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Market Review 

A handsome market-wide advance on Friday propelled equities to another positive week, with 
the S&P 500 gaining 0.95%, while the Russell 3000 rose 0.84%. Growth stocks again beat 
Value, with a relatively large difference in total return as the Russell 3000 Growth index jumped 
1.13% compared to a 0.54% climb for the Russell 3000 Value index. 

While we might argue that the American Association of Individual Investors Sentiment Survey 
remains responsible for the stellar returns over the last month… 

 

…the obvious catalyst for the recent rally has been the corporate tax cut looking like it might 
actually becoming a reality. Culminating four weeks or so of heavy wheeling and dealing in 
Washington, tax reform took a major step forward on Friday when, as The Wall Street Journal 
put it, “Republicans stood on the verge of delivering the most significant changes the U.S. tax 



 

code in more than three decades, after a series of last minute deals appeared to remove the 
last big obstacles to passage next week.” 

The proposed legislation is 1,097 pages long, and many folks in states like California and New 
York are likely facing a tax hike, rather than a reduction, due to the elimination of the deduction 
for state and local taxes, but the corporate tax rate is slated to be slashed to 21% from the 
current 35% level. Also, a 15.5% rate on cash held overseas will potentially compel companies 
with huge hoards abroad to repatriate some or all of those assets. While both the full House and 
Senate still need to approve, most seem to think passage is more or less a done deal and the 
Tax Cuts and Jobs Act is expected to make it to the President’s desk for signing before 
Christmas. 

Generally speaking, those companies that have been paying higher taxes should be the biggest 
beneficiaries of the cuts, but accounting and finance departments across Corporate America will 
be very busy weighing the impact of the tax law changes and seeing which loopholes might be 
exploited. As such, it is not cut and dry as to how earnings per share at each company will 
ultimately be impacted – for example, Citigroup said last week that it may face a one-time $20 
billion hit on deferred tax assets and repatriated cash, even as the banking giant should see a 
nice boost to recurring earnings given that its tax rate over the last four quarters has been in the 
30% to 31% range. 

As is our hallmark, we will remain patient in terms of any major tax-related tweaks we may 
eventually make to our portfolios, as we would really like to hear more from our companies 
about their respective impacts. Of course, we have adjusted upward some of our Target Prices 
(see theprudentspeculator.com for our latest listing) and we note that Value stocks are generally 
higher tax payers,… 

 

…while outside of the last month or so, investors really have shown much more interest in lower 
tax-payers this year… 



 

 

…meaning that we think our broadly diversified portfolios of undervalued stocks are already well 
positioned to benefit from corporate tax relief. 

This is especially true, in our view, given the improving health of the U.S. economy, even 
without any impact from lower taxes. Indeed, last week, sales at online retailers, brick-and-
mortar stores and restaurants rose 0.8% in November from the prior month, well above the 
0.3% increase expected and up 5.8% on a year-over-year basis, the best showing since 2011. 
Jack Kleinhenz, chief economist at the National Retail Federation, commented, “It’s an 
impressive start to the holiday season and probably the best in the last few years. When you put 
the pieces together, job and wage gains, modest inflation, healthy balance sheet and elevated 
consumer confidence…there’s an improved willingness to spend.” 

Those sentiments were essentially echoed by the Federal Reserve last Wednesday, when 
Janet Yellen and Co. raised its target for the Federal Funds rate by a quarter-point to a range of 
1.25% to 1.50% and issued a fairly upbeat Statement on Monetary Policy. 



 

 

At her press conference following the decision on interest rates, outgoing Federal Open Market 
Committee Chair Yellen elaborated: 

Following a slowdown in the first quarter, economic growth stepped up to a solid 3-1/4 percent 
pace in the second and third quarters of the year. Household spending has been expanding at a 
moderate rate, business investment has picked up, and favorable economic conditions abroad 
have supported exports. Overall, we continue to expect that the economy will expand at a 
moderate pace. While changes in tax policy will likely provide some lift to economic activity in 
coming years, the magnitude and timing of the macroeconomic effects of any tax package 
remain uncertain. 

 

Returning to monetary policy, for the past two years the FOMC has been gradually increasing 
its target range for the federal funds rate as the economy has continued to make progress 



 

toward our goals of maximum employment and price stability. Our decision today continues this 
process. 

 

We still expect that the ongoing strength of the economy will warrant gradual increases in the 
federal funds rate. That expectation is based on our view that this rate remains somewhat below 
its neutral level–that is, the level that is neither expansionary nor contractionary and keeps the 
economy operating on an even keel. Because the neutral rate currently appears to be quite low 
by historical standards, the federal funds rate would not have to rise much further to get to a 
neutral policy stance. But because we also expect the neutral level of the federal funds rate to 
rise somewhat over time, additional gradual rate hikes are likely to be appropriate over the next 
few years to sustain a strong labor market and stabilize inflation around our 2 percent longer-run 
objective. Even so, the Committee continues to anticipate that the longer-run neutral level of the 
federal funds rate is likely to remain below levels that prevailed in previous decades. 

 



 

Happily, economic news overseas was also fairly positive with the European Central Bank 
sounding more optimistic. ECB President Mario Draghi explained on Thursday, “The economic 
expansion in the euro area continued in the third quarter of 2017, when real GDP increased by 
0.6% quarter on quarter, after 0.7% in the second quarter. The latest data and survey results 
point to solid and broad-based growth momentum. Our monetary policy measures, which have 
facilitated the deleveraging process, continue to support domestic demand. Private consumption 
is underpinned by ongoing employment gains, which are also benefiting from past labour market 
reforms, and by rising household wealth. Business investment continues to strengthen on the 
back of very favourable financing conditions, rising corporate profitability and strengthening 
demand. Housing investment has also risen further over recent quarters. In addition, euro area 
exports are being supported by the broad-based global expansion.” 

To be sure, we realize that improving economic data should compel the U.S. Federal Reserve 
to raise interest rates two or three more times next year, but we like what market history shows 
in regard to Fed tightening and the performance of Value stocks… 

 

…while the type of companies that we have long favored are now trading at their widest 
valuation gap relative to Growth stocks since the peak of the Tech Bubble in 2000,… 



 

 

…which was a very good time to steer one’s portfolio toward the kind of equities that have 
delivered the best long-term returns over the last nine decades. 

 

Certainly, we understand that there eventually will be a market pullback as stock prices always 
move in both directions, while we recognize that many are concerned that the major market 
averages are trading at historically high valuation multiples. As such, we like the inexpensive 
nature of the companies that we hold in our equity strategies,… 



 

 

…especially from a yield perspective as the income offered by our portfolios compares very 
favorably to what is available from competing investments,… 

 

…while we can’t forget that dividend payouts generally rise over time! 



 

 

So, while we are always braced for near-term volatility, an improving economy, stronger 
corporate profits, reasonably valuations for our stocks, especially given the historically low 
interest rate environment, and little in the way of investor euphoria has us optimistic about our 
portfolios as we head into the new year. That said, following back-to-back terrific mid- to high-
teen return years, it is difficult to expect that 2018 will match 2016 or 2017, but returns in the 
10% range, in line with the historical norm for stocks, would not be surprising, with Value likely 
outperforming. 

 

Stock Updates  

Jason Clark and Chris Quigley provide updates on a seven of our stocks that were in the news 

last week… 

Since we last wrote about and lifted our target price for Caterpillar (CAT – $146.69) at the end 

of October, the machinery maker’s shares have continued to grind higher (up more than 7%) as 

more analysts have climbed on board CAT’s momentum train, business in important markets 

like Brazil has begun to pick up and November global dealer sales were solid, rising for the ninth 

consecutive month. 

The November report showed that worldwide machinery sales continued to improve thanks to 

renewed strength in Latin America, indicating the worst may be in the rear-view mirror for Brazil 

as it recovers from recession. Sales in the three months through November rose 26% from a 

year earlier, the biggest gain since January 2012, as overall Latin American sales jumped 48%. 

The data showed the sixth straight month of gains in the region, and the biggest increase since 

July 2011. Latin America sales for CAT had been one of the areas that was most depressed, 

and as such, we think it is a region capable of a spring-loaded rebound. 

We continue to be pleased that the patience we showed with CAT has been rewarded (the 

stock has a total return of more than 162% since its January 2016 lows) and we are optimistic 



 

about the signs of strength and recovery in several markets it serves. We are choosing to 

continue to hold our shares for the time being, given the positive momentum they have been 

enjoying as well as the likelihood for improved earnings going forward. Additionally, with the 

increasing probability that U.S. tax reform could soon be passed, we wouldn’t be surprised to 

see the current majority in Washington turn some attention to infrastructure, which could be 

quite beneficial for CAT. That said, while we remain long-term fans of the company and we are 

choosing to plow forward with our shares, we are keeping close watch on CAT and its increased 

valuation, especially as the stock is a long way removed from the Wall Street dog house. Our 

Target Price has been lifted to $156. 

Shares of industrial concern Trinity Industries (TRN – $36.71) chugged forward last week after 

the Board unanimously approved a plan to pursue a spin-off of the company’s infrastructure-

related businesses to shareholders. The separation is planned as a tax-free spin-off transaction 

to TRN holders for U.S. federal income tax purposes and is expected to be completed in the 

second half of 2018. Management said that it expects the transaction to result in two separate 

public companies that will benefit from leading positions in their respective industries, strong 

free cash flow generation and compelling growth opportunities. 

Following the transaction, each company will have distinct corporate strategies and capital 

allocation priorities: Trinity’s portfolio of businesses will consist of rail manufacturing, leasing 

and services. Management states that Trinity’s financial profile is “expected to generate stable 

cash flows and earnings growth opportunities throughout the manufacturing cycle, giving the 

company an ability to pursue an optimized capital structure, efficiently allocate capital, and 

effectively leverage its multiple rail platforms.” 

The new infrastructure business is being positioned as a growth-oriented company that is 

focused on infrastructure-related products and services. Per the company, “The infrastructure 

businesses have leading positions in construction, energy and marine markets throughout North 

America and are also positioned to grow free cash flows. The new infrastructure company will 

have the balance sheet strength and capital allocation flexibility to pursue growth through 

acquisitions and to capitalize on the large and growing market opportunity in North American 

infrastructure spending, especially if any headway is made on a major domestic infrastructure 

plan from Washington D.C.” 

Trinity CEO Timothy R. Wallace added, “We believe establishing two separate, independently 

focused public companies will allow each company to more closely align its strategic objectives 

and capital allocation priorities. This will also give the investment community better insight into 

the potential value our businesses can continue to create. We expect the two companies to be 

strong, high-performing businesses with the operating acumen and culture to thrive, creating 

employment opportunities while continuing to provide customers with the high quality products 

and services they have always expected from Trinity’s businesses.” 

Mr. Wallace concluded, “In 2018, Trinity will reach its 85th year as a company, and its 60th year 

as a public company. As Trinity has grown through the years, we have attracted incredible 

teams of dedicated employees who have worked together to build an unparalleled portfolio of 

industry-leading businesses. Trinity’s senior leadership and Board, along with a team of external 



 

advisors have spent a great deal of time analyzing our portfolio of companies. We are proud of 

Trinity Industries’ breadth, scale, and strength and believe that our success to date establishes 

an excellent foundation for our businesses to continue to build upon our rich legacy. We will 

continue to update our stakeholders as we progress through this process.” 

We will continue to study this proposed spin-off and the two resulting companies as we move 

closer to an action date. Some have postulated that the Trinity rail business as a stand-alone 

could be an attractive take-out candidate, while the spun-off business could be boosted from 

increasing North American infrastructure spend. We also note that management announced a 

new $500 million share repurchase program as the company’s financial position was recently 

strengthened by a favorable ruling in the long-playing guardrail litigation. We have boosted our 

Target Price for TRN to $42. 

Trying to picture Rupert Murdoch wearing a pair of Mickey Mouse ears is admittedly difficult. 

That said, he may be willing to wear the iconic head gear after Disney (DIS – $111.27) agreed 

to pay $52.4 billion to buy Mr. Murdoch’s 21st Century Fox, after Fox spins off it Fox 

Broadcasting network and stations, Fox News, Fox Business, FS1, FS2 and Big Ten Network to 

current Fox shareholders. What Disney will acquire is the Twentieth Century Fox Film and 

Television studios, along with cable and international TV businesses, including Fox Searchlight 

Pictures, FX Networks, National Geographic Partners, Fox Sports Regional Networks, Fox 

Networks Group International, Star India and Fox’s interests in Hulu, Sky plc, Tata Sky and 

Endemol Shine Group. Fox is the home of motion picture assets like Avatar, X-Men, Fantastic 

Four and Deadpool, as well as The Grand Budapest Hotel, Hidden Figures, Gone Girl, The 

Shape of Water and The Martian, not to mention television assets like The Americans, This Is 

Us, Modern Family and The Simpsons. 

“The acquisition of this stellar collection of businesses from 21st Century Fox reflects the 

increasing consumer demand for a rich diversity of entertainment experiences that are more 

compelling, accessible and convenient than ever before,” said Disney Chairman and CEO 

Robert Bob Iger. “We’re honored and grateful that Rupert Murdoch has entrusted us with the 

future of businesses he spent a lifetime building, and we’re excited about this extraordinary 

opportunity to significantly increase our portfolio of well-loved franchises and branded content to 

greatly enhance our growing direct-to-consumer offerings. The deal will also substantially 

expand our international reach, allowing us to offer world-class storytelling and innovative 

distribution platforms to more consumers in key markets around the world.” 

At the request of both 21st Century Fox and the Disney Board of Directors, Mr. Iger has agreed 

to continue as Chairman and Chief Executive Officer of The Walt Disney Company through the 

end of calendar year 2021 (which as a side note would seem to eliminate the possibility that he 

might make a run for President of the United States in 2020, which had been rumored by many 

and hoped for by others). 

Disney investors seemed pleased by the deal (the stock gained ground), as it allows the 

company to accelerate its use of innovative technologies, including its BAMTECH platform, 

while the combined entity’s broad international footprint and unparalleled content should bolster 

efforts to provide a more compelling entertainment experience through its direct-to-consumer 



 

(DTC) offerings. This transaction will enable Disney’s recently announced Disney and ESPN-

branded streaming offerings, as well as Hulu, to create more appealing and engaging 

experiences, delivering content, entertainment and sports to consumers around the world 

wherever and however they want to enjoy it. 

Additional rationale for the merger included, “The agreement also provides Disney the 

opportunity to reunite the X-Men, Fantastic Four and Deadpool with the Marvel family under one 

roof and create richer, more complex worlds of inter-related characters and stories. Disney’s 

addition of Avatar to its family also promises expanded opportunities for consumers to watch 

and experience storytelling within these extraordinary fantasy worlds. Already, guests at 

Disney’s Animal Kingdom Park at Walt Disney World Resort can experience the magic 

of Pandora—The World of Avatar, a new land inspired by the Fox film franchise that opened 

earlier this year. And through the incredible storytelling of National Geographic—whose mission 

is to explore and protect our planet and inspire new generations through education initiatives 

and resources—Disney will be able to offer more ways than ever before to bring kids and 

families the world and all that is in it…Disney’s international reach should greatly expand 

through the addition of Sky, which serves nearly 23 million households in the UK, Ireland, 

Germany, Austria and Italy; Fox Networks International, with more than 350 channels in 170 

countries; and Star India, which operates 69 channels reaching 720 million viewers a month 

across India and more than 100 other countries.” 

 

Disney management expects the acquisition to yield at least $2 billion in cost savings from 

efficiencies realized through the combination of businesses, and to be accretive to earnings 

before the impact of purchase accounting for the second fiscal year after the close of the 

transaction. Of course, the deal includes a $2.5 billion breakup fee to 21st Century Fox if the 

purchase is blocked by federal regulators. 

As our clients know, we have long been fans of Disney and we are quite optimistic about the 

addition of the announced 21st Century Fox assets. We see the acquisition strengthening an 



 

already best-in-class content portfolio. Also, DIS should enjoy increased production and 

marketing scale. Furthermore, we like that this combination affords Disney the chance to 

meaningfully enhance its global reach and should spur growth because of greater access to 

emerging market regions. We also like that the acquisition of Fox’s sports assets should 

significantly enhance ESPN’s sports leadership position in the U.S., while all offerings could be 

leveraged DTC via BAMtech. As we adjust our DIS Target Price upward to $139, we also note 

that Disney’s latest installment of Star Wars (The Last Jedi) hit a stellar approximately $220 

million in North American box office receipts and $450 million globally this past weekend (its 

opening weekend). 

Boeing (BA – $293.94), the giant defense contractor and airplane-maker, gained 2.8% last 

week after the company raised its dividend by 20% and increased its share buyback plan to $18 

billion. The dividend increased from $1.42 quarterly per share to $1.71, with the first payment 

going out to shareholders of record on 02.09.18, pushing the yield to 2.3%. Boeing did not 

indicate that the dividend and buyback increases were related to the imminent corporate tax 

reform. CEO Dennis Muilenburg said, “Boeing’s strong and growing cash flow allows us to 

deepen our commitment to provide competitive returns to our shareholders, while continuing to 

invest in our people, innovation and growth. To support our balanced cash deployment strategy, 

our team remains focused on improving operating performance as we deliver on our substantial 

order backlog and work to capture a larger share of the growing aerospace market.” 

Although shares did not have any meaningful reactions to the news items, Boeing lost Delta Air 

Lines’ (DAL – $56.10) 100-plane order to rival Airbus on Thursday, and saw Canada cancel its 

order for 18 Super Hornet fighter planes as part of a political spat related to the U.S. Commerce 

Department’s sanctions on Canada-based Bombardier’s C Series airplanes. The Bombardier 

order in question is for Delta to replace its aging smaller aircraft. Boeing’s position, with which 

the U.S. government concurs, alleges that Bombardier engaged in price dumping, allowing 

Delta to acquire planes far below market value thanks to Canadian subsidies. In addition to 

denying unfair treatment, Bombardier also notes that more than half of the airplane will be made 

in the U.S., even though it’s put together in Montreal. Delta CEO Ed Bastian, for his part, insists 

that Delta has done nothing wrong and will have the airplanes delivered without paying a penny 

of the punitive tariffs. We wouldn’t bet against Mr. Bastian. 

While we would certainly like Boeing to win every contract it bids for, we think that BA’s backlog 

of more than 5,700 airplanes totaling $412 billion (more than seven years of production) won’t 

be hurt by missing the Delta order. Indeed, Boeing has had a strong 2017, with 661 net 

commercial aircraft orders. We also like the Defense side of the business, given the drama on 

the global stage. At present, our Target Price for our remaining BA stake (we have previously 

captured some of our outsize winnings) stands at $307, but we are keeping a watchful eye on 

the shares to ensure that the valuation remains defensible. 

Before moving on to Tech Land, we also note that Delta offered 2018 guidance this past week, 

indicating that the company now expects a “4% to 6% increase” in revenue and $5.35 to $5.70 

in adjusted EPS (10% to 15% higher than 2017). The airline expects fuel prices to increase from 

$55 per barrel in 2017 to $64 in 2018. Wall Street was happy with the news, sending shares 



 

more than 4% higher. The company is scheduled to report Q4 results on January 11. We have 

raised our Target Price for DAL to $73. 

 

Shares of Jabil (JBL – $27.87) were flat last week, despite the posting of fiscal first quarter 

earnings and revenue ahead of analyst estimates. JBL earned $0.80 per share, compared to 

the Bloomberg analyst consensus of $0.78, and had revenue of $5.59 billion, compared to the 

$5.50 billion estimate. Jabil benefitted from strong revenue growth in the DMS (Diversified 

Manufacturing Services) and EMS (Electronic Manufacturing Services) segments. 

CEO Mark Mondello said, “Jabil’s EMS team is driving a progressive transformation, advancing 

their methods in which they serve a broad range of end markets. Markets such as energy, 

industrial, print and retail, automotive, semi-cap equipment, networking/telecom, and data 

storage. A key element of the transformation is the deliberate pivot towards higher margin 

businesses, as the team leverages engineering excellence and deep domain knowhow day-in 

and day-out. In short, this is what we refer to as EMS 2.0. In our DMS segment, starting with our 

high-growth healthcare and packaging businesses. These two businesses continue to grow at a 

rate of 20% to 25% per year through fiscal 2019, a true testament to our healthcare and 

packaging teams as they play squarely in areas undergoing material disruption. Examples of the 

disruption are the urgent demand for affordable healthcare and the convergence of intelligent, 

yet fully reliable, consumer packaging, both examples being relevant to Jabil’s story. I feel good 

about the outlook we see across both of these businesses, a sour healthcare and consumer 

packaging teams create specialized solutions through the use of new technologies and digital 

innovation.” 

Mr. Mondello added, “Our 2Q guidance suggests another strong quarter, a quarter of 25% core 

EPS growth year-on-year and a quarter which would complete a very solid first half to the fiscal 

year. Moreover, we anticipate the core EPS for the second half of fiscal 2018 to grow 20% to 

25% year-on-year when indexed against the back half of fiscal 2017. The result, I believe, will 

be core earnings in the neighborhood of $2.60 a share for fiscal year 2018. As we focus on cash 



 

flows and earnings, our leadership team remains steadfast in their commitment to complete our 

two-year capital return framework, while we remain on target to return $1 billion to shareholders 

by way of stock repurchases and dividends by the end of this fiscal year.” 

We like Jabil’s diversified business, although Apple (AAPL – $173.97) continues to be a major 

customer. The new batch of iPhones launched last month with plenty of fanfare and strong 

demand, leading us to believe that Jabil’s Apple-related orders will continue to hold up. We think 

that the EMS business is also attractive, especially as the company’s products reach a wide 

array of markets including automotive, energy, industrial, retail, networking, telecom, cloud 

computing and capital equipment. Of course, we also note that the stock presently trades for 

just 10.4 times the current EPS estimate for the next 12 months. We have boosted our Target 

Price for JBL to $42. 

Shares of Oracle (ORCL – $48.30) dipped 3.8% on Friday after the software giant reported a 

disappointing outlook, despite beating on the top and bottom lines in its latest fiscal quarter. In 

fiscal Q2, Oracle earned $0.70 per share (vs. $0.68 est.) on revenue of $9.63 billion (vs. $9.57 

billion est.). Oracle’s total revenue increased 6% year-over-year, helped by strong growth in 

Cloud plus On-Premise Software revenue, Cloud Software as a Service (SaaS) and Cloud 

Platform as a Service (PaaS). Total Cloud segment revenue grew 44% year-over-year to $1.5 

billion. 

ORCL Founder Larry Ellison said, “This coming January, Oracle will deliver the world’s first 

autonomous database. We expect this innovative new technology to dramatically accelerate the 

growth of our PaaS and SaaS businesses and keep our database license business strong as 

well. People are buying database licenses to run on premise and in the cloud. You can run them 

either place. They’re buying options to run on premise and in the cloud. Based on machine 

learning, now, the new autonomous version of the Oracle Database is totally automated, a self-

driving system that does not require human beings to either manage or tune the database. 

Using artificial intelligence to eliminate most sources of human error, the Oracle Autonomous 

Database delivers an unprecedented 99.995% system availability. That’s less than 30 minutes 

of planned or unplanned downtime per year.” 

Mr. Ellison continued, “The Oracle Autonomous Database automatically tunes and upgrades 

itself without human intervention. If a security vulnerability is detected, the database 

automatically and immediately patches itself while the system is running. AWS (Amazon Web 

Services) databases can’t do any of this. Even more compelling is the cost comparison between 

running the Oracle Autonomous Database versus running an Amazon database like Redshift. In 

a series of published benchmark tests the Amazon Redshift Database on average costs five 

times more to run the same exact amount of work as the Oracle Autonomous Database. If you 

take a workload from Amazon running on Redshift and move it over to Oracle, your Amazon bill 

will drop by 80. And this is not total cost of ownership, this is not labor, this is your Amazon bill, 

what you pay Amazon to do a piece of work, you can run on the Oracle Cloud and pay $0.20 on 

the dollar by moving from Amazon to Oracle.” 

Co-CEO Safra Catz said, “For the upcoming fiscal Q3 in constant currency, Cloud revenue, 

including SaaS, PaaS and IaaS, are expected to grow 21% to 25%.Total revenue is expected to 



 

range from 2% to 4%. Adjusted EPS in constant currency is expected to be somewhere 

between $0.68 and $0.70. That puts the USD earnings per share at $0.71 to $0.73. This 

assumes a non-GAAP tax rate somewhere around 24%. Of course, with the current and very 

real possibility of tax reform, the Q3 tax rate could easily end up being very different, especially 

to the extent that there is repatriation.” Oracle assumes that currency movements could be “as 

much as 3% positive for total revenue or $0.03 positive for EPS.” 

We remain encouraged by the substantial momentum gains in the cloud business and we 

continue to believe that ORCL has a quality leadership team that will drive top-line growth to the 

bottom line. We think that the price blip creates an opportunity to purchase an undervalued IT 

firm with solid fundamentals, a substantial net cash position and strong free cash flow 

generation. With shares having retreated from the multi-year highs in September, we think that 

the forward P/E ratio of 16.2 times remains on the reasonable end of the spectrum. ORCL also 

sports a solid balance sheet with $71 billion of cash and marketable securities, or $10.9 billion 

of net cash (cash less debt). Our Target Price now stands at $58. ORCL currently yields 1.6%. 
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