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First Cut Stock Study Report
Please complete this form for your First Cut stock study.

Click on each grayed area and enter your information.  

Fields will expand as you type.
Save file as FC<yyyymmdd><ticker>.doc (i.e. FC20080224FDS.doc).

Create a PDF of the SSG (see instructions on last page).
Please return this completed form and the SSG in PDF format to:
FirstCut@betterinvesting.net   
	 FORMCHECKBOX 
 Check here to grant BetterInvesting the right to post this First Cut Stock Study Report and associated SSG on the BetterInvesting website.  


	Company Name:
	Automatic Data Processing, Inc.
	Ticker:
	ADP

	Date of Study:
	March 9, 2012
	Price:
	$ 54.95

	Your Name:
	Wilbert Nixon

	Email address:
	wenixon@yahoo.com
	 FORMCHECKBOX 
 Consent to post email on web

	City:
	Washington
	State:
	DC

	Chapter Name (if applicable):
	MicNova


Discuss why you consider this to be a high quality, growth company that should be investigated further.  Please include comments on historical sales and EPS growth, pre-tax profit margin, return on equity, and debt.
This is a large cap company ($26.9 billion market cap) with sales of just under $10 billion ($9.88 billion).  The lines on page 1 of the SSG are relatively straight, parallel and slightly up (slope increasing in the last few quarters) for sales, earnings, and pretax profit, showing a 10-yr. sales growth of 6.5% and 10-yr. EPS growth of 6.5%.  Pre-tax profit margin has been rising to an average of 20.7% over the last five years (although it was down in 2011, it was up the last few quarters).  ROE is essentially flat after falling precipitously in 2010, and debt to equity is flat to falling slightly.  Value Line rates ADP a “1” for safety and its highest quality rating of A++ for financial strength, with 100 for both price stability and earnings predictability.  ADP has increased its dividends at a rate of 14.5%/yr. for the past 10 yrs. And 17.0%/yr. for the past 5yrs. (although Value Line estimates only a 6.0% growth rate through the 2014-2016 period), Manifest Investing gives ADP a quality rating of 76.4 and MorningStar gives it a ”B” for stewardship.
Briefly describe how the company makes money:
ADP is the largest global provider of payroll outsourcing services based on revenue.  The company also offers human resources outsourcing, tax filing, and benefits administration, with a broad range of data processing services in two business segments: employer and dealer.  Employer services provides payroll, human resource, benefit administration, time and attendance, and tax filing and reporting services to more than 570,000 clients in North America, Europe, Australia, Asia and Brazil.  Dealer services provide transaction systems, data products and professional services to automobile and truck dealers and manufacturers worldwide.  Revenues by segment in 2011:  Employer Services unit (70%); Professional Employer Organization unit, provides comprehensive human resources solutions to smaller companies (16%); services for auto and truck dealerships, include accounting, inventory, leasing, and parts ordering (14%).
Projected growth rate for sales:  2.6%
Why did you select this rate?  Discuss from where future growth will come.

My SSG shows an impressive sales growth for the latest quarter, as compared to the year-ago quarter of 7.4%.  That rate has accelerated from the average growth rate for the 8 years before last year, of close to 3.5%.  I accepted the software's 2.6% going forward because of lingering uncertainty regarding the global and domestic economy.  Growth will come from the improving global economic environment, as corporations start to expand, and new business formation starts to pick up.  ADP has also been able to enter new markets through numerous small acquisitions, such as the recent purchase of PhyLogic Healthcare, which provides entry into the large medical billing arena.
Projected growth rate for earnings per share:  2.6%  

Why did you select this rate?

Earning growth rates have historically been higher than sale growth rates, except for the last 3 years.  Because of economic uncertainty, I haccepted the software's projected earnings growth rate which is identical to the sales growth rate of 2.6% which is much less than Value Line’s 8% growth rate going forward.
Projected High P/E: 20.2
Why did you select this value?

High P/Es have fallen from the high 20s (27.5) in 2007 to a low of 17.5 in 2009 before returning to the low 20s in 2011 (21.9).
Projected Low P/E:  15.2
Why did you select this value?

This is the average low P/E of the last 5 years found and calculated on page 2 of the SSG.
Projected Low Price:  $43.90
Why did you select this value?

This is 80% of the current price.  With the uncertain economy, I am allowing for a 20% reduction in price.
At the current price, the stock is a (check one):

 FORMCHECKBOX 
Buy     or     FORMCHECKBOX 
Hold   or    FORMCHECKBOX 
Sell
At the current price, the upside-downside ratio is: 0.3 to 1
Projected compounded rate of return: 3.6%
Your final recommendation (check one):

 FORMCHECKBOX 
Buy     or     FORMCHECKBOX 
Hold   or    FORMCHECKBOX 
Sell
Explain:
The SSG indicates that ADP is a SELL.  MorningStar says ADP’s Fair Value is $57.  S&P says ADP is a BUY with a 12-month price target of $63 and finally Manifest Investing projects an average price for ADP of $82 with a projected annual return of 10.9%.  An investment in ADP at this price is an investment in the idea that the global economy will continue to improve and that ADP, best of breed, aggressively increasing their dividend, will attract both growth and dividend investors to their stock.  If I owned it, I would continue to hold, but I might not buy more unless and until it pulled back to at most 46-47.
Instructions to Create PDF of SSG

If using Online Stock Selection Guide:

· Select Print from menu at top of page

· Under Options for Printing - check box labeled Sections
· Click View PDF button
· Select Save from File Download dialog box
· A Save As dialog box will appear.  Select a folder to Save in and enter a File name, then click on Save.


· Go to that folder to find your PDF file.
If using desktop stock analysis software, such as Toolkit or Classic:

· Install a program to create PDF files from any printable document

· CutePDF Writer (Freeware) available at http://www.cutepdf.com/ 

· Follow on screen instructions to complete the installation

· Using CutePDF Writer to create PDF documents:

· Open your original document and select Print command in File menu of your application to bring up Print dialog box. 

· Then select CutePDF Writer as the Printer to print (DO NOT select "Print to file" option).
· You will get a Save As dialog box prompted for saving created PDF file.  Select a folder to Save in and enter a File name, then click on Save.

· Go to that folder to find your PDF file.

This stock study reflects the judgment of the contributor(s) only and no investment recommendation is intended.  Investors should always conduct their own analysis before making an investment decision.


