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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
(1) Historical Sales Growth 10.6 % (3) Historical Earnings Per Share Growth 139 %
(2) Estimated Future Sales Growth 10.5 % (4) Estimated Future Earnings Per Share Growth 10.5 %
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Ty
Note
The 15% growth in earnings and sales ise very good.  This is even ahead of the projected target growth.


Ty
Note
This is the number we use to calculate price projects in Section 4 on the back.  It is based on the 10.5% growth we estimate below.

Dad
Note
JNJ is a truly great stock.  It is leading, brand name medical supplier.  By all measures it is very high quality company and it is currently "on sale."

Dad
Text Box
Please note that I have placed electronic sticky notes on these pages.  Go to the yellow comments mark and click on them.  I hope these comments help to demystify the SSG. 

Ty
Note
The straight lines are a visual indicator of consistency in revenues earnings per share and profit, year after year.  


2 EVALUATING MANAGEMENT Company JOHNSON & JOHNSON (INI) 11/10/03

LAST 5 TREND
1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 YEAR AVG. e [ Down
A (oo taen e | 16.517.0 | 17.6 | 18.7 | 20.2 | 21.3 | 20.9 | 22.8 | 24.7 | 26.8 23.3 P (=
B o oot vace, 31.3 |27.8|26.1|26.1|26.2|26.4|25.5|25.3|24.0| 29.7 26.2 uP
3 PRICE-EARNINGS HISTORY as an indicator of the future
This shows how stock prices have fluctuated with earnings and dividends. It is a building block for translating earnings into future stock prices.
PRESENT PRICE 48-730  HIGH THIS YEAR 61.248 | OW THIS YEAR 48.050
C D E F G H
Year PRICE Earnings Price Earnings Ratio Dividend % Payout 9% High Yield
Per HIGH Low per : :
HIGH LOW Share AL BiC Share F+C X100 F +B X 100
1 1998 44 .9 31.7 1.34 33.6 23.7 0.485 36.3 1.5
2 1999 53.4 38.5 1.49 36.0 25.9 0.545 36.7 1.4
3 2000 53.0 33.1 1.71 31.0 19.4 0.620 36.3 1.9
4 2001 61.0 40.3 1.91 31.9 21.1 0.700 36.6 1.7
5 2002 65.9 41.4 2.27 29.0 18.2 0.795 35.0 1.9
6| TOTAL 185.0 161.5 108.3 180.9
7| AVERAGE 37.0 32.3 21.7 33—
8| AVERAGE PRICE EARNINGS RATIO 27.0 9 | CURRENT PRICE EARNINGS RATIO 19.07
Zl Proj. P/E [17.23] Based on Next 4 qtr. EPS [2.83] Current P/E Based on Last 4 qtr. EPS [2.56]
EVALUATING RISK and REWARD over the next 5 years
Assuming one recession and one business boom every 5 years, ions are made of how high and how low the stock might sell. The upside-downside ratio is the key to evaluating risk and reward.
A HIGH PRICE -- NEXT 5 YEARS G%j
Avg. High P/E 3\ 27.7 X Estimate High Earnings/Share 4.22 = Forecast High Price $ 116.9
(3D7 as adj.) (4A1)
B LOW PRICE -- NEXT 5 YEARS
(a) Avg. Low P/E N 18.8 X Estimated Low Earnings/Share 2.27 =3 42.7
(3E7as ad))
(b) Avg. Low Price of Last5 Years = : 37.0
(387)
(c) Recent Severe Market Low Price = 40.3
(d) Price Dividend Will Support Present Divd. = 0.960 = 50.0
_ _ High Yield () 0.019
Selected Estimate Low Price =$ 36.0
(4B1)
C ZONING
116.9 High Forecast Price Minus 36.0 Low Forecast Price Equals 80.9 Range. 1/3 of Range = 20.2
- @A) T @y ©) (4CD)
(4cz) Lower1/3=  (@B1) 36.0 to 56.2 (Buy) Note: Ranges changed to 25%/50%/25%
(4c3) Middle 1/3 = 56.2 0 96.7 (Maybe)
(4cay Upper 1/3 = 96.7 to 116.9 (A1) (Sell)
Present Market Price of 48.730 isin the BUy Range
(4C5)
D UP-SIDE DOWN-SIDE RATIO (Potential Gain vs. Risk of Loss) E}
High Price 4a1) 116.9 Minus Present Price 48.730
- 68.2 - 5.4 To1
Present Price 48.730 Minus Low Price ~ (4B1) 36.0 12.7 D)
E PRICE TARGET (Note: This shows the potential market price appreciation over the next five years in simple interest terms.)
High Price  (4a1) 116.9
=( 2.399 ) X100= ( 239.9 ) -100 = 139.9 % Appreciation
Present Market Price 48.730 (48)

Relative Value: 70.4% Proj. Relative Value: 63.8%
5-YEAR POTENTIAL This combines price appreciation with dividend yield to get an estimate of total return. It provides a standard for comparing income and growth stocks.

Note: Results are expressed as a simple rate; use the table below to convert to a compound rate.

A Present Full Year's Dividend $ 0.960
- _ 0.020 _ 2.0 . .
Present Price of Stock $ 48.730 = _ Z-¥eY  X100= - Present Yield or % Returned on Purchase Price
B AVERAGE YIELD OVER NEXT 5 YEARS
Avg. Earnings Per Share Next 5 Years 3.45 X Avg. % Payout (3G7) 36.2 - 124.9 > 6 o
- = - (]
Present Price $ 48.730 ©8)
C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS —P A.R Tot. Ret
5 Year Appreciation Potential (4E) 139. Average Y ield - i éo/ - 1 :-30/
- 6% -3%
5 28.0 _YIE
Average Yield s Toe 0 Annual Appreciation  15.0% 19.1%
Average Total Annual Return Over the Next 5 Years 0) W % % Compd Ann Rate of Ret 16.6% 20.4%

%
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Ty
Note
Note that the current PE ratio os below the average low PE.The low PE signals that the stock is selling far below is its normal price.  Note that the earnings per share have continued to grow.
 

Ty
Note
These are very good trends.  Both return on equity and pre-tax profit are very solid.  JNJ knows how to make money year after year.  

Ty
Note
This is the upside downside ration.  Note that it is greater than 3.  Also note that the buy price based on our calculations is $56.20.  this means we can expect at least a 15% compounded annual return if we buy at or below this price (assuming our projections are correct).  

Ty
Note
At the current price, our projected average return over five years is 16.6%

Ty
Note
This is a conservative estimate of the high PE.  I used the median over the past ten years. (The software program I am suing calculates this automatically.)  This is a more realistic number than simply taking the average high PE over the last five years.  The calculation of projected high price is more conservative as a result.


RECENT 49 26 PIE 18 2 Trailing: 20.2) [RELATIVE l 0 4 DIVD 2 00/
NYSE-JNJ  [PRICE . RATIO + . \Median: 250/ | PIE RATIO YLD U70
— High:| 14.7| 12.6| 14.1| 231| 27.0| 33.7| 449 | 534| 530| 610 659 | 59.1 i
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Institutional Decisions | AU 3 THS  VLARITH.

30202 4Q002  1Q2003 . B e I . SToCK  INDEX |
toBuy 600 552 570 Eﬁ;f:gt Z e LT ) 1yr.  -0.8 258 [
t0Sell 679 734 704 | traded E T R AN m A o PN TSN 10 T EYIATTY LTy RO I 3yr. 161 187 |
HIgs(000)181310218207141839343 N Sy 449 409
1987 (198819891990 | 1991 [ 1992 (1993 [1994 | 1995 [ 1996 [1997 |1998 [1999 [2000 | 2001 | 2002 [ 2003 [ 2004 | ©VALUE LINEPUB,, INC. | 06-08

291 338 3.66 422 4.67 5.25 550 6.12 7.27 8.11 8.41 8.80 9.88 | 1047 | 1083 | 12.23| 13.80 | 15.65 |Sales persh A 19.70
43 51 .56 .65 73 85 93 1.06 1.26 1.46 1.62 183 2.03 221 2.46 2.85 3.25 3.80 | “Cash Flow” per sh 485
.30 .36 41 48 .55 62 69 .78 93 1.09 121 1.34 1.49 1.70 191 2.23 2.60 3.00 |Earnings per sh B 3.80
.10 12 14 .16 19 22 25 28 32 37 43 49 .55 .62 .70 .80 93 1.05 | Div'ds Decl'd per sh=C 1.32
19 .25 .28 31 37 42 .38 .36 48 52 .52 .54 .62 59 57 71 .60 .70 |Cap’l Spending per sh .90
127 131 1.56 1.84 211 1.97 2.17 2.77 349 4,07 459 5.06 5.83 6.76 7.95 7.65 9.35 | 11.40 |Book Value per sh P 18.50
27535 | 2664.6 | 2664.4 | 2664.6 | 2665.3 | 2621.6 | 2571.9 | 2572.0 | 2590.7 | 2665.0 | 2690.3 | 2688.1 | 2779.4 | 2781.9 | 3047.2 | 2968.3 | 2970.0 | 2970.0 |Common Shs Outst'g E | 2970.0
179 142 154 16.5 205 20.0 154 14.8 185 224 249 28.1 316 26.4 21.2 25.9 | Bold figfres are |Avg Ann’l P/E Ratio 20.0
120 118 117 1.23 131 121 91 97 1.24 1.40 1.44 1.46 1.80 1.72 139 141 Vﬁ'%'e_ Line Relative P/E Ratio 135
19% | 24%| 22%| 21% | 17% | 18% | 24% | 24% | 19% | 15% | 14% | 13% | 12% | 14% | 13% | 14% | "™ |AvgAnn'I Divid Yield 1.7%
CAPITAL STRUCTURE as of 6/29/03 ] 14138 | 15734 | 18842 | 21620 | 22629 | 23657 | 27471 | 29139 | 33004 | 36298 | 41000 | 46500 |Sales ($mill) A 58500
Total Debt $6,418 mill. Duein5Yrs $380.0 mill. | 213 | 22.4% | 23.2% | 24.6% | 25.1% | 26.6% | 27.0% | 27.4% | 28.8% | 31.2% | 31.5% | 32.0% |Operating Margin 32.0%
LT Debt $3,164 mil. LT Interest fllff’/o ";f'"éap,l) 617.0 | 7240 | 857.0 | 1009.0 | 1067.0 | 1246.0 | 14440 | 15150 | 1605.0 | 1662.0 | 1875 | 2125 |Depreciation ($mill 2950
Leases, Uncapitalized Annual rentals $138.0 mill. | 1787.0 | 2006.0 | 2403.0 | 2887.0 | 3303.0 | 3677.6 | 4200.0 | 4800.0 | 5885.0 | 68108 | 7800 | 9100 |Net Profit (Smil) 11500
23.4% | 252% | 27.6% | 28.4% | 27.8% | 27.1% | 27.5% | 27.5% | 28.2% | 29.6% | 29.0% | 29.0% |Income Tax Rate 29.0%
Pension Assets-12/02 $4,705 mill. Oblig. $6,051 | 12.6% | 12.7% | 12.8% | 13.4% | 14.6% | 155% | 15.3% | 16.5% | 17.8% | 18.8% | 19.0% | 19.6% |Net Profit Margin 19.7%
mill. 2005.0 | 2414.0 | 3550.0 | 4186.0 | 5280.0 | 2970.0 | 5746.0 | 8310.0 | 10429 | 7817.0 | 10100 | 11200 |Working Cap’l ($mill) 13700
Pfd Stock None 1493.0 | 2199.0 | 2107.0 | 1410.0 | 1126.0 | 1269.0 | 2450.0 | 2037.0 | 2217.0 | 2022.0 | 3165 | 3165 |Long-Term Debt ($mill) | 3165
Common Stock 2,968,017,528 shs. 5568.0 | 7122.0 | 9045.0 | 10836 | 12350 | 13590 | 16213 | 18808 | 24233 | 22697 | 27800 | 33800 | Shr. Equity ($mill) 54900
as of 7/25/03 26.1% | 22.3% | 22.3% | 24.2% | 24.9% | 252% | 22.9% | 23.3% | 22.5% | 27.8% | 25.5% | 25.0% |Return on Total Cap’l 20.0%
N 32.1% | 28.2% | 26.6% | 26.6% | 26.7% | 27.1% | 26.0% | 25.5% | 24.3% | 30.0% | 28.0% | 27.0% |Return on Shr. Equity 21.0%
MARKET CAP: $146 billion (Large Cap) 20.3% | 18.0% | 17.4% | 17.7% | 17.5% | 17.5% | 16.8% | 16.4% | 15.8% | 19.5% | 18.0% | 17.5% |Retained to Com Eq 14.0%
CUR$I?\4I|ELI\|I_T POSITION 2001 2002  6/29/03 37% 36% 34% 34% 34% 35% 35% 36% 35% 35% 35% 34% |All Div'ds to Net Prof 34%
Cash Assets 7972 7475 7862 | BUSINESS: Johnson & Johnson manufactures and sells health  drugs). Important brands: Band-Aid, Monistat, Neutrogena, Reach,
Receivables 4630 5399 6426 | care products. Major lines by segment: Consumer (baby care, non- ~ Stayfree, and Tylenol. Int| business, 38% of '02 sales. '02 deprec.
Inventory (FIFO) 2992 3303 3680 prescription drugs, sanitary protection, and skin care), Professional  rate: 11.6%; R&D, 10.9% of sales. Has 101,800 empl.; 164,200
Other 2879 3089 3407 - . ) o - ) ) e
Current Assets 18473 19266 21375 | (wound closures, minimally invasive surgical instruments, diag- stockholders. Off./dir. own 0.2% (3/02 Proxy). Chrmn. & CEO: Wil-
Accts Payable 2838 3621 3589 nostics, orthopedics, and contact lenses), and Pharmaceutical (con-  liam Weldon. Inc.: NJ. Addr.: One Johnson & Johnson Plaza, New
Debt Dué 793 2117 3254 | traceptives, and psychiatric, anti-infective, and dermatological ~ Brunswick, NJ 08933. Tel.: 732-524-0400. Internet: www.jnj.com.
8g;ferntLiab ggﬁ 1?14% lgggg The April FDA approval of Johnson & ment. It plans to file AP48, the next-
: — 1 Johnson’s coronary stent should be a generation Duragesic, with the FDA by
AfN;\‘UA'-RAEES lgi\‘(st 5P$St Esgqog%soz key driver of earnings for 2003 and 2005. Also, J&J is looking to expand op-
o chenge (persh)  1oyrs, - SXrs, 0 %O 004. Primarily due to the strong demand portunities for several drugs, including
“Cash Flow” 13.0% 12.0% 11.5%=—_br the drug-eluting stent Cypher, June- broadening Remicade’s indications. Fur-
E.ﬁf.'&'ngs ﬁggf %ggﬁ) ﬁg;’f quarter sales from circulatory disease thermore, its acquisition of biotechnology
BoakValue 1100 13006 163% | management products increased 40% over company Scios, which closed during the
Fical T ol the prior-year period. J&J controls more June quarter, boosts J&J's drug pipeline.
oo y %UA%TERgS%Esgm'%) . falil than 50% of the U.S. stent market, on a Most notably, it gains Natrecor (congestive
Ends |Varrer.Junrer sep.rer DECYer| Year | dollar basis. In sum, we look for share net heart failure), which may have a peak an-
2000 | 7319 7508 7204 7108 129139 | t5 gadvance roughly 15% for each of 2003 nual sales potential of several hundred
%88% g%é gg‘% g%gg gigg ggggg and 2004, to $2.60 and $3.00, respectively. million dollars, and SCI0-469, an oral pill
2003 | 9821 10322 10400 10457 |41000 The growth rate in the pharmaceuti- in Phase Il trials for rheumatoid arthritis.
cal division will likely slow. First, reve- These shares are trading at a more
2004 [11000 11400 11800 12300 | 46500 ; . : h
Fiscal EARNINGS PER SHARE A8 Far | nue from the company’s top drugs, such as reasonable price-to-earnings multiple.
Year |11 ber Jun Per Sen Per Dec.Per| FISCa! the Procrit/Eprex franchise (anemia) and They are 17% off their yearly high. On a
Ends |Mar."er Jun. P i Year | Remicade (rheumatoid arthritis), are hurt- risk-adjusted basis, this stock offers good
5002 41 -41 45 -21 %72 ing due to greater branded competition. total-return potential to 2006—2008,
2882 gg 'go gg '42 2'33 Amgen’s Aranesp is taking market share despite our projections of share earnings
2003 % 70 6 54| 260 from ProcritEprex, and Amgen's Enbrel advancing at a mid-teens annual rate to
’ ’ ’ ) | and Abbott's Humira from Remicade. Sec- 2004 and falling to single digits in 2005.
2004 .79 .79 N .65 3.00 . . A "
c ond, Duragesic (chronic pain) will soon Nancy Chow September 5, 2003
ggl-r MQUé'\ngRLY%VEENDgOPA:g '31 \I(:ullr face generic competition. We expect Sales (and Operating Margins)™ by Business Line
endar i Mar.s1 Jun.sd -ep.50 Dec. &1 domestic sales to fall dramatically from an 0 0 03 00
1999 | 125 14 14 14 95| estimated $1.2 billion in 2004, when its cosumer 6062(044%)  6564(187%)  7TI00205%)  7800(200%)
2000 | 14 16 16 16 62| patent expires in January, 2005. Professional UI91179%)  1583(198%)  14300(185%)  16700(19.0%)
2001 | .16 18 18 18 .70 Johnson & Johnson Cbntinues to in- Phamaceuic 14851(33.2%)  17151(337%)  19600(340%)  22000(335%)
22000032 585 %gg 205 .205 80| est heavily in research and develop- ComenyTod 3000424.0%)  36208(25.6%)  41000(24.5%) 46500(240°/r—:
(A) Year ends on last Sunday of December. '02, (7¢); '03: Q2, (30¢). May not sum to total | plan available. (D) Incl. intang. in '02: $9.2 bil- | Company’s Financial Strength A+t V]
(B) Primary earnings through '96, diluted there- | due to rounding. Next earnings report due mid- | lion, $3.11/sh. (E) In mill., adj. for stock splits. | Stock’s Price Stability 95
after. Excludes nonrecurring gains/(losses): October. (C) Dividends historically paid mid: (F) Based on earnings before interest expense | Price Growth Persistence 100
'90, 5¢; '92, 23¢; '98, 22¢; 99, 2¢; '01, (7¢); March, June, Sept., Dec. =Div'd reinvestment | and taxes; includes nonrecurring items. Earnings Predictability 100
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Ty
Note
These are projected growth rates by the Valueline analyst.  We used 10.5% on the SSG.  The analyst projects an EPS growth rate of 12%.  Our estimate is more conservative.

Ty
Note
It does not get any better than this for quality.  A++ financial strength and 100 out of a 100 for earnings predictability.

Ty
Note
The Valueline safety rating is another indicator of quality.




