time without a 20% decline, which is the typical 
definition of a bear market. This begs the ques-
tion on whether the longest bull market in histo-
ry is now long in the tooth.  Sir John Templeton 
famously said, “Bull markets are born on pessi-
mism, grow on skepticism, mature on optimism 
and die on euphoria.”  

Over the past decade, this stocky bull has 
climbed the proverbial wall of worry that has 
been bigger than the Great Wall of China amid 
tremendous skepticism. Today, worries contin-
ue to abound including rising interest rates, 
flattening yield curves, trade wars, labor short-
ages, political turmoil along with deficit, inflation 
and recession concerns. Whew!! 

While we always remain mindful of macroeco-
nomic factors which often include unknown out-
comes, we much prefer to focus on known  
business fundamentals and valuations of our 
individual HI-quality companies.  Here the news 
is much more optimistic.  

Current economic strength is evident with the 
strongest second quarter GDP growth in years 
at 4.2% with unemployment at 3.9%, near an 
18-year low. High consumer and business con-
fidence along with the deep cuts in corporate 
taxes resulted in second quarter profits for the 
S&P 500 companies soaring 25% after a simi-
lar rise in the first quarter.  

Many of our companies also reported strong 
double-digit growth in sales and earnings in the 
latest quarter including Accenture, Fastenal, 
Genuine Parts, MasterCard, MSC Industrial, 

T. Rowe Price, Thor and Tractor Supply. Free 
cash flow is also growing at double-digit rates as 
reported by Booking Holdings, Hormel, Oracle, 
Paychex, Ross Stores, Stryker and TJX. 

Given the strong cash flows, many of our com-
panies are making acquisitions, increasing divi-
dends and repurchasing shares to enhance 
shareholder value. Walt Disney is buying 
Twenty-First Century Fox for $85.1 billion while 
Microsoft is acquiring GitHub for $7.5 billion. 
PepsiCo announced the $3.2 billion acquisi-
tion of SodaStream and Stryker is acquiring 
K2M Group for $1.4 billion.  

Maximus, Starbucks and Walgreens in-
creased their dividends at double-digit rates dur-
ing the past quarter. Reflecting management’s 
confidence in future long-term growth, the fol-
lowing HI-quality companies all recently expand-
ed or initiated new share buyback programs: 
Biogen, Brown-Forman, FactSet, 3M, Nike 
and Walgreens. 

While it is natural for investors to get nervous as 
the stock market hits record highs, the surge in 
earnings has actually reduced P/E multiples. A 
forward 12-month 16.6 P/E for the S&P Index 
appears reasonable with interest rates still low 
despite the gradual increases by the Fed. 

As we listened to second quarter conference 
calls, management teams provided positive out-
looks for the balance of 2018 and into 2019. Af-
ter updating our valuation models to reflect the 
strong growth in earnings and cash flows, most 
of our HI-quality companies appear reasonably 
valued which bodes well for further long-term 
gains. It appears this prize-winning bull is still 
alive and kicking with more room to run.  

Acrophobia, the fear of heights, is not a good 
reason to change your long-term investment 
strategy. As legendary investor Peter Lynch 
said, “Far more money has been lost by inves-
tors preparing for corrections than has been lost 
in corrections themselves.” However, if financial 
circumstances or investment needs change, 
then gradual asset allocation shifts may appear 
prudent.  

IS THE LONGEST BULL MARKET 
LONG IN THE TOOTH? 
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STOCK PERFORMANCE 
 
Stock-Symbol  

 
Business  

Purchase 
  Date(a)      Price(b)  

Price 
08-29-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

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

28.57 
24.59 

97.58 297% BUY Raised 2018 adjusted EPS outlook to 
$7.76-$7.86, representing 40% growth  

Accenture-ACN Consulting 03-06-12 59.95 169.77 206% HOLD 3Q revenue +16%, EPS +50% 

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 

 
1,264.65 
1,249.30 

 
181% 
390% 

 
BUY 

Buying 62,000 minivans from Fiat 
Chrysler for $2 billion as part of building 

Waymo’s robot taxi fleet 

Apple-AAPL Computers, iPhones 09-07-10 36.97 222.98 538% HOLD Trimming position (see p. 4) 

Automatic Data 
Processing-ADP 

Human capital mgmt. 03-09-16 85.62 146.35 77% HOLD Expect adjusted EPS growth of  
19%-21% in fiscal 2019 

Berkshire Hathaway-
BRKB 
  

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

21.56 
27.45 
34.13 

211.27 693% BUY Second quarter operating earnings rose a 
robust 67% to $6.9 billion thanks in part 

to the benefits of tax reform 

Biogen-BIIB Biotechnology 09-09-15 286.19 349.99 22% BUY New $3.5 billion share buyback program 

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

629.62 
1,119.68 

1,944.03 122% BUY Free cash flow up 35% in 2Q to $1.5 
billion 

Brown-Forman-BFB Liquor 03-10-00 4.25 52.38 1,352% HOLD New $200 million share buyback 
program 

Canadian National 
Railway-CNI 

Railroad 06-28-15 58.05 89.34 60% HOLD Remains on track to complete $2 billion 
share buyback program in 2018 

Cisco Systems-CSCO  Internetworking   03-12-97 
 

5.78 47.48 817% HOLD Acquiring Duo Security for $2.35 billion 
in cash 

Cognizant Tech.-CTSH IT consulting 09-07-12 33.43 77.69 135% BUY Expects to complete 2018  $3.4 billion 
share buyback in third quarter 

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

1.18 
53.99 

88.53 284% SELL Being acquired by Cigna 
(see p. 4) 

F5 Networks-FFIV Network technology 09-09-15 121.84 190.43 56% HOLD Ended quarter with $1.4 billion in cash 

Facebook-FB Social Media 06-04-18 193.35 175.90 -9% BUY Repurchased $5.1 billion of stock in 1H; 
ended quarter with $42 billion in cash 

FactSet Research-FDS Financial information 03-14-14 104.42 227.07 125% HOLD Expanded share buyback by $100 million 

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

4.89 
50.50 
41.71 

58.81 52% BUY Increased dividend 8%;  
2Q sales +13%, EPS+40% 

Gentex-GNTX Auto mirrors 12-08-15 16.29 23.63 51% BUY EPS up 29% in 2Q, reflecting benefits of 
tax reform 

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

 

20.81 
84.10 

 

100.12 60% BUY 2Q sales up 18%, EPS up 19% 

*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 
08-29-18 

Total (c) 
Return 

 
Advice* 

 
Comment 

Hormel Foods-HRL  Food  06-14-01 6.01 38.42 642% BUY Free cash flow up 22% year-to-date 

Johnson & Johnson-JNJ  Healthcare products  03-10-00 35.48 134.86 380% BUY Raised EPS outlook to $8.07-$8.17, 
representing 10.5% to 11.9% growth 

3M-MMM Diversified 03-07-07 73.70 210.46 236% BUY Expects to repurchase $4-$5 billion of shares 
in 2018 

MasterCard-MA Global payments 09-05-14 76.45 214.57 188% HOLD 2Q revenues +20%, EPS +36% 

Maximus-MMS Business services 06-02-16 57.54 66.25 16% HOLD Increased dividend significantly to 1.5% 
yield; new $200 million share buyback 

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

30.16 
26.94 

112.02 337% HOLD Acquiring GitHub for $7.5 billion in MSFT 
stock 

MSC Industrial-MSM Industrial distributor 03-07-18 90.58 86.10 -4% BUY 3Q sales +11%, EPS +28% 

Nike-NKE Shoes and apparel 03-07-17 56.55 82.79 48% HOLD New $15 billion share buyback program 

Oracle-ORCL Software 09-05-13 32.32 48.89 61% BUY Free cash flow +13% in 2018 to $13.7 billion 

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

29.49 
27.28 

72.90 254% HOLD Free cash flow increased 30% in 2018 to $1.1 
billion 

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

 81.89 
109.42 

112.05 16% BUY Buying SodaStream for $3.2 billion in cash 

Polaris-PII Vehicles/snowmobiles/
motorcycles 

09-09-15 
12-08-15 

129.09 
98.76 

110.08 -5% BUY Acquired Boat Holdings for  
$805 million in cash 

Ross Stores-ROST Off-price retailer 06-08-17 61.70 96.06 57% HOLD Free cash flow +33% in 1H to $836 million 

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

37.26 
58.61 

53.25 22% BUY Increased dividend 20%; Nestle to pay 
Starbucks $7.15 billion in coffee alliance 

Stryker-SYK Medical technology 03-11-09 32.09 171.27 466% HOLD Acquiring K2M Group for $1.4 billion 

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

53.98 
80.59 

116.27 153% BUY 2Q sales +13%, EPS +18% 

Thor Industries-THO Recreational Vehicles 06-04-18 95.06 96.61 2% BUY 3Q sales +12%, EPS +20% 

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

5.09 
72.35 

108.54 122% BUY Free cash flow up 66% in first half 2018 

Tractor Supply-TSCO Rural retailer 12-11-17 67.51 86.49 29% HOLD 2Q sales up 10%, EPS +35% 

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

74.92 
79.57 
67.90 

123.47 103% 

 

BUY Raised 2018 free cash flow target to $5 
billion; in 1H paid $1.6 billion in dividends 
and repurchased $511 million of its shares 

United Technologies-UTX  Diversified-building 
systems/aerospace  

09-10-01 33.44 133.62 381% BUY During first half, paid $1 billion in dividends 
and repurchased  $1.4 billion of its shares 

Walgreens Boots Alliance-
WBA 

Drugstores 09-12-08 
06-08-17 

36.38 
81.83 

68.66 3% BUY Increased dividend 10% and new $10 billion 
share buyback program 

Walt Disney-DIS Media/Entertainment 09-02-16 94.43 112.45 23% BUY Increased offer for Twenty-First Century Fox 
to a total transaction value of $85.1 billion 

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

35.88 
59.72 

57.65 40% BUY Dividend yields 4.7% 

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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the company paying $10.2 billion in 
dividends and repurchasing $53.6 
billion of its shares including 113 
million shares repurchased in the 
third quarter for $20 billion at an 
average cost of $177.30 per share.  
 
Apple ended the quarter with 
$243.7 billion of cash and invest-
ments or $129.1 billion of cash net 
of long-term debt. Management’s 
outlook for the fourth quarter is for 
revenues in the range of $60 billion 
to $62 billion, representing 16%-
19% underlying growth. Tim Cook, 
CEO of Apple, is “excited about the 
products and services in the pipe-
line, the limitless opportunities for 
augmented reality and the compa-
ny’s significantly expanding ser-
vices.” 
 
Apple celebrated the strong quarter 
by becoming the first U.S. compa-
ny to hit the $1 trillion market capi-
talization milestone. Apple has pro-
vided a bushel of profits over 
the last eight years with a total 
return of 538%. With the stock 
appearing fully valued, we decid-
ed to harvest some profits by 
slicing back our position.  
 

Express Scripts reported second 
quarter revenues rose 1% to $25.6 
billion with net income up 9% to 
$877.3 million and EPS up 13% to 
$1.55. Healthy business funda-
mentals allowed the company to 
deliver strong core financial results 
while at the same time make in-
vestments to help improve patient, 
client and provider experiences.  
 
Free cash flow in the first half of 
the year grew 4% to $2.1 billion. 
Management’s outlook is for 2018 
revenues to approximate $99 bil-
lion to $102 billion with adjusted 
EPS expected in the range of 
$9.00-$9.14 and cash flow from 
operations expected in the range 
of $5.8 billion to $6.3 billion. Ex-
press Scripts is having a strong 
selling season across both com-

PORTFOLIO REVIEW 

DIVIDENDS 
 

Since the last  issue, the following dividends 
per share were received: AbbVie ($.96),   
Apple ($.73), ADP ($.69), Brown-Forman 
($.16), Canadian National ($.35), Cisco 
($.33),  Cognizant ($.20), FactSet Research 
($.64), Fastenal ($.40), Gentex ($.11),  
Genuine Parts ($.72), Hormel Foods ($.19), 
Johnson & Johnson ($.90), MasterCard 
($.25), Maximus ($.05), Microsoft ($.42), 3M 
($1.36), MSC Industrial ($.58), Nike ($.20), 
Oracle ($.19), Paychex ($.56), Pepsi ($.93), 
Polaris ($.60), Ross Stores ($.23), 
Starbucks ($.36), Stryker ($.47), T. Rowe 
Price ($.70), Thor Industries ($.37), TJX 
($.39), Tractor Supply ($.31), United Parcel 
Services ($.91), United Technologies 
($.70), Walgreen ($.40), Walt Disney ($.84) 
and Westwood Holdings ($.68).  
 

mercial and health plans and now 
expects their core business adjusted 
claims to increase by 2%-3% in 
2019. The 2019 expected client re-
tention rate was raised to 97.5%-
98.5% as clients benefit from better 
health outcomes and savings and 
choose to remain clients. 
 
Shareholders approved the proposed 
acquisition of Express Scripts by 
Cigna. With the acquisition set to 
close by year end, we decided to bid 
a sad farewell to Express Scripts by 
selling our shares given the stock’s 
full valuation and potential regulatory 
risk to the deal.  
 
Over the last 22 years, Express 
Scripts has certainly been a profit-
able prescription with the stock 
rising from $1.18 per share to 
$88.53 per share, up 75-fold. Ex-
press Scripts demonstrates the ben-
efits of investing in HI-quality busi-
nesses and holding them for the long 
term.  
 

******* 
With the profits from Apple and Ex-
press Scripts, we plan to buy Ulta 
Beauty and add to Johnson and 
Johnson and 3M (see p. 10-12). 
Personal and employee purchases 
will be made during the week follow-
ing distribution of this newsletter. 
(See Personal Trading restrictions in 
the box on p. 3.) 
 
 

Apple reported record fiscal third 
quarter results with sales increasing 
17% to $53.3 billion and net income 
jumping 32% to $11.5 billion with 
EPS up 40% to $2.34. These excel-
lent results were driven by contin-
ued strong sales of iPhone, Ser-
vices and Wearables. The iPhone 
unit sales increased 1% to 41.3 
million with revenue up 20% to 
$29.9 billion as the average selling 
price of the iPhone increased 19% 
to $724. The iPhone continues to 
gain market share in many markets, 
including the U.S. and China with 
the iPhone X, the most popular ver-
sion, scoring extremely high cus-
tomer satisfaction ratings. 
 
Services revenues increased 31% 
to $9.5 billion during the third quar-
ter with the company on track to 
double its 2016 Services revenues 
by 2020. Paid subscriptions to Ap-
ple Services exceeded 300 million, 
a 60% increase over last year. The 
App Store has turned 10 years old 
and exceeded management’s 
“wildest expectations.” App devel-
opers have earned more than $100 
billion over the last decade with 
tens of millions of jobs created dur-
ing this period. Both Apple Music 
and Apple Cloud services in-
creased 50% during the quarter. 
Apple Pay had greater than one 
billion transactions with growth ac-
celerating as Costco, ebay, CVS 
and 7-11 stores are all getting 
ready to accept Apple Pay. Apple’s 
Wearables (the Apple Watch, Beats 
and AirPods) had revenue growth 
of 60% during the quarter and gen-
erated greater than $10 billion in 
revenues in the last four quarters. 
 
Apple’s growth was broad based 
geographically with all reportable 
segments generating double-digit 
growth with the exception of Japan. 
International sales accounted for 
60% of the quarter’s revenues.  
 
Year-to-date, free cash flow in-
creased 19% to $47.6 billion with 

HARVESTING 
APPLE PROFITS 

FAREWELL, 
EXPRESS SCRIPTS 
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(continued) 
 

REALIZED GAINS AND LOSSES OVER THE LAST 12 MONTHS 

 

COMPANY DATE  
PURCHASED 

DATE  
SOLD 

GAIN/
LOSS 

COMMENT* 

AUTOMATIC DATA PRO-
CESSING 

03/09/16 09/07/17 +27% Fully valued, trimmed position 

 
BAXTER INTERNATIONAL 
 

 
09/09/09 

 
03/07/18 

 
+89% 

 
Fully valued, sold  position 

BECTON DICKINSON 03/13/2002 12/11/17 +496% Fully valued, sold position 

BIOVERATIVE 02/02/17 
(spinoff date from 

Biogen) 

03/08/18 +118% Acquired by Sanofi for $105 per share in cash 

CANADIAN NATIONAL 
RAILWAY 

06/08/15 06/04/18 +43% Fairly valued, trimmed position 

CHEESECAKE FACTORY 09/02/16 06/04/18 +2% Sold position due to lack of earnings growth amid  
challenging environment 

FLUOR 12/08/2008 
03/11/2009 
09/07/2012 

12/11/17 
12/11/17 
12/11/17 

-2% 
+34% 
-9% 

Sold position as business fundamentals deteriorated with earn-
ings growing backwards and subpar ROE 

MASTERCARD 09/05/14 03/07/18 
 

+132% 
 

Fully valued, trimmed position 

MAXIMUS 06/02/16 12/11/17 +23% Fully valued, trimmed position 

NIKE 03/07/17 06/04/18 +30% Fully valued, trimmed position 

QUALCOMM 06/06/13 12/11/17 +2% Sold position as business fundamentals deteriorated with signifi-
cant litigation charges negatively impacting earnings 

T. ROWE PRICE 09/05/14 03/07/18 +40% Fully valued, trimmed position 

WABTEC 12/08/15 03/07/18 +12% Sold position as debt load significantly increased due to an ac-
quisition and cash flow declined 

 

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 

08-29-18 
 

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 148-
220 

222.98 $9.21 $11.75 21.5 9.4 4.7 1.4% 8% 13% 36% 244% 85% 1.3x $229,234,000 

ABBV 91-134 97.58 3.30 6.58 24.2 n/a 5.2 3.9 11% 7% 104% n/a n/a 0.8 28,216,000 

ACN 130-
168 

169.77 5.44 6.72 27.9 11.1 3.1 1.6 5% 2% 39% 39 0 1.3 34,850,182 

ADP 97-128 146.35 3.66 5.18 40.0 18.6 5.2 1.9 7% 14% 47% 57 50 1.8 13,325,800 

BF.B  40-52 52.38 1.48 1.80 34.5 18.4 7.8 1.2 -5% 5% 55% 15 169 3.0 3,248,000 

BIIB 302-
446 

349.99 11.92 22.21 24.8 6.0 6.0 - 15% 11% 21% 36 48 2.4 12,273,900 

BKNG 2049-
2726 

1,944.03 46.86 85.65 34.8 8.9 7.3 - 17% 7% 21% 160 74 1.9 12,681,082 

BRK.B ! 189-
240 

211.67 8,785 14,800 27.4 1.5 2.2 - 8% -1% 13% n/a n/a n/a 240,009,000 

CNI 72-97 89.34 7.24 5.43 12.0 3.9 5.2 1.6 33% 24% 33% 2 54 0.6 13,041,000 

CSCO  30-40 47.48 .02 2.48 n/a 5.2 4.5 2.9 1% -66% 0% 117 49 2.3 49,330,000 

CTSH 76-98 77.69 2.53 3.92 31.3 4.2 3.1 1.1 14% 6% 14% 46 6 3.3 14,810,000 

DIS 105-
134 

112.45 5.69 6.93 16.9 3.7 3.1 1.5 5% 14% 21% 16 38 0.9 55,137,000 

FAST  53-71 58.81 2.01 2.59 26.4 7.6 3.8 2.7 7% 12% 28% 6 19 5.6 4,390,500 

FB 173-
257 

175.90 5.39 7.18 27.2 6.5 12.7 - 51% 73% 21% 53 0 10.7 40,653,000 

FDS 177-
242 

227.07 6.51 7.09 34.8 16.5 7.2 1.1 9% 10% 46% 45 107 2.2 1,221,179 

FFIV 137-
199 

190.43 6.50 7.13 26.2 9.1 5.5 - 9% 17% 34% 111 0 1.6 2,090,041 

GNTX 21-28 23.63 1.41 1.67 15.1 3.4 3.6 1.9 11% 16% 20% 25 0 4.4 1,794,873 

GOOGL!! 1136-
1507 

1,264.65 18.00 39.72 98.4 5.4 7.9 - 19% -2% 8% 70 3 4.2 110,855,000 

GPC  94-123 100.12 4.18 5.65 22.0 4.0 0.9 2.9 4% -1% 18% 10 71 1.3 16,308,801 

PORTFOLIO FUNDAMENTALS 

   ** Exp. price range—the expected price range for the stock in the next 12-18 months based on our valuation models and the 
historical trading range of the stock over the last five years.  If the current price is below the low end of the expected range, the stock 
appears undervalued. If the current stock price is above the high end of the expected range, the stock appears overvalued.  The 
expected price range will change based upon company developments.   Highlighted stocks appear undervalued or are new additions.        
!Berkshire price is for the class B shares, the class A shares approximate 1500 times the B shares. !!GOOGL (the original class A 
share price is used for the table. GOOGL will typically  trade slightly higher than the Class C non-voting shares (GOOG).  
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COMPANY 
SYMBOL  

 
EXP. ** 
PRICE 

RANGE 

 
PRICE 

08-29-18 
 

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  34-44 38.42 1.57 1.87 21.6 3.6 2.2 2.0% 1% 13% 17% 5% 21% 1.7x $9,167,519 

JNJ  123-
159 

134.86 5.41 8.14 24.7 5.8 4.7 2.7 2% 3% 2% 29 47 1.7 76,450,000 

MA 178-
243 

214.57 3.65 6.42 48.0 41.9 17.6 .5 11% 9% 72% 147 111 1.5 12,497,000 

MMM 187-
252 

210.46 7.93 9.24 29.1 11.8 3.9 2.7 1% 4% 42% 31 108 1.6 31,657,000 

MMS 57-75 66.25 3.17 3.36 19.2 4.1 1.8 .3 16% 17% 22% 24 0 3.0 2,450,961 

MSFT 63-90 98.84 2.13 4.28 46.4 9.2 6.9 1.6 6% -5% 20% 162 87 2.9 110,360,000 

MSM 79-118 86.10 4.05 5.07 15.4 3.5 1.7 2.7 4% 2% 19% 3 18 2.1 2,887,744 

NKE 56-77 82.79 1.17 2.66 70.8 3.5 3.7 1.0 7% -6% 20% 53 35 2.5 36,397,000 

ORCL 47-60 48.89 .90 3.30 54.3 4.3 5.0 1.5 1% -22% 8% 146 121 4.0 39,831,000 

PAYX 57-73 72.90 2.58 2.85 28.3 12.8 7.7 3.1 8% 11% 46% 36 0 1.9 3,380,900 

PEP 106-
134 

112.05 3.38 5.69 34.9 15.7 2.5 3.3 -1% -6% 44% 179 303 1.0 63,525,000 

PII 108-
161 

110.08 2.69 6.53 27.2 7.9 1.3 2.2 9% -16% 19% 21 120 1.3 5,428,477 

ROST 80-112 96.06 3.55 4.12 23.7 11.4 2.6 1.0 8% 16% 45% 44 10 1.7 14,134,732 

SBUX 53-69 53.25 1.97 2.41 16.6 18.2 3.2 2.7 11% 15% 53% 56 154 1.0 22,386,800 

SYK 139-
178 

171.27 2.68 6.25 60.5 6.8 5.1 1.1 8% 0% 11% 20 63 1.8 12,444,000 

THO 93-143 96.61 7.09 8.52 11.1 2.7 0.7 1.6 22% 25% 24% 8 4 1.7 7,246,952 

TJX  96-125 108.54 4.04 4.92 23.2 12.9 1.9 1.4 7% 8% 51% 55 43 1.6 35,864,664 

TROW 101-
134 

116.27 5.97 7.32 17.9 4.6 5.9 2.4 8% 11% 26% 65 0 n/a 4,793,000 

TSCO 65-107 86.49 3.30 4.19 22.6 7.5 1.5 1.4 9% 9% 30% 5 39 1.9 7,256,382 

ULTA 232-
317 

241.73 8.96 10.94 23.6 8.0 2.5 - 22% 30% 31% 21 0 2.4 5,884,506 

UPS 115-
149 

123.47 5.61 7.25 17.6 45.6 1.6 3.0 4% 5% 100% 100+ 100+ 1.2 65,872,000 

UTX 123-
152 

133.62 5.70 7.23 21.0 3.2 1.8 2.1 1% 0% 17% 33 82 1.5 59,837,000 

WBA 67-92 68.66 3.78 4.78 16.1 2.4 0.6 2.5 13% 9% 15% 6 44 0.9 118,214,000 

WHG 56-77 57.65 2.38 3.33 21.4 3.2 3.9 4.7 10% 1% 13% 33 0 6.6 133,785 

(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, 
economic strength led to surging 
corporate profits with the S&P 500 
Index  rising 6.6%. The following HI-
quality stocks all generated 13% or 
better gains during the same period.  

The TJX Companies rang up a 12% 
increase in sales to $9.3 billion with 
EPS up 38% to $1.17. Comparable 
store sales increased 6% driven by 
an increase in customer traffic at 
every division. During the first half of 
the year, TJX generated $986.8 
million in free cash flow, up 66% 
from last year, with the company 
returning $1.44 billion to 
shareholders through dividends and 
share buybacks. The company  
expects to repurchase about $2.5 
billion to $3 billion of TJX stock 
during fiscal 2019. TJX’s stock rang 
up a 23% gain over the past 
quarter contributing to a dressy 
20-fold increase in the stock over 
the last 18 years. Buy. 

Biogen reported second quarter 
revenues rose 9% to $3.4 billion with 
EPS up 2.7% to $4.18. Biogen 
generated $1.1 billion in cash flow 
from operations in the quarter.  
During the quarter, the company 
repurchased 9.6 million of its shares 
for $2.75 billion completing the 
accelerated share repurchase 
management announced last 
quarter. The company announced a 
new $3.5 billion share repurchase 
program.  
 
Management increased full 2018 
year revenue guidance to $13.0 
billion to $13.2 billion with EPS 
expected in the range of $21.80 to 
$22.40. Biogen’s stock gained a 
healthy 23% during the past 
quarter on positive results from 
research to treat Alzheimer’s. Buy. 

Tractor Supply reported sales 
increased 10% to $2.2 billion with 
net income plowing up a 29% gain 
to $207.3 million and EPS roaring 
35% higher to $1.69 thanks to the 
benefits of tax reform and a lower 
share count. Broad-based growth 
was seen across all merchandise 
categories and geographies during 
the quarter thanks to a healthy 
economy with low unemployment 
and high consumer confidence. In 
the last nine months, Tractor 
Supply’s stock has grown a 
strapping 29%. Hold. 

Nike reported fiscal fourth quarter 
revenues rose 13% to $9.8 billion 
with EPS up 15% to $.69, driven 
by strong double-digit revenue 
growth in international markets 
and Nike Direct globally and a 
return to growth in North America. 
Return on shareholders’ equity for 
the year was 19.7%. Thanks to 
strong cash flows, Nike 
announced a new $15 billion share 
repurchase program. During the 
past 18 months, Nike’s stock 
has bounced 46% higher. Hold. 

Waymo, the self-driving vehicle 
division of Alphabet,  announced 
plans to buy as many as 62,000 
minivans from Fiat Chrysler in a 
deal worth potentially $2 billion as 
part of its plans to build a robot 
taxi fleet. It has already been 
testing the fleet in Phoenix which 
has driven 8 million autonomous 
miles and is expected to begin 
commercial operations by the end 
of the year. Google “Waymo” to  
learn more! Alphabet’s stock has 
delivered a 390% gain over the 
last seven years. Buy. 

Automatic Data Processing’s return 
on shareholders’ equity expanded to 
47% in fiscal 2018. Free cash flow 
increased 22% during the year to 
$2.3 billion with the company paying 
dividends of $1.1 billion and repurchasing 
$989 million of its shares. ADP expects 
fiscal 2019 revenue growth of 5% to 
7% with the operating margin 
expected to increase 100 to 125 
basis points resulting in adjusted 
EPS growth of 19% to 21%. During 
the past two years, ADP has 
delivered a 77% total return. Hold. 

Microsoft is acquiring GitHub for $7.5 
billion in Microsoft stock. GitHub is 
the world's leading software 
development platform where more 
than 28 million developers learn, 
share and collaborate to create the 
future. An incremental share 
buyback, beyond Microsoft's recent 
historical quarterly pace, is expected 
to offset the stock consideration paid 
within six months after closing. 
Microsoft’s stock has more than 
tripled over the last 11 years. Hold. 

 
Ross Stores reported second quarter 
sales rose 9% to $3.7 billion with  
EPS up  27% to $1.04. Sales were 
broad based across product 
categories and geographies. Free 
cash flow increased 33% during the 
first half of the year to $836 million 
with the company paying $170 million 
in dividends and repurchasing 6.5 
million shares for $529 million at an 
average cost of $81.38 per share.  
Ross plans to repurchase $1.075 
billion of common stock during the full 
fiscal year. During the past year, 
Ross Stores has provided a highly 
fashionable 57% total return. Hold. 

PORTFOLIO HI-LITES 
QUARTERLY  

MOVERS AND SHAKERS 

TRACTOR SUPPLY 
DOUBLE-DIGIT GROWTH 

THE TJX  COMPANIES 
FREE CASH FLOW UP 66% 

ADP 
47% RETURN ON EQUITY 

MICROSOFT BUYING  
GITHUB FOR $7.5 BILLION 

ROSS STORES 
FREE CASH FLOW UP 33% 

NIKE 
NEW $15 BILLION BUYBACK 

BIOGEN 
NEW $3.5 BILLION BUYBACK 

ALPHABET 
INVESTING IN ROBOT TAXIS 
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(continued) 

FactSet Research Systems reported 
fiscal third quarter revenues rose 9% 
to $339.9 million, driven by 6% 
growth in organic revenue, thanks to 
higher sales of analytics products, 
content and technology solutions and 
wealth management solutions. FactSet 
has been selected to be the primary 
market data provider for Merrill 
Lynch Wealth Management. Starting 
later this year, FactSet will deploy its 
Market Data solution to more than 
15,000 Merrill Lynch wealth management 
professionals. 
 
Third quarter net income was up 
14% to $74.7 million with EPS up 
15% to $1.91. Bottom line results 
were aided by the benefits of tax 
reform. Client count increased by 80  
in the past three months to 4,975 
with user count rising by 860 to 
89,506 primarily driven by the wealth 
management business. Client 
retention was 90% and employee 
count was up 3.5% to 9,197.  
 
Year-to-date, free cash flow increased 
34% to $261 million with the firm 
paying $65 million in dividends and 
repurchasing $236 million of its 
shares. The dividend was increased 
14% during the quarter, marking the 
13th consecutive year of dividend 
increases. FactSet accelerated their 
share buybacks in the third quarter 
repurchasing 620,000 shares for $122 
million at an average cost of $196.77 
per share. After expanding the share 
buyback by $100 million due to the 
repatriation of foreign earnings, 
FactSet has $309.3 million available 
for future share repurchases. For the full 
fiscal year 2018, FactSet expects 
revenues in the range of $1.34 billion 
to $1.36 billion and increased its 
earnings outlook with adjusted EPS 
expected in the range of $8.37-
$8.62, which at the midpoint 
represents 16% growth. Over the last 
four years, FactSet’s stock has 
more than doubled. Hold.  

Berkshire Hathaway reported the 
company’s net worth during the first 
half of 2018 rose 3% with book 
value equal to $217,677 per Class A 
share as of 6/30/18. 
 
In the second quarter of 2018, 
Berkshire’s operating revenues rose 
8% to $62.2 billion with all operating 
business groups posting growth, 
except McLane which dipped 
slightly.  Operating earnings rose a 
robust 67% during the quarter to 
$6.9 billion, aided by Berkshire’s tax 
rate falling from 35% to 21% during 
the period.  
 
Berkshire Hathaway’s balance sheet 
continues to reflect significant 
liquidity and a strong capital base of 
$358.1 billion as of 6/30/18 with 
more than $100 billion in cash 
available for future investments and 
acquisitions. Berkshire revised its 
share buyback policy during the 
quarter which now permits 
Berkshire to repurchase shares at 
prices below Berkshire’s intrinsic 
value, as conservatively determined 
by Warren Buffett and Charlie 
Munger. Berkshire Hathaway 
recently repurchased shares. Buy. 

Gentex reported second quarter 
revenues rose 3% to $455 million 
with net income driving 23% higher 
to $109 million and EPS motoring 
29% higher to $.40, reflecting the 
benefits of tax reform and lower 
shares outstanding.  During the first 
half of the year, the company’s free 
cash flow increased 16% to $241 
million with the company  paying 
$58 million in dividends and 
repurchasing $349 million of its 
shares during the same period. As 
of 6-30-18, Gentex had 19.7 million 
shares remaining authorized for future 
share repurchases. Buy. 

Hormel Foods reported fiscal third 
quarter revenues rose 7% to $2.4 
billion with both net income and EPS 
up 15% to $210 million and $.39, 
respectively. Year-to-date, free cash 
flow increased 22% to $506 million 
with  the company repurchasing 1.3 
million shares at an average cost of 
$34.62 per share for $45 million. The 
third quarter dividend marked the 
90th year of uninterrupted dividends 
paid to shareholders with the 
dividend up 10% over the prior year. 
Hormel reaffirmed expectations for 
fiscal 2018 EPS in the range of 
$1.81-$1.95 despite the impact of 
tariffs and lower pork commodity 
prices. Buy.  

Polaris reported second quarter 
sales increased 10% to $1.5 billion 
with net income increasing 49% to 
$92.5 million. During the quarter, 
Polaris acquired Boat Holdings for 
$805 million in cash. Over the last 
five years, Polaris has deployed $1 
billion in acquisitions, repurchased 
$1.2 billion of its shares and paid 
about $700 million in dividends with 
the dividend increased for 23 
consecutive years. Buy. 

T. Rowe Price reported second 
quarter revenues rose 13% to $1.3 
billion with net income increasing 
20% to $448.9 million.  Assets under 
management ended the quarter at 
$1.044 trillion, representing a 15.5% 
increase over the prior year period. 
The firm’s net cash inflows were $7.6 
billion in the second quarter with net 
market appreciation and income of 
$22.9 billion recorded in the quarter. 
T. Rowe Price remains debt-free with 
ample liquidity including $3.9 billion 
in cash and investments. Buy. 

FACTSET 
EXPANDED SHARE BUYBACK 

BERKSHIRE HATHAWAY 
OPERATING EARNINGS +67% 

HORMEL FOODS 
90 YEARS OF DIVIDENDS 

QUARTERLY RATING CHANGE 
FROM  HOLD TO BUY 

POLARIS 
BOUGHT BOAT HOLDINGS 

QUARTERLY RATING CHANGE 
FROM  BUY TO HOLD 

GENTEX 
EPS MOTORED 29% HIGHER 

T.ROWE PRICE 
DOUBLE-DIGIT GROWTH 
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MARKET LEADER 
Nearly three decades ago, two drug 
store chain executives, Dick George 
and Terry Hanson, quit their jobs to 
write the business plan for a new 
retail concept that would change the 
way women shopped for cosmetics. 
After raising $11.5 million in venture 
capital, Dick and Terry launched Ulta 
Salon, Cosmetics & Fragrance in 
1990 with the opening of five stores 
in the Chicago suburbs providing one
-stop shopping for all things beauty. 
Service and convenience underpinned the 
new retail concept where shoppers 
could find a vast array of both mass 
market and high-end cosmetics and 
fragrances plus full-service hair 
salons. Time-strapped  customers 
appreciated the convenience of Ulta 
Salon’s strip mall locations which 
also offered cheaper rents and lower 
overhead costs than indoor malls for 
the company.   
 
Today the  business, renamed Ulta 
Beauty, is the largest beauty retailer 
in America with 1,124 convenient 
locations in 48 states offering salon 
services for hair, nails, skin and 
eyebrows plus more than 20,000 
products from over 500 beauty 
brands. Ulta Beauty also distributes 
products through its website and 
mobile app, which includes a 
collection of tips, tutorials, social 
content plus a “Glam Lab” that 
enables customers to virtually try on 
makeup by uploading a selfie. 
Customers virtually “try on” thousands of 
shades of products, a feature especially 
popular among always camera-ready 
millennials who are behind a boom in 
the cosmetic industry.  
 
Despite higher growth in online sales, 
which approached 38% during the 
current quarter to $133 million, 
management recognizes the value of 
its physical stores and plans to open 

NEW STOCK 
ULTA BEAUTY, INC. (ULTA $241.73) 

1000 Remington Blvd., Suite 120, Bolingbrook, IL 60440  www.ulta.com 

100 stores annually with a target of  
1,700 stores nationwide.  
 

 PROFITABLE GROWTH 
During the past five years, Ulta 
Beauty has generated stunning, 
profitable growth with sales  
compounding 22% annually and 
EPS growing at a 30% clip. Ulta 
Beauty’s same store sales growth 
exceeded 11% during the past five 
years, well outpacing its brick and 
mortar peers. After-tax profit margins 
have steadily expanded from 7.6% in 
fiscal 2014 to 9.4% in fiscal 2018. 
The company added nearly 400 
stores during the past five years 
while expanding its retail sales per 
square foot from $407 to $548.  
 
With members of Ulta Beauty’s 
loyalty program, Ultamate Rewards,     
generating more than 90% of total 
sales, the program represents the 
cornerstone of Ulta Beauty’s  growth 
strategy designed to capture an ever 
increasing share of the fragmented 
$138 billion U.S. beauty market. 
Integration of Ulta’s loyalty customer 
database with the company’s 
customer relationship management 
system enables personalized and 
targeted marketing campaigns. This 
grooms more loyalty members and 
increases their spend across beauty 
categories while capturing a larger 
share of their total wallet for beauty 
expenditures.   Marketing focuses on 
“beauty enthusiasts,” a large and 
growing segment of beauty buyers 

from rapidly-growing demographic 
groups, including millennials, 
teenagers and Hispanics.    
 
During the second fiscal quarter, net 
sales increased 15.4% to $1.5 billion 
on a 6.5% increase in same store 
sales, driven by 3.1% transaction 
growth and 3.4% growth in average 
ticket. E-commerce sales increased 
37.9% and now accounts for about 
9% of total company sales. Net 
income increased 30% to $148 
million with EPS increasing 34% to 
$2.46. During the quarter, the 
company opened 19 new stores 
ending the quarter with 1,124 stores 
and square footage of 11.8 million, 
up 11% year-over-year.   
 

STRONG BALANCE SHEET 
Ulta Beauty maintains an alluring 
balance sheet with no long-term debt 
thanks to its strong cash flow 
generation. Year-to-date, Ulta Beauty 
generated $246 million in free cash 
flow. In 2018, Ulta Beauty has 
repurchased $260.5 million of its 
stock at an average cost of $230.33 
per share with $402 million remaining 
under the current program. The 
company ended the quarter with 
more than $386 million of cash and 
investments on its blemish-free 
balance sheet. Investors shopping for 
attractive long-term returns should 
consider Ulta Beauty, a HI-quality 
market leader, with profitable growth, 
a strong balance sheet and lovely 
cash flows. Buy.   

Ulta Beauty is the largest beauty retailer in the United States offering cosmetics, fragrances, skin care products, hair 
products and salon services. Through 1,124 stores and its website, Ulta Beauty provides “All Things Beauty, All in One 
Place” offering more than 20,000 products from over 500 well-established and  emerging beauty brands across all price 
points, including Ulta Beauty’s own private label brand.  The company’s rewards program, Ultamate Rewards, counted 
28.6 million active members who generated more than 90% of total sales in 2017. 

Fiscal Year  
Jan. 

4-YR 
CAGR 

 

 
2018 

 
2017 

 
2016 

 
2015 

 
2014 

Net Sales 
(000) 

21.8% $5,884,506 $4,854,737 $3,924,116 $3,241,369 $2,670,573 

Net Income 
(000) 

28.6% $555,234 $409,760 $320,008 $257,135 $202,849 

EPS 29.9% $8.96 $6.52 $4.98 $3.98 $3.15 

Profit Margin  9.4% 8.4% 8.2% 7.9% 7.6% 
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MARKET LEADER 
Sixteen-year-old Robert Wood Johnson 
first became interested in health care 
during the American Civil War when 
720,000 Americans died, the vast 
majority due to infection and disease. 
In 1886, he launched Johnson & 
Johnson to produce the world’s first 
mass-produced sterile surgical supplies. 
 

From its beginning, the company has 
been guided by a value system that 
prioritizes people ahead of profits. 
Shortly before Johnson & Johnson 
became a public company in 1944, 
those values were codified in the 
Johnson & Johnson Credo, tenets of 
high ethical behavior that continue to 
guide the company today.  
 
Johnson & Johnson now sells everything 
from Band-Aids to hip replacements  to 
pharmaceuticals and boasts more than 
260 operating companies employing 
134,000 people in virtually every 
country across the globe. It is 
organized into three segments: 
Pharmaceutical, Medical Devices and 
Consumer, which represent 45%, 35% 
and 20% of sales, respectively.  
 
Through its Janssen subsidiary, 
Johnson & Johnson offers medicines 
focusing on six therapeutic areas: 
cardiovascular and metabolic diseases, 
immunology, infectious diseases and 
vaccines, neurology, oncology and 
pulmonary arterial hypertension.  
 
Through its DePuy Synthes subsidiary, 
the company offers the world's most 
extensive portfolio of orthopedic products 
and services in joint reconstruction, 
traumatology, spinal surgery, sports 
medicine, neurosurgery, facial and 
cranial surgery, surgical power tools 
and biomaterials. The Consumer 
Health Care segment offers products 
and over-the-counter medicines for 
skin, mouth, baby care and feminine 
hygiene with household names including 
Neutrogena, Aveeno, Johnson’s Baby 

UNDER THE SPOTLIGHT 
JOHNSON & JOHNSON (JNJ $134.86) 

One Johnson & Johnson Plaza, New Brunswick, NJ  08933  www.jnj.com 

products, Band-Aid brand adhesive 
bandages, Neosporin, Motrin, Tylenol, 
Benadryl, Listerine and Rolaids.  
  

PROFITABLE OPERATIONS 
Johnson & Johnson’s after-tax profit 
margins averaged 21.2% during the 
past five years. Over the  same 
period, return on shareholders’ equity 
averaged a stellar 22.5%. This exceptional 
profitability generated robust free cash 
flow which averaged more than 100% 
of earnings over the past five years, a 
sign of HI-quality earnings. Strong free 
cash flow has enabled Johnson & 
Johnson to invest in acquisitions, 
innovation and strategic partnerships to 
accelerate growth in each of  its 
business segments while returning 
more than $72 billion to shareholders 
during the past five years through 
share repurchases of $31 billion and 
dividends of $41 billion.  
 
During the first half of 2018, JNJ 
generated free cash flow of $8.2 
billion, up 10%, with the company 
returning $6.3 billion to shareholders. 
In 2018, the company increased its 
dividend by 7.1%, marking the 56th 
consecutive year of annual dividend 
increases with the dividend currently 
yielding a healthy 2.7%.   
 

SECOND QUARTER RESULTS 
Johnson & Johnson reported second 
quarter sales of $20.8 billion, up 

10.6%, with net earnings of $4 billion, 
up 3.3%, and EPS of $1.45, up 3.6%. 
Domestic sales, which accounted for 
about half of the company’s total 
sales, increased 9.4% while International 
sales increased 12%, reflecting 
operational growth of 8% and a 
positive currency impact of 4%.  
 
The strong second-quarter results 
reflect double-digit growth in the 
Pharmaceutical business and 
accelerating sales momentum in the 
Medical Devices business.  During 
the quarter, binding offers were 
accepted to sell JNJ’s LifeScan 
business for $2.1 billion and its 
Advanced Sterilization Products 
business for $2.8 billion. Management 
updated its sales guidance for the full 
year 2018 to a range of $80.5 billion 
to $81.3 billion, up 5.3% to 6.3%  with 
EPS expected in the range of $8.07 
to $8.17, up 10.5% to 11.9%. 
  

HEALTHY BALANCE  SHEET 
On 6/30/18, Johnson & Johnson held 
$18.1 billion in cash and investments 
and $29 billion in debt on its AAA-
rated balance sheet, one of only two 
U.S.-based  companies remaining  with 
that top rating. Long-term investors 
should consider buying Johnson & 
Johnson, a HI-quality market leader 
with profitable operations and a 
healthy balance sheet selling at a 
reasonable valuation. Buy. 

Johnson & Johnson and its 260 subsidiaries employ about 134,000 people worldwide engaged in the research and 
development, manufacture and sale of a broad range of products in the health care field. The Company conducts 
business in virtually all countries of the world with the primary focus on products related to human health and well-being 
and is organized into three business segments: Pharmaceutical, Medical Devices and Consumer Products.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2017* 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000,000) 

1.8% $76,450 $71,890 $70,074 $74,331 $71,312 

Net Income 
(000,000) 

1.8% $14,856 $16,540 $15,409 $16,323 $13,831 

EPS 3.0% $5.41 $5.93 $5.48 $5.70 $4.81 

Dividends 6.4% $3.32 $3.15 $2.95 $2.76 $2.59 

Profit Margin  19.4% 23.0% 22.0% 22.0% 19.4% 

*Excludes $13.56 billion, or $4.94 per share, charge from U.S. tax reform. 
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CENTURY OF INNOVATION 
Founded in 1902, Minnesota Mining 
and Manufacturing started as five 
businessmen set out to mine a 
mineral deposit  for  grinding-wheel  
abrasives. The deposits proved to be 
of little value so the focus shifted to 
sandpaper products.    
 
Over the past century of innovation,   
3M invented everything from masking 
tape to Post-it Notes. While   3M   is   
116   years   old,   the company 
continues to churn out new products 
like a young startup.  
 
Research and development remains 
the heartbeat of 3M with the 
company spending $1.9 billion or 6% 
of sales in 2017 on research and 
development to drive organic growth 
and new products. Top priorities for 
growth today include automotive 
electrification, advanced wound care, 
connected safety, data centers, 
structural adhesives, filtration, air 
quality and population health. 
 
3M’s diversified product portfolio and 
productivity has resulted in profitable 
operations with return on invested 
capital topping 20% for five 
consecutive years.  
 

ROBUST CASH FLOW 
3M converts 100% of earnings  to 
cash, which is a HI-quality company 
hallmark. Free cash flow for 2018 is 
expected in the $4.9 billion to $5.7 
billion range. 3M has a strong history 
of returning cash to shareholders.  
 
3M paid its first dividend in 1916 and 
has paid dividends without 

interruption for more than 100 years 
as the business grew and 
prospered over the decades. The 
dividend was boosted by 16% to 
$5.44 per share in 2018, marking 
the 60th consecutive dividend 
increase. The sticky dividend 
currently yields an attractive 2.7%. 
In addition, the company expects to 
repurchase $4 billion to $5 billion of 
its shares in 2018.  
 

SECOND QUARTER RESULTS 
3M posted strong second quarter 
results with record sales,  broad-
based organic growth, a double-
digit increase in EPS and rising 
margins. Total second quarter sales 
increased 7% to $8.4 billion, an all-
time high, with earnings up 17% to 
$1.9 billion and EPS up 19% to 
$3.07 on fewer shares outstanding.  
 
By segment, Industrial sales 
increased 7% to $3.1 billion 
generating 23% operating margins, 
Safety & Graphics sales increased 
16% to $1.8 billion producing 26.4% 
operating margins, Health Care 
sales increased 5% to $1.5 billion 

coughing up 28.6% operating 
margins, Electronics & Energy sales 
increased 4% to $1.3 billion 
generating 28% operating margins 
and Consumer sales increased 5% to 
$1.2 billion providing 21.4% operating 
margins.  
 
On a geographic basis, total sales 
grew 9.5% in EMEA (Europe, Middle 
East and Africa), 7.9% in Asia 
Pacific, 7.1% in the U.S. and 3.1% in 
Latin America/Canada.  
 
3M  expects its adjusted 2018 EPS to 
be in the range of $10.20 to $10.45 
per share versus prior expectation of 
$10.20 to $10.55. The update to the 
range reflects the impact of the 
divested income associated with the 
communication markets business 
which was not included in prior 
guidance and an increase in net 
interest expense.  
 
Long-term investors may find this HI- 
quality and innovative company with 
robust cash flows and profitable 
operations to look MMM-MMM good 
at current valuation levels. Buy. 
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UNDER THE SPOTLIGHT 
3M (MMM-$210.46) 

3M Center, St. Paul, MN  55144    www.3M.com 

3M is a diversified technology company with a global presence in the following businesses: Industrial; Safety and 
Graphics; Health Care; Electronics and Energy; and Consumer. 3M is among the leading manufacturers of products for 
many of the markets it serves. Most 3M products involve expertise in product development, manufacturing and 
marketing. At December 31, 2017, the company employed 91,536 people.  

Fiscal Year  
Dec. 

4-YR 
CAGR 

 

 
2017 

 
2016 

 
2015 

 
2014 

 
2013 

Sales 
(000,000) 

 .6% $31,657 $30,109 $30,274 $31,821 $30,871 

Net Income 
(000,000) 

 1.1% $4,858 $5,050 $4,833 $4,956 $4,659 

EPS 4.2% $7.93 $8.16 $7.58 $7.49 $6.72 

Dividend 16.6% $4.70 $4.44 $4.10 $3.42 $2.54 

Profit Margin  15.3% 16.8% 16.0% 15.6% 15.1% 


