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A Note to the Reader

Welcome to a new decade. Welcome to the 2020 edition of The 100 Best Stocks to Buy.

This is the eleventh edition of The 100 Best Stocks to Buy that we’ve authored. Many of you have bought this book every year to see what’s new, what’s changed, and to get fresh investing ideas. If so, you’re probably used to a more elaborate introduction focused on how our previous year’s picks did. That “deep” introduction is gone this year. We felt that what you repeat readers and especially you new readers sought was the picks themselves, their stories, and the reasons why we picked them. In fact, the individual stock narratives have been gradually expanding, and with limited space we felt you would prefer the expanded narratives.

There is wisdom in this decision. The fact of the matter is that we are future focused. All investors should be future focused. Performance metrics—whether ours or those put forth by a company—are measures of the past. As investors, we should not ignore these metrics but rather focus more on what’s in store for the company, and those tangible and intangible qualities of a company that shape its story.

After a brief review of the core value–based investing principles that got us here, we take you straight to the journey through The 100 Best Stocks to Buy in 2020. As you enjoy that journey, we continue to invite you to send your postcards with questions or suggestions about investing to Peter at ginsander@hotmail.com.

Thanks for your continued support.

Invest long and prosper.




Introduction


	An IPO, Beyond Meat, with a hot new product with high market acceptance.

	An ETF, Real Estate Index Fund Shares, added as an alternative to investing in individual stocks.

	New companies, from shoe purveyor Skechers to a reformed Microsoft to institutional asset manager BlackRock.



These are just a few of The 100 Best Stocks to Buy in 2020, each one selected for you by our proven investment methodology, one that uses a forward-looking, value-driven investing philosophy to find stocks that consistently perform.

If you bought this book, you may be an astute and experienced individual investor who invests in individual stocks in individual companies. Or perhaps you’re a first-time investor and want some guidance about where in the market you should invest and why. Or you may have long invested through mutual funds or a money manager, and you’re ready to make a change. No matter how many stocks you’ve traded or how successful you’ve been in the past, the 2020 edition of The 100 Best Stocks to Buy can be a core investing tool.

In today’s economy, with its trade wars, market fluctuations, and ever-changing technology, this book is an essential guide. Despite market fluctuations, as you’ll see in the next chapter, we stick to our basic principles: Look for the underlying value of a company; don’t buy stock in a company whose business you don’t understand; favor dividend-paying and dividend-raising issuing companies. However, we’ve added some new kinds of stocks for you to consider. We’re also increasing our focus on growth and looking at new megatrends such as 5G wireless technology so that we can continue building on our strong record of picking stocks that outperform the S&P 500 index. For each of these carefully selected stocks, which you’ll find later in the book, organized alphabetically, you’ll learn the following:


	The reward-versus-risk category (aggressive growth, growth and income, etc.)

	Basic attributes (ticker symbol, Value Line financial strength rating, current yield, dividend raises in past ten years, beta (volatility), etc.)

	
A concise company profile and “story” describing what the company is, what it does, how it has performed and what’s in store for the future

	Financial highlights for the previous year

	Reasons to buy the stock

	Reasons for caution

	Compounded earnings and dividend-growth rates

	Eight years of key facts and figures (revenues, net income, earnings per share, dividends per share, cash flow per share, and the high and low stock prices)



As you’ll see, 100 Best Stocks goes well beyond just being a stock screen or a study of stocks to invest in. After we walk you through our valuation and selection process in the next chapter, you’ll have the confidence to follow our leads and the knowledge, with further research, to make your own investment decisions. At the end of the day, The 100 Best Stocks to Buy in 2020 is your proven source of solid, dependable advice to begin your analysis and to ultimately take to the bank.







Part I THE ART AND SCIENCE OF INVESTING IN STOCKS








The Art and Science of Investing in Stocks

We start with a basic point: We’re enthusiastic advocates for the individual investor. We live by the old adage: “Nobody cares about your money more than you do.” The future for a company—and its financial results—is driven by the intangible factors like brand, market presence, management excellence, market growth: all things that might be interpreted from information found on the Internet but are not handed down in nicely prepackaged chunks. A human must make sense of it all, must interpret it, to decide whether a company will excel down the road—which becomes the basis for buying the company’s stock.

The 100 Best Stocks to Buy is an excellent resource for investing ideas, a place to get investing ideas and get started. Our goal is to help you not just keep up with the markets but to exceed their performance—and to collect some dividend income along the way. We want to help you build a portfolio that you’re comfortable with, one that allows you to sleep at night. We want to teach you the method for investments that help you achieve your financial goals. In this chapter, you’ll find our explanation of our investing principles and methodology. We’ll tell you why we look at numbers when valuing a company but also how we look at intangibles not only of where a company is at right now but where it’s going. We also generally describe our 2020 picks and the thought process behind them—why we added 17 new or returning stocks and what each of them brings to the table.

Our Stock-Picking Philosophy

We use a value investing approach throughout the book. What is value investing, you ask? Different folks define it differently, but we think of it as seeking stocks whose price is something less than their true, or intrinsic, value. That is, if you buy shares of one of our picks at a favorable price, you are paying less than what it is actually worth, if you were to drill down to its true worth.

Just to be clear, this is the general definition of value investing. Those who practice this form of investing (including Warren Buffett and many others) have different ways of doing it. But at the heart of all of them is the idea of buying stocks at something less than their true value.

They’re more likely to earn out in the long run, especially when dividends are included, and they’re less likely to be volatile along the way.

It’s like playing defense with some offense thrown in for good measure.

We like slow, steady, long-term earnings without a big shock every time there’s a market “crash” or “correction.” We suspect you’d like that too.

What Is “Intrinsic Value”?

At the heart of value investing, therefore, is determining the intrinsic value of the stock so you can determine if it’s under- or overvalued at today’s price. So look up the price of a stock online, compare it to its intrinsic value, and if it’s less, push the buy button. Is that all there is to value investing?

Not so fast. Although the Internet is wonderful, we have yet to find a portal that calculates “intrinsic value” and puts it in front of us in flashing bold type.

Any introductory college finance class will cover the theoretical value of a share of stock, which is nothing more than the “present value” of all cash flows you will receive from the stock. That would include dividends—that part’s pretty easy. But it would also include the cash you would receive for the stock someday when you sell it. That one is far less certain, much harder to calculate and subject to discounting (a dollar earned years from now is worth less than a dollar earned today). You can sell your share on the market, or you may get a payoff down the road if and when the company is acquired by another company. You can’t predict the future, so knowing how much you’ll get years down the road is next to impossible.

So intrinsic value is a tricky concept, especially if it’s considered in the abstract. By necessity, in the real world value investors look at a lot of other things to try to place a value on a company, and thus, a stock.

Invest Like an Entrepreneur

One of the principles of value investing, as we practice it, is this: Think of yourself as an entrepreneur. Imagine that instead of buying its stock, you’re buying the company. Can’t decide whether to buy a stock, say, Starbucks or Whirlpool or Target or Beyond Meat? Just sit back and pretend for a moment you’re filthy rich. You can buy the whole company.

The “price tag” of the company is the market capitalization, or “market cap,” of these companies—the number of shares outstanding times the share price. At the time of this writing, Starbucks would fetch about $109 billion. World appliance leader Whirlpool fetches just over $9 billion, while Target is worth about $43 billion and market star Beyond Meat is still only worth a mere $11 billion. Meanwhile, Facebook is “worth” more than $529 billion according to the market. You could buy a whole lot of good companies for $529 billion!

If you had $529 billion, would you want to buy Facebook? Or the other four companies and have billions left over? I know what I’d do: Facebook looks pretty darned overvalued (or, at least, extremely expensive), while the others look like a bargain.

If you think of buying shares as being just like buying the whole company, you’ll do well. Think like an entrepreneur, not just an investor. Where and how would you like to deploy your hard-earned capital?

Valuing a Company—It’s More Than Just the Numbers

The next step is to assess a company’s value. Just as there is no “formula” for determining intrinsic value, there is also no formula for adding up all the fundamentals and attributes of a business to determine value. First of all, not all of the attributes are quantifiable. You can quantify profit margins, but you can’t quantify “management excellence.”

Moreover, it isn’t just the number, it’s often the trend that’s important. A single figure for net profit margin is interesting, but it is far more interesting if looked at over time, say, a series of years. The trend is your friend—or sometimes, your enemy.

Finally, you can’t judge a company just on past numbers. We find this to be the bugaboo in many financial analyses and writings; people make a big deal of revenues, profits, margins, debt levels, all important stats measuring the fundamental performance of a business. But all that is what’s already happened! As investors, we are trying to predict the future, not the past! So many analysts focus too much on the past performance, not the future traits like market share, management excellence, marketplace acceptance, brand, and customer loyalty that drive future results. It’s like driving by looking in the rearview mirror—okay to do sometimes, but you should keep your eyes on what’s in front of you.

SIGNS OF VALUE AND UNVALUE

Following are a few signs of value to look for in any company. This is not an exhaustive list, but it’s a good place to start:

Signs of Value


	Rising dividends

	Declining share count

	Gaining market share

	Can control price of product or service

	Loyal customers

	Growing margins

	
Producing, not consuming, capital (free cash flow)

	Steady or increasing ROE

	Management forthcoming, honest, understandable



…And Signs of Unvalue


	Declining margins

	No brand or who-cares brand

	Commodity producer, must compete on price

	Losing market dominance or market share

	Can’t control costs

	Must acquire other companies to grow

	Management in hiding, off message, making excuses, difficult to understand, or in the news for all the wrong reasons



Putting It Into Practice

Now you know in general terms what we mean by value investing. That’s the overall philosophy that guides our picks. So how do we put it into practice? What are the steps we take to value a company?

We break down the attributes of a business into two groups: strategic fundamentals and strategic intangibles. Strategic fundamentals are mostly quantifiable attributes that “score” a company’s success, while strategic intangibles are usually nonquantifiable attributes that predict the future and, in combination with fundamentals, give us insight into value (and unvalue!). Finally, there are some questions we ask ourselves, just to keep us on the right track.

Strategic Fundamentals

Let’s start with strategic fundamentals, those elements that can be quantified, and how you can use them to begin to build a picture of the company’s value. These can typically be found in a company’s financial statements, often going several years back. Different companies report them differently, and often you must do a little math or interpreting to figure out what is really going on, but here’s a list of things we look at from a 30,000-foot overview, sometimes in more detail where warranted.

ARE GROSS AND OPERATING PROFIT MARGINS GROWING?

We like profitable companies. But what we really like are companies with large and especially growing margins. If a company has a gross margin (sales minus cost of goods sold) exceeding that of its competitors, it’s probably doing something right with its customers and/or its costs. Net margins are a pretty good indicator too, but they’re subject to the vagaries and changes in tax rates. We try to stay away from companies with razor thin margins, as even the slightest hiccup can push them into the red.

DOES A COMPANY CONSUME MORE CAPITAL THAN IT PRODUCES?

Just as you can’t spend more than you earn over the long term, neither can a company. At the end of the day, cash generation is the simplest measure of whether a company is being successful.

The best way to determine this is to examine the Statement of Cash Flows, especially over time. The “cash flow from operations”—that is, what the company takes in from the business, should exceed the combined totals “cash used for investing purposes”—that is, invested in the business infrastructure, capital assets, etc.—and “cash used for financing activities”: dividends paid plus or minus any cash inflows or outflows for selling or buying back securities (shares, bonds, etc.) to finance the business.

ARE EXPENSES UNDER CONTROL?

The best way to test this is to check whether the “Selling, General, and Administrative” expenses (SG&A) are rising and, more to the point, if they are rising faster than sales—information found in the financial reports. If so, that’s a yellow, not necessarily a red, flag, but if it continues, it suggests that something is out of control, and it will catch up with the company sooner or later.

IS WORKING CAPITAL UNDER CONTROL?

Insufficient working capital is one of the biggest causes of death for small businesses, and even for bigger ones changes in working capital can signal success or trouble. In its purest sense, it is cash, receivables, and inventory, less short-term debts. It’s what you own less what you owe aside from fixed assets like plant, stores, equipment, and long-term debt.

If receivables are increasing, that sounds like a good thing—more people owe you more money. But if receivables are rising and sales aren’t, that suggests that people aren’t paying their bills or, worse, the business must finance more to achieve the same level of sales. Similarly, a rise in inventory without a rise in sales means that it costs the business more money—more working capital—to do the same amount of business. That costs twice, because unless the firm is lucky, more inventory means more obsolescence and more deep-discount sales or write-offs down the road.

IS DEBT IN LINE WITH BUSINESS GROWTH?

A simple test of business health is to check to see whether long-term debt is increasing or decreasing, and in particular, whether it is increasing faster than business growth. We especially like companies with little to no debt—less interest cost, more flexibility. It’s also worth checking to make sure the company isn’t simply issuing debt to buy back shares. This isn’t a good strategy; in fact, it isn’t a strategy at all, since it doesn’t contribute to business growth.

Strategic Intangibles

When you look at any company, perhaps the bottom-line question is: If you had $100 billion in cool cash to spend, could you re-create that company? If the answer is yes, it may still be a great company, but it may not be great enough to fend off competition and keep its customers forever. If the answer is no, the company has something unique to offer in the marketplace, difficult to duplicate at any cost.

That distinctive competence, that sustainable competitive edge—whatever it is, a brand, a patent, a trade secret, a unique customer experience, a lock on distribution or supply channels—may be worth more than all the physical and financial assets a company could ever have.

These strategic intangibles drive the future and are a key part of our stock-picking method. Seven examples follow, although there are others; some industries may have some unique ones, like intellectual property in the technology sector.

DOES THE COMPANY HAVE A MOAT?

A business moat protects the business from competition and helps it command higher prices and earn higher profits. Moats are usually a combination of brand, product technology, design, marketing and distribution channels, and customer loyalty all working together to protect a company.

DOES THE COMPANY HAVE AN EXCELLENT BRAND?

A strong brand means consistency and a promise to consumers, and consumers sold on a brand will prefer it over any other, almost regardless of price. Good brands command higher prices and foster loyalty, identity, and even customer “love.”

IS THE COMPANY A MARKET LEADER?

Market leadership usually—but not always—goes hand in hand with brand. The trick is to decide whether a company really leads in its industry. Often—but not always—that’s a factor of size. The market leader usually has the highest market share and calls the shots with regard to price, technology, marketing message, etc.—other companies must play catch-up and often discount their prices to keep up. Excellent companies tend to be market leaders, and market leaders tend to be excellent companies. However, this relationship doesn’t always hold true—sometimes the nimble but smaller competitor is the excellent company headed for leadership, like Southwest Airlines.

DOES THE COMPANY HAVE CHANNEL EXCELLENCE?

“Channels” in business parlance means a chain of players to sell and distribute a company’s products. It might be stores, it might be other industrial companies, it might be direct to the consumer. If a company is considered a top supplier in a particular channel, or a company has especially good relations with its channel, that’s a plus.

DOES THE COMPANY HAVE SUPPLY-CHAIN EXCELLENCE?

Like distribution channels, excellent companies develop excellent and low-cost upstream supply channels. They are seldom caught off guard by supply shortages and tend to get favorable and stable prices for whatever they buy. This is not an easy assessment unless you know something about a particular industry.

DOES THE COMPANY HAVE EXCELLENT MANAGEMENT?

It’s not easy for an investor to determine if a management team does a good job or acts in shareholder interests. Clues can include candor and honesty and the ability of company management to speak in accessible, easily understood terms about the company and company performance (it’s worth listening to conference calls as a resource). A management team that admits errors and avoids other forms of arrogance and entitlement (i.e., luxury perks, office suites, fancy aircraft) is probably tilting its interests toward shareholders, as is the management team that can cough up some decent dividends.

ARE THERE SIGNS OF INNOVATION EXCELLENCE?

If the company is leading the industry in innovation, that’s usually a good thing, for “first to market” offers definite business advantages. The less obvious part of this question is whether the company makes the best use of technology to make its operations and customer interfaces as efficient and effective as possible. Sometimes such innovations mean a lot more than bringing new, fancy products and bells and whistles to the market. Look for companies that have deployed technology and innovative customer interfaces to achieve sustainable competitive advantage. Again, Southwest Airlines serves as an example.

Cutting to the Chase: What Really Puts a Company on the Short List

As you can see, “classic” value investing is research intensive, and it would take forever to put together an exhaustive analysis of even one company, let alone search through a universe of 5,000 companies to find the 100 Best among them. It is rather like attending a dance or party to find a date or partner: You tend to rely on certain cues to decide if you should proceed further! To find those cues, we ask ourselves a series of questions.

DO WE UNDERSTAND THE BUSINESS?

Long touted by Mr. Buffett and others, one of the main tenets of value investing is to “invest in companies you understand.” We subscribe to this wholeheartedly. Not only do we seek companies we understand, but we also gravitate toward companies that communicate clearly. You’ll find that we put very few financial or pharmaceutical companies on our list—we have a hard time understanding their businesses, and in many cases, their investor materials.

Can you describe in a few sentences what a company does? How it makes money? If you can’t, you might be best to stay away.

DOES IT HAVE GOOD GROWTH PROSPECTS?

Much is made by the investment community about the “difference” between growth stocks and value stocks. In our view, growth is part of value and something to be factored into the value “equation.” A stock with strong growth prospects has greater value all other things being equal. Later when we say that we are bringing more “growth” stocks onto the list, we’re really referring to value stocks that have more growth potential. We love dividend-paying stocks that also have growth potential, and we typically don’t pick growth-oriented stocks that don’t make money or meet our other value criteria.

DOES THE COMPANY PAY A DIVIDEND?

A few years ago we came to the realization that we use two simple and key indicators to suggest a good stock for further analysis: (1) strong and growing yield, and (2) the persistence of share buybacks. Like that pretty face at the party, those two features suggest we should make the effort to learn the rest of the story.

We place great emphasis on dividend-paying stocks and especially those that grow their dividends. If a company is paying a good dividend, raising it, and buying back shares, good things are likely going on with fundamentals and intangibles behind the scenes.

DOES THE COMPANY GROW ITS DIVIDEND?

We like companies that reward you, the investor, with a periodic raise to recognize the value of your commitment of precious investment capital. In that spirit, in our presentation format we show the number of dividend increases in the past ten years in the header right after Current Yield. We know of no other financial publication that does this; in fact, we count the increases by hand from dividend history furnished by Value Line. Out of our 100 Best Stocks for 2020, some 58 of them have raised their dividends in each of the past eight, nine, or ten years.

DOES THE COMPANY BUY BACK ITS SHARES?

Share buybacks have come into the limelight recently, as (1) companies, rich with cash from the 2017 Tax Cuts and Jobs Act, have more cash than ever to do them and are using it and (2) some politicians are starting to take companies to task for buying back shares (which serves to make the executives look better as per-share earnings are higher) rather than investing in their business or their workers.

We generally applaud buybacks as a way of returning hard-earned capital to shareholders and as an indicator of internal business health—unless the company is simply racking up more long-term debt to do so.

An Art and a Science

Well, so far, we’ve outlined most of the factors we consider in selecting a 100 Best stock, but again, there is no magic formula. It is rather like judging art or buying a car—it is as much about how all the facts and impressions and gestalt of the company work together to form a pleasing composite impression on our brains at the end of the day.

We don’t always get it right; nobody can. Some stocks will serve your individual preferences more than others. We don’t expect you to own—or want to own—all 100 stocks; different stocks for different folks, depending on investment objectives, risk tolerance, industry, and a multitude of other factors too long to list.

After all, for intelligent investors, chasing the latest fad doesn’t work; buying something and locking it away forever doesn’t work anymore either. Investors must make intelligent choices based on true value and follow those choices through time and change. It all points to a value-oriented approach to investing and to staying modestly active with your investments.

Whether you do it yourself or hire others to manage your investments for you, you owe it to your financial future to at least be familiar with good investments and investment alternatives.

INFORMATION SOURCES


All investors need good information sources. We make extensive use of the Value Line Investment Survey, in our opinion one of the best resources available to the individual investor. The Investment Survey assembles a succinct one-page summary of key statistics and history for 1,700 companies, each company quarterly. You can subscribe or often find it in the reference section of a well-stocked local library.

We also use company-published materials and websites including “10-K” annual reports. We subscribe to Barron’s and The Wall Street Journal and soak up other information online as available. Finally, we keep a keen eye on what’s happening in the marketplace.



About the 2020 Edition

This year we felt it necessary to “clean house” a little, and so we did. In fact, we replaced 17 companies, the most since our initial year taking the book over from its previous author in 2010.

Part of this housecleaning was to clear out some old “value traps” we hung onto for too long; part of it was moving toward new trends and technologies such as 5G wireless, stay-at-home shopping, and more generally, a continued shift toward millennials as a population majority and an ever larger driving force in business. We also catered a little more to those of you looking for current income, say, in retirement.

The 2020 Investing Context: Strong but Unsettled Economy

It’s been a great year—really, a great decade—for investing. As we exit 2019, one must deal with many moving parts to determine which way the markets are headed. Many indicators—unemployment, jobless claims, consumer spending, consumer sentiment, corporate profits, and the markets themselves—are showing that things are really, really good right now. Certain others, like factory utilization, capital spending, trade and the trade deficit, the strong dollar, oil and commodity prices, the inverted yield curve (that is, younger treasury bonds are yielding more interest than older ones), show that we may not be in such good shape.

TRADE WARS

In an effort to stop unfair trade practices on China’s part and, perhaps, motivate US corporations to repatriate factories and supply chains the US government placed tariffs on Chinese goods. Then, of course, the Chinese government retaliated with tariffs of their own, so US factories, farmers, and other producers took a hit on the demand side. If the trade wars were to be halted immediately we think the markets would react favorably. If trade policies and the uncertainties they bring remain in place, we feel the markets could react strongly to the downside.

FOCUS ON THE FUTURE

The stay-at-home economy is growing gangbusters, and we’re gradually moving into a new world where the Internet controls and powers everything. That is manifesting itself today in the “Internet of Things (IoT)” which is a convergence of imbedded sensors, connected devices, and analytics, giving rise to the “smart home” and evolving into “smart cars” and “smart” everything, all controlled from the palm of our hands by a device. This new ecosystem is powered by Wi-Fi and today’s cellular networks, and we see another shift coming with the implementation of so-called “5G” cellular technology, where everything will be connected to everything else seamlessly: no wires, no fiber, always on.

We’ve added two companies, Crown Castle and T-Mobile, which we think will be important players in a 5G-powered world, and we’ve brought back two others dismissed for various reasons over the past two years: AT&T and Qualcomm. Others, including Apple, Microsoft, and even Valmont, should benefit from the widespread use of this new platform.

What’s New for the 2020 List

Although we say every year our investing style and presentation has remained essentially the same, the approach evolves as it does with any blend of science and art. Experience matters and is taken into account. Changes in the world investing context and environment factor in. Maybe we see things a little differently than we did ten years ago…and certainly 35 years ago. All of these factors influence the mix; here are a few directions we’ve taken recently (or have continued with emphasis) with this edition:

THIS YEAR’S INVESTING LESSON: VALUE TRAPS

A value trap is a stock that looks cheap on a fundamentals valuation basis—price to earnings, price to cash flow, price to book, both on a historical basis (i.e., P/E compared to years ago) or on a competitive basis (cheaper than others in the same industry). Investors (including us) grab these “bargains” expecting a fairly quick turnaround as the “discrepancy” normalizes or reverts to the mean.

Problem is…it doesn’t happen. There’s no turnaround, because there’s no real catalyst to turn things around. Company materials and financial reports run the mill of rhetoric and business buzzwords; websites are heavy on marketing spin and promises, but there is little in the way of real change. In addition to the rhetoric, you’re likely to see declining profit margins, increased competition, lack of meaningful new products or services, declining markets served, pieces that don’t go together (resulting from growth-through-acquisitions strategy). The trap springs when investors buy into the company at low prices and the stock continues to languish or drop further.

The trick, of course, is to decide whether a company can right itself and attain the valuation comparable to its past or its peers. Can it innovate? Can it meaningfully reduce costs? Can it penetrate new markets, such as international markets? Can it find ways to add revenue-producing value to its existing product base? Can it sell into adjacent markets?

The bottom line: When a company looks cheap, look twice. Convince yourself it isn’t a value trap. If you can’t do that, move on.

TWO NEW TYPES OF “STOCKS”

For the first time in 2020, we have a stock on the 100 Best list that isn’t really a stock. It’s an ETF, or Exchange Traded Fund. For several reasons we take a favorable view of Real Estate Investment Trusts (REITs), and we know that most of you want to “park” some cash somewhere safe but also to earn a moderate return. So we added the Vanguard Real Estate ETF to our list.

We also added our first IPO (“Initial Public Offering”) stock, that is newly issued shares in a company. Now typically IPOs go pretty strongly against our grain—no track record, highly volatile, typically overvalued, zero dividends. But the one we picked, Beyond Meat, transcends these concerns because the product is so darned good and market acceptance appears to be exceptional. This one appears to be a gold mine.

A LITTLE MORE GROWTH

We’ve duly noted the resurgence of growth-oriented companies and have once again injected a few new ones into the portfolio. Notably, we have also chucked a couple we added last year as they simply were not panning out as it were. Gone (already) are Craft Brew Alliance and CalAmp in favor of 2019 IPO sensation Beyond Meat (yes, we did pick it before it became a sensation!) and wireless tower provider Crown Castle. While our total portfolio still largely consists of steady, defensive, dividend-paying issues, we think we have given you a decent menu of growth stocks to choose from.

LOW-VOLATILITY BIAS

Steady growth, steady returns, steady dividend increases—that’s what we continue to prefer for the majority of our picks. While we present “beta” as a measure of market correlation, we look deeper into the actual patterns and history of earnings, dividends, cash flow, and yes, share price—and the relative statistical stability as reported by Value Line. If it’s a wild ride, for the most part we don’t get on; we prefer to watch from the sidelines instead (Beyond Meat is this year’s exception). We know—as the markets continue to rise through the years, the chances for corrective “volatility” increase—there isn’t a whole lot we can do about that. That said, we continue to reach a bit more outside our normal “core” type of holding to pick up a few more aggressive companies that seem at the forefront of change. We continue to add a few smaller companies for the list, to add some energy and reap the benefits of these new companies still coming into their own.

STILL PLAYING DEFENSE

While we look more for up-and-comers, we still stick to the more defensive stance in light of market “exuberance” and in recognition of the fact that in our multiyear tenure at the reins of this book, we still have yet to see a down year! Our lists continue to be constructed to provide enough growth opportunity to beat the market but also to best the market in a down market, that is, to be down only 5 percent if the market dropped 10 percent. Quite honestly, many of our 100 Best Stocks seem fully valued at this juncture. We were—and still are—nervous about riding them any further.

Our strategy for dealing with this continues to be to evaluate all of our picks carefully using our “sell if there’s something better to buy” philosophy and try to visualize how they would do in a sloppy market. And while we are embracing growth-oriented issues, we continue to avoid “momentum” plays, which tend to beat a “mo” path downward at the slightest sign of change.

A FEW MORE HIGH-YIELD CHOICES

As stated earlier, it’s nice when good investments return strong current income, particularly when they also have some growth possibilities. We continue to like REITs that are also good businesses; they are generally safe, strongly cash-flow positive, and have some characteristics of a good growth company as well—Welltower, Public Storage, and Prologis fit this bill, and this year we added Crown Castle and the catch-all Vanguard REIT ETF.

Last year we added an energy pipeline Master Limited Partnership (MLP)—another popular vehicle that, like REITs, is required to pay 90 percent of its net income in distributions as they pay no corporate income taxes. This format can produce current distributions as high as 9–10 percent, better than any but the most speculative bonds and again, with a growth kicker. We added Enable Midstream Partners, Macquarie Infrastructure, and small developmental investor Compass Diversified Holdings, all of which pay 9 percent or more in dividends. While we don’t recommend putting all of your eggs in these high-income baskets, they can be used to juice up your income and to balance against other picks that pay smaller dividends. Plus, at present, if used in taxable accounts you can deduct 20 percent of the income from many of these issues as a “Section 199” deduction. But also beware that these issues will make your taxes more complicated. Thus, retirement accounts such as traditional and Roth IRAs that allow individual stock investments may be the best place to hold these investments.

Without any further fanfare, here are the 2020 best stocks to buy. For a complete list, see page 348 at the end of the book.





Part II THE 100 BEST STOCKS TO BUY







CONSERVATIVE GROWTH

3M Company

Ticker symbol: MMM (NYSE) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A++ [image: Image] Current yield: 2.7% [image: Image] Dividend raises, past 10 years: 10

Company Profile

“3M Science. Applied to Life” is the core slogan of the 3M Company, originally known as the Minnesota Mining and Manufacturing Co. It is a $33 billion diversified manufacturing technology company with leading positions in industrial, consumer and office, healthcare, safety, electronics, telecommunications, and other markets. The company has 81 manufacturing operations in 29 US states and in total 132 manufacturing operations in more than 36 countries. It serves customers in nearly 200 countries; 61 percent of the company’s sales are outside the US (31 percent Asia Pacific, 20 percent EMEA, 9 percent Latin America/Canada). 3M also operates 37 laboratories worldwide and spends about 5.8 percent of revenues on R&D. Due to the breadth of their product line and the global reach of their distribution, the company has long been viewed as a bellwether for the overall health of the world economy.

3M’s operations are divided into five business segments (approximate revenue percentages in parentheses):


	The Industrial business (37 percent of 2018 sales) serves a variety of vertical markets, including automotive, automotive aftermarket, electronics, paper and packaging, appliance, food and beverage, and construction. Products include industrial tapes, a wide variety of abrasives, adhesives, specialty materials, filtration products, closure systems for personal hygiene products, advanced ceramics, automotive insulation, filler and paint system components, and products for the separation of fluids and gases.

	The Safety and Graphics business (21 percent) serves a broad range of markets that increase the safety, security, and productivity of workers, facilities, and systems. Major product offerings include personal protection, like respirators and filtering systems, safety and security products such as reflectorized fabrics and tapes, energy control products, traffic control products including reflective sheeting for highway signs, building cleaning and protection products, track and trace solutions, and roofing granules for asphalt shingles.

	
The Healthcare business (18 percent) serves markets that include medical clinics and hospitals, pharmaceuticals, dental and orthodontic practitioners, and health information systems. Products and services include medical and surgical supplies, skin health and infection prevention products, drug-delivery systems, dental and orthodontic products, health information systems, and antimicrobial solutions. The Healthcare business is the most profitable, with operating margins of 30.2 percent versus margins in the low 20s for the other four businesses.

	The Electronics and Energy segment (17 percent) serves the electrical, electronics, communications, and renewable energy industries, including electric utilities. Products include electronic and interconnect solutions, microinterconnect systems, high-performance fluids and abrasives for semiconductor and disk drive manufacture, high-temperature and display tapes, telecommunications products, electrical products, and optical film materials that support LCD displays and touch screens for monitors, tablets, mobile phones, and other products.

	The Consumer segment (15 percent) serves markets that include retail, home improvement, building maintenance, office, and other markets. Products in this segment include office supply products such as the familiar Scotch tapes, Post-it notes, Scotch-Brite cleaning abrasives, stationery products, construction and home improvement products, home-care products, protective material products, and consumer healthcare products.



Near-term strategies include streamlining the organization structure, combining 40 businesses into 26, a more general cost-containment effort, and a greater emphasis on leveraging and promoting the brand across all businesses. The company has adjusted its portfolio once again with several small acquisitions and divestitures. The cost containment (“transformation” in company lingo) is intended to save $600–$700 million in costs and $500 million in working capital by 2020. It appears that small acquisitions and an emphasis on “priority growth platforms” and fast-track R&D will continue to be themes going forward.

Financial Highlights, Fiscal Year 2018

Slowing China sales and trade uncertainties were the main culprits in 2018’s weaker-than-usual 3.5 percent sales gain, while cost savings initiatives and tax cuts were mainly responsible for a 5.5 percent gain in net income. Improved energy industry fundamentals helped while higher raw material and supply chain costs hurt the year’s performance. By segment organic revenue, Industrial, Safety and Graphics, and Electronics and Energy were strongest, while Consumer lagged a bit. By region, Asia Pacific grew 3.8 percent, weaker than last year’s 10.9 percent due to the China slowdowns, while the US grew a healthier 3.2 percent compared to 1.5 percent last year. The outlook for 2019 calls for another modest 2–3 percent sales and net income gain, while 2020 improves a bit with a 6–8 percent earnings rise on a 3–5 percent rise in sales. 3M continues to reward shareholders, with a 16 percent dividend raise and another 2 percent share buyback; the company has raised its dividend 61 years in a row and retired 15 percent of its float since 2011.

Reasons to Buy

For years, 3M has served as a classic example of a “conservative growth” stock and is a classic exercise in brand excellence, marketplace and niche strength, and steady performance. The company makes and distributes many repeat-sale products essential to manufacturing and day-to-day operations of other companies and organizations and seemingly essential to most of us, e.g., Post-it notes, Scotch-Brite sponges and Scotch tape—it is a nice mix of consumer and commercially oriented businesses. The company appears to do better than the markets during strong periods and also holds value better than most during downturns. There is a persistent focus on innovation here, both in its products and in its internal operations and marketing—and it’s more the slow, steady variety than a flash in the pan. Cash flows are strong and growing and continue to be shared liberally with shareholders.

Reasons for Caution

3M is, and always will be, vulnerable to economic cycles, but in general the business holds up pretty well in down cycles. Both sales and costs are sensitive to trade policy. There’s plenty of pressure from the investment community to get the top line moving forward, and we worry that 3M could go on a larger acquisition rampage to boost growth, but we continue to be comfortable with the types of acquisitions the company has made. Further, profit growth has been good for such a large company, so why the angst about revenue growth? We still think there’s value here—once again we suggest placing a Post-it on this page to pick up a few shares when the price is right.

SECTOR: Industrials [image: Image] Beta coefficient: 0.95 [image: Image] 10-year compound earnings per-share growth: 5.5% [image: Image] 10-year compound dividends per-share growth: 9.5%



	 

	2011

	2012

	2013

	2014

	2015

	2016

	2017

	2018




	Revenues (mil)

	29,611

	29,904

	30,871

	31,821

	30,274

	30,109

	31,657

	32,765




	Net income (mil)

	4,283

	4,445

	4,659

	4,956

	4,833

	5,050

	5,620

	5,928




	Earnings per share

	5.96

	6.32

	6.72

	7.49

	7.58

	8.16

	9.17

	9.96




	Dividends per share

	2.20

	2.36

	2.54

	3.42

	4.10

	4.44

	4.70

	5.44




	Cash flow per share

	7.85

	8.35

	9.09

	10.02

	10.29

	10.93

	12.04

	12.86




	Price:

	high

	98.2

	95.5

	140.4

	168.2

	170.5

	182.3

	244.2

	259.8




	 

	low

	68.6

	82.0

	94.0

	123.6

	124.0

	134.6

	173.5

	176.5





Website: www.3m.com


GROWTH AND INCOME

Abbott Laboratories

Ticker symbol: ABT (NYSE) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A++ [image: Image] Current yield: 1.8% [image: Image] Dividend raises, past 10 years: 10

Company Profile

In 2013 longtime 100 Best stalwart Abbott Laboratories split itself in two, spinning off their research pharmaceutical firm known as AbbVie, which found its way back onto our list three years ago. The remaining healthcare products maker and distributor Abbott Labs, which kept the original company name, made it back a year later, as the split companies both appeared to be headed in the right direction. Abbott then acquired the successful 100 Best medical device maker St. Jude Medical, which strengthened its hand as a true 100 Best pick, and the company remains on the list as a solid choice for 2020.

Today’s Abbott engages in the discovery, development, manufacture, and distribution of medicines, diagnostics, nutrition, and vascular products. The business continues to operate in four segments:


	Established Pharmaceuticals (14.5 percent of 2018 revenue) contains a portfolio of over 1,500 established and mostly generic prescription products including flu vaccines, hormone replacements, enzyme replacements, antibiotics, and other routine remedies for common ailments (in contrast to expensive, “sexy” treatments for rare diseases). This group is particularly strong in emerging markets.

	
Nutritional Products (24.5 percent of revenue) makes and markets a portfolio of baby formulas under the Similac brand and an assortment of nutritional supplements targeted to adults (Ensure and Glucerna are major brands), electrolyte replenishment (Pedialyte), and other nutritional products and supplements. The company claims a number one market position in adult and pediatric nutritionals.

	Diagnostic Products (25 percent of revenue) makes and markets a broad line of diagnostic systems and tests for blood banks, hospitals, commercial labs, and alternate-care testing sites—this group holds a number one position in standard and advanced blood chemistry testing and monitoring. One exciting breakthrough new product is the “FreeStyle Libre,” a continuous electronic glucose monitoring system that eliminates finger pricks. This product now has one million users worldwide. Another breakthrough diagnostic system known as “Alinity” speeds up lab testing results with greater accuracy.

	Medical Devices (formerly Vascular Products), 37 percent of revenue, markets a broad line of coronary, endovascular, structural heart, and other physical and electronic products. Recent product breakthroughs include Confirm Rx, the world’s first smartphone-compatible Insertable Cardiac Monitor. Abbott products are sold in about 160 countries, with about 65 percent of total sales occurring overseas and 41 percent from emerging markets.



The acquisition of St. Jude brought a well-established product line of structural heart repair devices, including heart valve repair and replacement technologies, heart failure remedies, cardiac rhythm management devices, cardiovascular care devices including imaging devices and stents, and neuromodulation devices to manage chronic pain and movement disorders. The St. Jude acquisition makes Abbott a number one or number two supplier into these important high-growth markets. Overall, and with the St. Jude acquisition, the company holds a number one position in the following healthcare markets:


	Blood and plasma screening

	Adult nutrition

	Pediatric nutrition in many markets

	Heart pumps

	Remote heart failure monitoring

	Point-of-care testing

	Chronic pain devices



Recognized brands include Similac, FreeStyle, PediaSure, Pedialyte, Alinity, Brufen, i-STAT, CardioMEMS, and many others commonly observed in households and clinical environments. Abbott has also been the number one medical products company from 1984 through 2019 on the Fortune Most Admired Companies list.

Financial Highlights, Fiscal Year 2018

Global FY2018 sales rose 11.6 percent; about 7.3 percent organically, that is, without the effects of acquisition. High single-digit organic gains were realized by all product groups. Net income rose 16.6 percent. The numbers are hard to compare looking backward or forward, with the AbbVie split, a 2015 sale of some generic pharmaceuticals businesses to Mylan (N.V., Netherlands), the St. Jude acquisition, and the more recent acquisition of diagnostic products maker Alere. Going forward the company projects a 4–5 percent revenue gain for 2019 and a 9–11 percent rise in net income. For 2020, projections call for a 6–8 percent annual revenue gain but a 12–13 percent net income gain as margins improve. Modest buybacks will boost per-share earnings at a somewhat greater rate, while dividends will grow steadily in the single digits after a 14 percent increase in 2019.

The company raised its dividend modestly in 2018 for a 47th consecutive year of dividend increases (not counting the drop when AbbVie split off). The share count increased about 15 percent with the St. Jude acquisition but will drop 1–2 percent annually thereafter.

Reasons to Buy

Abbott is an established leader in important, stable, and mostly recurring healthcare markets and needs. Most of the product portfolio to date consists of products and diagnostics used over and over, including blood tests, diabetes remedies, cardiovascular devices, and nutritional products. We like that kind of business.

The St. Jude acquisition brought Abbott to a leadership position in key cardiovascular markets, a good position with today’s demographics and a relatively higher-margined business. Abbott’s net margins had been tracking in the 15–16 percent range; with the St. Jude acquisition, net margins will rise into the 17–18 percent range over the next two years and close to 20 percent further out.

Reasons for Caution

Abbott operates with a solid business base but has been heavily involved in acquisitions since its 2012 split with AbbVie. While much of it makes sense from a strategic standpoint, it is disruptive and carries some risks. The good news is that major acquisitions appear to be over for now. The $23.6 billion acquisition price for St. Jude may have been too high (for a company with $6 billion in annual revenue) and will create some goodwill write-offs down the road. Price competition may emerge in the Established Pharmaceuticals unit, particularly in generics.

SECTOR: Healthcare [image: Image] Beta coefficient: 1.05 [image: Image] 10-year compound earnings per-share growth: NM [image: Image] 10-year compound dividends per-share growth: NM



	 

	2011

	2012

	2013

	2014

	2015

	2016

	2017

	2018




	Revenues (bil)

	38.9

	39.9

	21.9

	22.3

	20.4

	20.9

	27.4

	30.6




	Net income (bil)

	7.3

	8.2

	3.2

	3.5

	3.3

	3.3

	4.4

	5.1




	Earnings per share

	4.66

	4.99

	2.01

	2.28

	2.15

	2.20

	2.50

	3.20




	Dividends per share

	1.88

	2.01

	0.56

	0.88

	0.96

	1.04

	1.06

	1.12




	Cash flow per share

	6.61

	6.91

	3.17

	3.35

	3.21

	3.20

	3.70

	4.75




	Price:

	high

	56.4

	72.5

	38.6

	46.5

	51.7

	45.8

	57.8

	74.8




	 

	low

	45.1

	54.0

	31.6

	35.7

	39.0

	36.0

	38.3

	55.6





    Note: Figures before 2013 are for combined company. See AbbVie, another 100 Best stock.

Website: www.abbott.com


AGGRESSIVE GROWTH

AbbVie, Inc.

Ticker symbol: ABBV (NYSE) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A [image: Image] Current yield: 5.3% [image: Image] Dividend raises, past 10 years: 5

Company Profile

We like it when a company “owns” a niche, particularly in the lucrative pharmaceutical industry and particularly when access to the market is hard to come by, as potential competitors in this industry face monumental barriers to bring products to market. One of the clearest examples of a company profiting handsomely from niche dominance is AbbVie, with its lucrative and multifaceted Humira franchise. But alas, all good things must come to an end someday; patents for Humira are gradually going away as new uses for the drug sustain the market dominance. A complacent company would simply live off the laurels of the blockbuster drug. But not AbbVie—they see the writing on the wall and are actively pursuing what’s next while getting the most out of the current franchise. Bravo, AbbVie.

Spun off from the former combined Abbott Laboratories in 2013, AbbVie is a leading research-based biopharmaceutical company specializing in developing and marketing treatments and therapies for a range of complex diseases. The former Abbott was a perennial 100 Best stock. The other half of the split, still called Abbott Laboratories, specializes mainly in making and distributing a line of medical supplies. AbbVie’s products help treat conditions such as chronic autoimmune diseases in rheumatology, gastroenterology, and dermatology; oncology, including blood cancers; virology, including hepatitis C virus (HCV) and human immunodeficiency virus (HIV); neurological disorders, such as Parkinson’s disease and multiple sclerosis; metabolic diseases, including thyroid disease and complications associated with cystic fibrosis, as well as other serious health conditions. AbbVie also has a pipeline of new medicines, including more than 50 compounds or indications (20 in late-stage development), such as immunology, virology/liver disease, oncology, neurological diseases, and women’s health. Its product portfolio includes Humira, Imbruvica, and an array of virology, metabolics, and endocrinology products.

Accounting for 60 percent of FY2018 sales (down from 65 percent in 2017) and holding the title as highest-grossing drug in the world at just under $20 billion in annual sales, Humira is by far AbbVie’s largest product—really, it’s a franchise. An immunological agent initially developed to treat rheumatoid arthritis, the company (and the FDA) have found it quite useful for treating other immunological diseases such as psoriasis, psoriatic arthritis, and other diseases in the rheumatology, gastroenterology, and dermatology space. The patent for the “composition of matter” expired at the end of 2016—and normally with 60 percent of the business this would be a huge red flag—but the company has an extensive “patent estate” of several dozen patents for the product covering other uses, formulations, manufacturing processes, and other patents extending well into the next decade.

Out of necessity and good sense, AbbVie has stepped up its pipeline of non-Humira sales, which it now expects to grow to $35 billion in sales by 2025 (notable because that exceeds the company’s total sales today). Other emerging drug platforms include hematology (blood oncology) drugs Imbruvica and Venclexta, late-stage immunology drugs (Upadacitinib and Risankizumab—okay guys, we’d like you to find some simpler names for these things!), Elagolix for endometriosis and uterine fibroids, new neuroscience drugs such as Duopa for Parkinson’s, and others. As exemplified by the Humira platform, the company continually looks for ways to extend existing and modified formulations into additional disease categories with new delivery and dosage models added in where feasible (Duopa uses an implant to provide steadier levels of dopamine for advanced Parkinson’s patients, for example).

The company markets its products in 170 countries; about 34 percent of sales are overseas (compared to 38 percent in 2017).

In late June 2019, AbbVie launched a $63 billion takeover bid for Allergan, maker of Botox and other pharmaceuticals, in an effort to diversify away from its Humira base.

Financial Highlights, Fiscal Year 2018

Stronger sales in non-Humira drugs Imbruvica, Venclexta, and Mavyret led to a 16 percent gain in 2018 revenues (15 percent on a constant currency basis) while net earnings, helped along by the tax cuts, advanced some 36 percent. However, by year’s end, the company was experiencing a sharper-than-expected slowdown in Humira sales overseas as patents expired and competitive formulations hit the market—that shrinkage is reflected in the  previously noted decline in total overseas sales. The company expects US Humira sales to remain robust and the new products to gather steam; current projections however call for roughly flat 2019 sales with a 3–5 percent earnings gain with revenue growth once again returning to the 5–7 percent range in 2020. FY2020 earnings are projected to rise in the 6–8 percent range. Dividend growth is very strong with back-to-back increases totaling 65 percent in 2018 and 2019; over 130 million shares have been retired since 2016 as well.

Reasons to Buy

Research pharma companies are quite often too complex for our simple minds and tastes, so we take on this sector with great care, as we also did with diabetes drug specialist Novo Nordisk a few years back. Here, we find a bit more complexity since yes, as stated, AbbVie specializes in the treatment of complex and advanced diseases. We won’t pretend to understand how its products actually work.

What we do like and think we understand is the underlying business strategy. AbbVie focuses on a few key drug platforms like Humira and Imbruvica, making the most of them while offering extendable solutions for other complex oncological, immunological, and neurological indications as well. While it’s unfortunate that there are so many of these complex diseases around to treat, we like AbbVie’s focus on this relatively more profitable, defensible end of the market.

The financial track record speaks for itself—any company with a 37 percent–plus net profit margin that shares its success with its shareholders comes as pretty good medicine for us.

Reasons for Caution

Complexity is probably our number one issue—this company could fail miserably in one or more of its markets, and we laypeople would probably be none the wiser. Naturally, the dependence on Humira is a concern; however, the company appears to position itself quite well to minimize the potential damage from patent expirations, and now the pending Allergan acquisition adds to the story. Healthcare industry consolidation and power shifts may lead to reduced drug prices and margins, which would hurt AbbVie and others in the group. Finally, we do worry a bit about the growth-by-acquisition tendencies, though we do think acquisitions so far make sense and are done on top of a pretty sound and successful business.

SECTOR: Healthcare [image: Image] Beta coefficient: 1.15 [image: Image] 10-year compound earnings per-share growth: NM [image: Image] 10-year compound dividends per-share growth: NM



	 

	2011

	2012

	2013

	2014

	2015

	2016

	2017

	2018




	Revenues (mil)

	—

	—

	18,790

	19,960

	22,839

	25,638

	28,216

	32,753




	Net income (mil)

	—

	—

	5,066

	5,375

	7,060

	7,904

	9,011

	12,282




	Earnings per share

	—

	—

	3.14

	3.32

	4.29

	4.82

	5.60

	7.91




	Dividends per share

	—

	—

	1.60

	1.66

	2.02

	2.28

	2.56

	3.59




	Cash flow per share

	—

	—

	3.44

	3.62

	4.64

	5.23

	5.73

	8.62




	Price:

	high

	—

	—

	54.8

	70.8

	71.2

	68.1

	99.1

	125.9




	 

	low

	—

	—

	33.3

	45.5

	45.4

	50.7

	59.3

	77.8





Website: www.abbvie.com


CONSERVATIVE GROWTH

Allstate Corporation

Ticker symbol: ALL (NASDAQ) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A+ [image: Image] Current yield: 2.1% [image: Image] Dividend increases, past 10 years: 7

Company Profile

Allstate is the nation’s second-largest publicly held, full-line “P/C” (property/casualty) insurance provider, offering the gamut of auto, home, renters, and business insurance, and has become a larger player in life insurance, retirement, and annuity segments as well (although it still is ranked only nineteenth among US life insurers). The company serves 16 million households through a network of 36,000 total agents with almost a billion and a half policies in force in all 50 states plus DC and Canada. It prides itself on its four-tiered brand and channel strategy for delivering choice and advice to customers where, when, and how they want it.

The company sells its own Allstate product through 10,430 exclusive Allstate agencies and its “Encompass” subbrand through independent agencies. It estimates that the Allstate brand alone owns 9 percent of the traditional P/C market, with a 10 percent share of the auto market and an 8 percent share for homeowners. The company owns and operates the e-commerce insurance portal Esurance and also sells its product directly, along with other insurance brands, through its “Answer Financial” phone portal for self-directed consumers looking for choices. That said, the lion’s share of premiums ($28.9 billion, or 91 percent of policies in force) is earned through the Allstate brand, while Encompass and Esurance contribute about $1.7 billion, or about 6 percent for Esurance and 3 percent for Encompass. By product line, auto leads the way with about 69 percent of premium dollars, homeowners with 24 percent, with the rest coming from life, commercial, and other business lines. Increasingly, the company is using analytics to “microsegment” and tune the premium/cost mix.

The company reports in five segments:


	Allstate Protection (87 percent of 2018 revenues) includes Allstate, Encompass, Esurance, and Answer Financial brands and includes private auto, homeowner, and other personal lines.

	Services businesses (2 percent) enhance customer value propositions and include SquareTrade and Arity (description follows), Allstate Roadside Services, and Allstate Dealer Services.

	Allstate Life (5 percent) offers traditional and variable life insurance products.

	Allstate Benefits (3 percent) offers workplace disability, accident, and other health products.

	Allstate Annuities (2 percent) offers traditional annuities and services.



Recent acquisitions have brought in Arity, a user of data and analytics to better manage risk, enhancing a broader strategy to deploy analytics across the business, and SquareTrade, an innovative multinational provider of protection plans and support services for the consumer electronics buyer. SquareTrade contracts were up almost 36 percent last year. Allstate is also an innovator among insurers: The company was recognized as one of the “50 Companies Changing the World” by Fortune magazine. One innovation known as QuickFoto Claim allows 70 percent of claims to start with a smartphone photo thus speeding up the process considerably. Allstate is also a leader in the development of telematics-based driving assessments (“Drivewise” and “DriveSense” platforms) giving near-real-time feedback to driving safety issues and figuring into rates and “Milewise” mileage-based premiums (in six states so far).

Financial Highlights, Fiscal Year 2018

Hurricane and wildfire losses put a small dent in what would have been a stellar 2018 year. Total revenues ticked up a bit over 1 percent, while per-share earnings rose a healthy 20 percent on the back of stronger pricing, investment income, tax changes, and a 6.5 percent share buyback. As 2019 unfolds, the company expects further price increases (the usual response to past casualties) and investment income to drive the “combined ratio” to 85.6. The “combined ratio,” which includes underwriting expenses (claims) and operating expenses, was 93.6 percent, that is, $6.40 in pretax profit is generated for every $100 in premiums received, in 2017. The higher-margin figure would drive per-share net up another 13–15 percent in 2019 and 7–9 percent in 2020. Dividend increases and share buybacks will moderate after a 26 percent dividend increase in 2018, again related to tax changes. Allstate has reduced its share count 53 percent since 2004.

Reasons to Buy

We like the market position, brand strength, channel strategy, increased stability, and upside potential both in underwriting and in investment performance. The company has gained a solid strategic hold on its reputation, brand, and channel strategy. Esurance and other “direct” models are gaining traction, while the company is also offering a better product mix and better cross-selling opportunities through its traditional agencies. Increased investment income will also help. Allstate has all the earmarks of a well-managed company.

The Allstate brand is ever stronger, turning from a slight negative years ago to a solid positive through stronger advertising, product offering, and general branding initiatives. The company now proudly places its name on “adjacent” businesses such as Allstate Roadside Services. Another branding example is the new “Package” policy, combining auto and homeowners into a single policy sold under the Encompass brand. All of this combined with solid shareholder returns continues to make Allstate a solid blue-chip performer in a difficult industry with a pretty decent upside going forward.

Reasons for Caution

Competition is stiff and storms and fires are more intense, although Allstate is more geographically diverse than some of its competitors—and we saw how this helps: 2017 and 2018 did not turn out to be disasters. Higher auto claims rates, driven by smartphone use, greater mileages driven because of cheap gas, and a generally faster pace of life are also a concern but will be covered by price increases going into effect now. For years, the brand suffered from a reputation for poor claims performance and an overly sales-y approach. The company has done something about it; the prior volatility of its results in revenues, earnings, and especially dividends paid is hard to ignore. Finally, we’ll admit that we find insurers (as most Financials) difficult to understand because of terminology and somewhat different ways of measuring and reporting financial performance; you may also find this company difficult to understand. Proceed carefully.

SECTOR: Financials [image: Image] Beta coefficient: 0.80 [image: Image] 10-year compound earnings per-share growth: 0.0% [image: Image] 10-year compound dividends per-share growth: 0.0%



	 

	2011

	2012

	2013

	2014

	2015

	2016

	2017

	2018




	Property/casualty premiums (mil)

	25,942

	26,737

	27,618

	28,929

	30,309

	31,407

	32,300

	34,038




	Net income (mil)

	699

	2,143

	2,756

	2,379

	2,119

	1,785

	2,476

	3,715




	Earnings per share

	1.34

	4.34

	5.70

	5.42

	5.21

	4.69

	6.71

	8.03




	Dividends per share

	0.83

	1.09

	0.75

	1.12

	1.29

	1.29

	1.45

	1.84




	Underwriting inc. per share

	(4.19)

	2.49

	4.95

	4.22

	4.06

	3.34

	5.82

	6.56




	Price:

	high

	34.4

	42.8

	54.8

	71.5

	72.9

	74.8

	105.4

	104.5




	 

	low

	22.3

	27.0

	40.7

	49.2

	54.1

	56.0

	73.0

	77.0





Website: www.allstate.com


AGGRESSIVE GROWTH

Amazon.com, Inc.

Ticker symbol: AMZN (NASDAQ) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A+ [image: Image] Current yield: Nil [image: Image] Dividend raises, past 10 years: NA

Company Profile

“Alexa, buy ten shares of Amazon.”

Such a fantasy hasn’t arrived quite yet—that we know of—but who knows, it may soon be part of this juggernaut’s amazing streak of innovations and conveniences destined to transform our shopping world.

Simply put, Amazon.com makes us feel old. We can remember a mere 23 years ago when Amazon was just a retailer—a book retailer. A huge one, granted, but the first thought that came to mind at the mention of its name was a great place to buy a book cheap without having to drive somewhere to find it.

Then they started selling other stuff. And in the 2018 year just completed, they sold $233 billion of mostly other stuff, and made over $10 billion in profit, more than four times the previous annual record, for doing so. A heck of a performance for something that started out as a bookstore.

Amazon.com has become the world’s largest e-commerce retailer powered by a massive and unparalleled logistics and information technology engine. Notably, the company’s scope has grown beyond even that in the past several years. Amazon Web Services (AWS) is now the world’s largest provider of cloud computing services, with a market share larger than that of the next five largest players combined. Amazon Video is a provider of video on-demand services, competing with both traditional cable providers as well as IP (Internet)-based rivals such as Hulu. They are also producing award-winning original movies and series. Through the recent purchase of Whole Foods, Amazon is expanding its test of grocery pickup and delivery services with 60-minute deliveries available in 60 metro areas. Amazon Prime has now dented the rest of the retail and consumer universe with millions of customers willing to pay $10—no, $12—no, now $13—a month for “Prime” priority shipping services now reaching 10,000 US cities with one-day or same-day service, creating a steady flow of little brown boxes wrapped in black tape to our doorsteps—5 billion such packages in 2018 (and oh, by the way, you get access to Amazon Prime video and other stuff too). To support this flow, Amazon has become a world-class logistics juggernaut, now operating 75 fulfillment and 25 sorting centers around the country, 50 aircraft with the addition of 10 this year, and more than 20,000 tractor trailer vans.

On the technology product front, we welcome our new friend “Alexa” with open arms. Alexa is the family of Echo smart voice-recognition technologies products transforming our kitchens and living rooms to on-demand music centers and convenience stations—and oh, by the way, enabling us to order that stuff on Prime with a simple voice command. Alexa technology is blossoming; the handy girl is showing up built into 150 different products from headphones to cars to PCs to smart home devices—we can’t wait to have Alexa in our next new cars to chat away with on our way across the Mojave Desert—and to boot there are some 28,000 Alexa-compatible devices from more than 4,500 unique third-party brands. One mustn’t forget the rather ancient by comparison Kindle business, and it’s also worth noting Amazon’s Amazonian presence as a retail shopping mall (“Marketplace”) for other companies: During the 2018 holiday shopping season, some 200,000 small and medium businesses sold more than $100,000 in product each through Amazon stores; these sales made up more than 50 percent of the company’s unit count through the holiday period and 20 percent of dollar volume through the year. Finally, in an ultimate irony, Amazon is testing several types of brick-and-mortar store concepts, including “Amazon Go” (an urban sort of self-serve convenience store devoid of cashiers), and a new grocery store format that in implementation may be half the size of a traditional grocery store but tied in with online shopping and delivery. With all of these strategic initiatives in the works, the company’s quarterly reports have become interesting reads.

Among such a laundry list of superlatives, who can fail to note a stock that has gone from the mid-600s when we first added it to the 2017 100 Best Stocks list to over $2,000, though correcting to $1,600 as we compose this narrative today? When else have we had anything to do with a stock that sells for $1,600? Only for an extraordinary company on a relentless, and successful, journey to transform the universe, that continues to be Amazon today.

Financial Highlights, Fiscal Year 2018

Overall, FY2018 produced a 31 percent increase in revenues (on top of a similar 31 percent increase in 2017), with “product” sales up 20 percent to $1,442 billion, and “service” sales up 53 percent to $91 billion. North American sales increased 33 percent while International increased 21 percent, and AWS gained 47 percent. AWS continues to produce the lion’s share of operating income, while International continues to operate at a loss, mostly due to increased outlays for increased fulfillment capacity and technology. Net income for 2018 more than quadrupled in part due to a 60 percent reduction in the tax rate. FY2018 projections call for a 22 percent revenue gain and 30 percent gain in net income as scale improves and new revenue streams from Whole Foods and Echo technology become more fully realized.

Reasons to Buy

There are many good reasons to own a piece of AMZN right now, as the company is at the heart of the stay-at-home trend; in fact, it is driving it with services like Amazon Prime and the Amazon Marketplace. The Marketplace makes it possible for vendors and customers around the world to connect and transact business without a physical storefront. And who doesn’t know about Amazon Prime’s bundle of one-click ordering, free two-day shipping to most places, music, movies, free books, and other goodies? Amazon has been at the very forefront of making Internet shopping safe, secure, convenient, cost-competitive for the seller, and price-competitive for the buyer—and it is disrupting most of the retail industry. It’s a safe bet that you, or at least your neighbors, are ordering mundane household items like laundry detergent and Hershey’s Kisses using Prime. We do—and no, we’re not millennials (although we still struggle with having Alexa do it for us).

Okay, so it’s a successful business model and a good place to shop. Does that mean it’s a good stock to own? Even at today’s prices? Obviously, we think so.

The single best reason to own a piece Amazon is that it continues to deliver on nearly every promise made since its founding. Jeff Bezos predicted the company might take a decade to become profitable. This scared away many investors, but in retrospect, it was a brilliant piece of expectations management, having the additional benefit of being the truth. Fifteen years after making that statement, Bezos continued to tell investors that new Amazon projects had a five-to-seven-year horizon, on the theory that very few companies had the patience to take on projects that took that long to develop. In Bezos’s view, this meant there was effectively zero competition for these longer-term opportunities. Right again.

At that time, e-commerce was growing five times faster than the overall retail market, and Amazon was growing twice as fast as e-commerce as a whole. Fast-forward five years to today, and Amazon has carved out an enormous chunk of the US (and worldwide) retailing market by being willing to take on projects of enormous scale and complexity and executing on them with a vengeance. Alexa gives us a great example, and more is likely in store as they continue to leverage Whole Foods into an online grocery service and local delivery point. Next may be a headlong foray to transform prescription drug delivery and healthcare in general. “We’re very stubborn,” Bezos once said.

As another example, Amazon Web Services, the company’s on-demand cloud computing platform, launched in 2003 as an Amazon-internal IT project for managing certain aspects of transaction data. A year later, it was launched as a service for public use. Today, AWS accounts for over $25 billion in revenue and $7.3 billion in operating profit, exceeding the rest of the company’s profit combined.

The list of accomplishments, new products, and platforms is unparalleled in Corporate America—it’s almost two full pages of bullet points just in the most recent quarterly report, and far too much to cover here. Quite simply, Amazon is transforming retail, web services, and the living room at a pace heretofore unknown—and expanding its influence steadily into international markets too. The company is truly living up to its name “Amazon.”

Reasons for Caution

As much as we like the company, its customer value proposition and execution excellence, there’s no getting around the cost of these shares. With a share price of $1,600 the company is priced at some 80 times earnings in early 2019 (based on 2018 projections, compared to 21 for the S&P 500) and with an earnings projection of $53 per share out to 2023, the P/E would still be over 30 at today’s price. Although profitability is growing, and sales are growing dramatically, simply maintaining this kind of stock price may require an almost unimaginable sustained financial performance. Amazon has rewarded the bold and faithful handsomely in the past, but the timid and doubtful among us cannot be faulted for treading gingerly through the stacks of this very special bookstore.

SECTOR: Retail [image: Image] Beta coefficient: 1.10 [image: Image] 10-year compound earnings per-share growth: 16.5% [image: Image] 10-year compound dividends per-share growth: NA



	 

	2011

	2012

	2013

	2014

	2015

	2016

	2017

	2018




	Revenues (bil)

	61.9

	74.5

	89.0

	107.0

	130.0

	136.0

	177.9

	232.9




	Net income (mil)

	130.0

	274.0

	(241.0)

	596.0

	2,485

	2,371

	2,244

	10,073




	Earnings per share

	0.29

	0.59

	(0.52)

	1.25

	5.20

	4.90

	4.55

	20.14




	Dividends per share

	—

	—

	—

	—

	—

	—

	—

	—




	Cash flow per share

	5.04

	7.68

	9.70

	14.60

	18.60

	21.99

	21.60

	51.76




	Price:

	high

	264.1

	405.6

	408.1

	696.4

	685.5

	847.2

	1213

	2050




	 

	low

	172.0

	245.8

	284.0

	285.3

	474.0

	474.0

	747.7

	1170
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AGGRESSIVE GROWTH

Analog Devices, Inc.

Ticker symbol: ADI (NASDAQ) [image: Image] Large Cap [image: Image] Value Line financial strength rating: A+ [image: Image] Current yield: 2.0% [image: Image] Dividend raises, past 10 years: 10

Company Profile

Analog Devices designs, manufactures, and markets high-performance analog, mixed-signal, and digital signal processing chips used in a multitude of electronic devices. Founded in 1965, they have grown to be one of the largest semiconductor houses in the world by focusing almost exclusively on a segment of electronic design known as signal processing. They do not make large-scale microprocessors, discrete digital logic, or memory. Instead, they concentrate on real-time applications such as signal acquisition, analog/digital conversion, signal conditioning, and amplification. In March 2017 the company completed its acquisition of Linear Technology, another analog semiconductor design house but with a highly complementary product line focused primarily on power devices and associated controllers.

Analog’s high-value-add components find their way into products such as medical imaging equipment, cellular base stations, digital cameras and televisions, industrial process controls, defense electronics, factory automation systems, satellites, and automobiles. In all, the company derives nearly half its revenue from the Industrial market, with Communications, Automotive, and Consumer markets accounting for the other half in nearly equal shares. They make thousands of products, with the ten highest revenue products in total accounting for just under 8 percent of revenues.

The company fabricates many of its own analog parts at either of its four fabs, located in Massachusetts, Santa Clara, and Limerick, Ireland. ADI also employs third-party suppliers (primarily TSMC in Taiwan) for fabrication of its sub-micron CMOS die. The company closed its wafer fabrication facility in Massachusetts at the end of fiscal 2009 and now sources its blank wafers from third parties.

Financial Highlights, Fiscal Year 2018

The first full year of results from the combined ADI and LT were very much in line with expectations: Revenue was as promised, with greatly improved gross and net margins and improved cash flow. For FY2018, revenue came in at $6.2 billion, up 20 percent over FY2017. Per-share earnings were $5.95, an increase of 27 percent over the previous year. Largely as a result of the LT acquisition, debt ballooned from $500 million in 2015 to $7.5 billion in 2017, though some $1.2 billion was retired in FY2018. Long-term interest is covered at 6.0 and current liabilities are at $850 million, the lowest in several years. In short, the balance sheet looks solid and deserving of its A+ rating. Sales projections for FY2019 are more or less flat (and first quarter results are in line with that expectation), while earnings are expected to decline 3 percent in the face of uncertainties in the Chinese markets.

Reasons to Buy

Last year we praised the LT acquisition in (we admit) a somewhat long-winded presentation on the wonders of the analog semiconductor. We spoke at length on the movement of computational power to the fringes of our sensory experience: sensors, for example, in our phones, our cars, even our refrigerators. We may have belabored the point. But we’re pretty sure we got it right. The LT acquisition, though expensive, has worked out well for ADI, even with only six quarters in the books. The effect of Linear’s healthy margins have been nothing short of a step function on ADI’s output stage. We had looked at ADI almost every year as a possible 100 Best stock, and while we liked what we saw, there were always one or two stronger prospects in the technology sector. ADI was always steady, but not necessarily stellar. Over the past year and a half, however, ADI’s prospects have begun to look much brighter due in large part to their acquisition of LT.

Linear Technology, founded in 1981, quickly established a reputation for design excellence and unparalleled support. Their customers were more than willing to pay higher premiums for LT’s parts that were either on the leading edge of new designs or were simply better than what the competition offered. This led to net margins that were the envy of the industry (35.2 percent in 2015) and helped to support an engineering-driven company culture that boasted remarkable talent retention. LT billed itself as “the company that no one leaves.” In short, ADI received (for the fairly high price of ten times LT’s 2015 revenues and one quarter of an ADI share for each LT share) not just a catalog of parts and customers, but one of the industry’s leading pools of talent and a potent product development environment. The addition of LT’s customer base (whose design cycles tend to be longer) will also raise the quality and longevity of ADI’s revenue streams. We think we can look forward to having ADI on our list for years to come.

Analog chip suppliers tend to hold design wins and customers for the life of a customer’s product. In critical circuits, in particular, products are designed with the characteristics of key components in mind, and a change of suppliers for those key components often necessitates a redesign or a re-spec of the final product. For this reason, ADI’s earnings are already quite a bit more reliable than that of the suppliers of commodity integrated circuits, and the acquisition of LT should only improve this desirable product life cycle profile.

Although the effect on the bottom line may be many quarters away, ADI will most certainly be one of the beneficiaries of the rollout of Fifth Generation (5G) cell phone technologies, as they are an early provider of parts used in the development, testing, and implementation of this fundamentally market-changing environment. The implementation of 5G is hardware intensive, and unit volumes will be significant.

And a fun fact: ADI’s logo is a schematic symbol for a gain stage, which takes in a small signal and amplifies it into a larger version of that signal. It’s hard to imagine a better parallel for “buy low, sell high.”

Reasons for Caution

A moderation in the growth of the Chinese economy is slowing the rise of all boats in the technology sector. Also, a US trade war with one’s primary trading partner seems a baffling choice, particularly when this trading partner holds 5 percent of your debt and an estimated $2 trillion in foreign reserves. A trade war that also locks out a supplier of computing electronics (Huawei) is a troubling sign for electronics suppliers everywhere and semiconductor manufacturers in particular. ADI will fare no worse than most, and maybe better than many, but the effects of uncertainty and bluster will definitely be felt in the short term. When those in charge come to their senses we should expect a rapid return to normalcy.
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