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A Trump Portfolio 
 
 
 
 

Will President-elect’s economic strategy be accepted?  If 
so, will it be implemented effectively?  We’ve never 
pretended to be economic gurus, let alone political seers, 
so we’ll leave the responses up to you, our institutional 
investor clients.  However, the backbone of that strategy 
relevant to investors is, obviously, a major financial 
commitment to infrastructure, a further recovery in the 
job market, less stringent regulations, repatriation of 
dollars held abroad, and a less onerous tax burden on 
corporations.  Risks too must be considered.  What’s 
your own guess on the trade bill and higher interest rates 
and a stronger dollar? 
 
However, given the short-term reaction of the stock 
market to these possibilities, we feel the positive 
ramifications of such strategic initiatives should at least 
be considered.  If they are, in fact, implemented, growth 
in earnings in many of our companies should accelerate 
with surprises on the upside, making the P/E’s in many 
of our names lower than presently expected and their 
shares even more attractive than our current ratings 
suggest.  We discuss herewith several of those 
companies. 
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APPLIED INDUSTRIAL TECHNOLOGIES (AIT $62), the largest independent distributor of 
industrial products in North America, should be a significant beneficiary of any pickup in domestic 
industrial activity and tax relief.  Cleveland-based Applied derives about 81% of its revenue domestically, 
with the balance from Canada (14%) and other countries (5%). If industry uses its equipment more actively 
in a Trump recovery, more parts will be required, and with a tax rate of nearly 35% for the year ended June 
2016, Applied also stands to benefit from any tax reduction.  The company serves over 155,000 
maintenance repair and original equipment manufacturing customers with products from over 4,000 
manufacturers in more than 5 million SKUs with an 8% share of a $34 billion highly-fragmented, 
consolidating industry.  Service Center-based distribution accounts for 82% of sales, while fluid power 
products generate the balance.   

 

Earnings per share for the first quarter ended September 30, 2016 rose 14% from the previous year; 
although the current quarter could be negatively affected by one less selling day, and the third quarter by 
compensation increases.  However, EPS could still exceed our estimate of $2.60 for the year ending June 
2017 on sales of $2.5 billion and the following year may exceed the past record of $2.80 set in fiscal 2015.   
Gross* and free** cash flow are estimated at $3.70 and $2.16 (including dividends), respectively.  A free 
cash flow yield of 5.3% has enabled Applied to compound its dividend, paid for 38 consecutive years and 
increased for seven consecutive years at over 8.6% per year during the last five.  The recently increased 
dividend of $1.20 provides a current yield of 1.8% on a payout which represents only 39% of estimated 
earnings for the fiscal year ending June 2017.  The stock, selling at 23.5 times  12-month forward estimated 
earnings, or 235% of its three-to-five year projected unsteady earnings-per-share growth rate of over 10%, 
is rated HOLD.  However, those accounts looking for beneficiaries of domestic industrial growth and 
margin improvement, aided by the Trump agenda on corporate tax relief, should be more aggressive.  Total 
debt on September 30, 2016 represented only 31% of total capitalization. Applied’s retirement savings plan 
owns 5% of the 39 million shares outstanding, which trade about $11 million per day with a market 
capitalization of $2.4 billion and an EV of $2.7 billion.  Applied has an enterprise value of 12.8 times FY17 
EBITDA.   
 

CINTAS CORPORATION (CTAS $120), has remarkably transformed itself from a work clothing 
rental company to other business services as well.  However, with nearly 50% of revenue still generated 
from uniform rental and uniform direct sales, the Cincinnati-based company could still be a beneficiary of 
any sustained recovery in employment while its other services (i.e., entrance mats, hygiene products, first 
aid and safety, fire protection services, restroom and parts cleaning, drain line maintenance, floor care, 
upholstery cleaning, construction cleanup, power washing, tile and carpet cleaning, etc.) would certainly 
benefit from any industrial recovery.  The Street is mindful of this potential with the stock around an all-
time high.  Despite a stock repurchase program which has reduced the share count by over 35% since May 
2005 and an acquisition strategy which has transformed the Company into other distribution services as 
indicated above, total debt was still equal to only about 40% of capitalization and just 36% net of cash on 
August 31, 2016.  With more than 90% of revenue generated from the U.S., and thus a high adjusted tax 
rate of 36% for FY16 (May), Cintas should also be a major beneficiary of any reduction in the domestic 
tax rate. 
 

Trading at 26.4 times our 12-month forward EPS estimate or 189% of our 14% projected EPS growth 
rate and 13.7 times EV-to-projected FY17 EBITDA, the stock should be HELD in quality accounts 
seeking growth as well as a dividend that has been increased for 33 consecutive years, most recently by 27% 
in October.  Over the last five years, Cintas has traded at a price-to-earnings ratio, based upon trailing 12-
month earnings, from a low of 8 times (in FY09), to a high of 65 times (in FY99), currently 27 times.  The 
quarter ended November should show EPS of $1.13 (vs the prior year’s record $1.03) on sales of $1.29 
billion (vs $1.22 billion), in line with EPS of $4.60 on sales of $5.21 billion for the current year ending 
May.  If so, gross and free cash flow per share should be $6.20 and $2.09, respectively.  EPS for FY18 
should rise to a record $4.94 on sales of $5.51 billion. The Company’s goal over time is to reach a 10%-to-
12% overall net profit margin (vs 6%-to-10% the last 15+ years and our projection of 9.5% for FY17 
and 9.6% for FY18).    
 
*Gross Cash Flow: Net income plus depreciation and amortization. 
**Free Cash Flow: Net income plus depreciation and amortization less capital expenditures and dividends. 
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LANCASTER COLONY CORPORATION (LANC $137), manufacturer of well-known food brands 
including dressings (i.e., Marzetti and Cardini’s); fruit glazes; veggie and fruit dips; frozen bread and rolls 
(New York Brand, Sister Schubert and Mamma Bella); noodles (Inn Maid, Amish Kitchen, Reames); 
croutons; and caviar (Romanoff), stands to benefit from Trump initiatives on its corporate tax (currently 
34%) and should feel no impact from trade exposure.  The Columbus-based company returned 44% pre-
tax on invested capital for the fiscal year ended June 30, 2016 and averaged a 34% return since fiscal 1997!  
Operating margins are projected at 16.6% in FY17 (vs 15.5% last year) and possibly 16.9% in FY18.  We 
believe the only other specialty food public companies experiencing similarly high operating margins over 
the long term are B&G Foods and The JM Smucker Company.  Furthermore, Lancaster had cash of 
$146 million ($5.31 per share) and no debt or options on September 30, 2016.  The shares are about 30% 
owned by insiders, primarily the Gerlach family.  Selling for 28.0 times our 12-month forward earnings 
estimate or 280% of their three-to-five year 10% projected EPS growth rate, the shares are rated HOLD, 
although long-term conservative accounts focused on defensive, relatively under-discovered names 
immune from currency fluctuations could be more aggressive, particularly in view of the 1.6% yield and 
premiums at which recent takeovers in the specialty food industry have occurred.  Lancaster has increased 
its dividend for 54 consecutive years, a record matched by only 14 other U.S. companies.  Over 30% of its 
shares have been repurchased over the last 10 years. 
  
 

Having divested its candle business as well as other non-food operations, Lancaster is now a pure food 
company with over 80% of its brands holding number one or two market-share positions in their 
respective categories.  About 52% of sales are sold to the retail channel with higher margins and the 
remainder to Food Service companies.  McLane Company, a unit of Berkshire Hathaway, accounts for 
19% of sales and Wal-Mart 16%.  Lancaster earned $1.22 (vs $1.01), up 21% for 1Q16 (Sept).  New 
products and lower ingredient costs should help earnings for FY17 reach a record $4.86 per share (vs 
$4.44) on sales of $1.21 billion (vs $1.19 billion).  EPS for the year ending June 2018 should approximate 
$5.13 on sales of $1.27 billion.   
 

LINCOLN ELECTRIC HOLDINGS, INC. (LECO $80), the world leader in welding consumables 
(60% of sales) and equipment (40%), would be helped by any pick-up in energy (15% of revenue) and 
infrastructure activity.  Based in Cleveland, and dating back to 1895, the Company has a 13% share of a 
$23 billion world welding market growing at a 4%-to-5% clip.  Operating segments include Americas 
Welding (66% of revenue), International Welding (22%) and The Harris Products Group (12%) which 
included global cutting, soldering and brazing businesses.  Drivers include rapidly growing automated 
welding (already 17% of sales and projected to be at least $500 million by 2020, rising to be $600-to-$800 
million in future years) and cost reductions.  The balance sheet on September 30, 2016 featured debt-to-
capitalization of 42%, although the Company issued $350 million in a private placement in October.  
Competitive advantages include the highly-trained technical sales force of over 200 degreed engineers in 
North America alone, as well as its research and development staff which supports new product 
development with 34% of sales generated from products introduced in the last five years. 
 
 

Due to its inherent cyclicality, EPS in 2015 declined 9% from a record $3.82 in 2014 to $3.48 on sales of 
$2.54 billion, off 10% in 2015, and will probably deteriorate further to $3.21 in 2016.  Lincoln has a 10-year 
average pre-tax return on equity of 19%, including last year’s 23.5%.  With recovery in the oil patch and 
currencies, Lincoln could still earn at least $220 million or $3.34 per share next year on sales of $2.30 
billion, given its legendary expertise in cost cutting and its targeting $400 million of share repurchases in 
2016.  Impressive gross and free cash flow should reach a record $4.17 and $1.92 per share, respectively, 
this year and will be used for relevant acquisitions, especially in emerging markets, new technology, share 
repurchases and dividends, which have increased for 21 consecutive years, compounding over the last five 
at 16%.  The stock is currently selling at 24.5 times 12-month forward estimated earnings or 204% of its 
uneven three-to-five-year projected EPS growth rate of perhaps 12%.  With a market capitalization of $5.3 
billion and an EV-to-EBITDA ratio of 14.2 projected for 2017, the shares should be HELD for further 
long-term economic growth.  However, investors willing to look toward recovery in infrastructure and 
energy markets could be more aggressive for Lincoln’s role in worldwide infrastructure development, 
especially pipelines, power generation and heavy and general fabrication.  
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MORNINGSTAR, INCORPORATED (MORN $75), the independent investment information, 
research and services company, with its high tax rate (32% for 2015) and relatively low exposure abroad 
(26%) may also be helped by the new Administration.  Although the Company is a household name among 
investors, its stock, by comparison, is hardly known.  Only 6% of those institutions that own Apple, the 
most widely held institutional name in the U.S., own it and, despite its market cap of $3.2 billion, only one 
brokerage firm covers the Company – us! – allowing for further discovery and, hence, possible multiple 
expansion.  Furthermore, the Company has achieved a 10-year average pre-tax return on invested capital of 
34% with 2015’s being 33%.  Morningstar has an only 3% market share of a $26.5 billion industry, 
excluding investment management services, providing plenty of room for future growth.  Recurring 
revenue now accounts for around 73% of the corporate total, the remainder generated from asset-based 
fees (21%) and one-time or transaction-based income (6%).  Assets under management and advisement on 
September 30, 2016 totaled $201 billion!  Growth comes from additional products, new customers, further 
foreign penetration and synergistic acquisitions.  Last year’s net returns on sales and equity were 13% and 
20.5%, respectively.  Net cash on September 30, 2016 was $205 million or $4.74 per share. 
 

Although the Company provides no guidance, we expect the current investment environment, new 
software platforms and a renewed focus on growing revenues at a faster rate organically than costs, will 
help revenue and earnings reach $791 million and $2.87 ($124 million), respectively, this year providing 
estimated gross and free cash flow of $4.48 and $2.10 per share, respectively.  EPS for 2017 should exceed 
$3.12 on revenue of $827 million if the credit ratings industry improves, and Morningstar leverages current 
investments to expand/improve its offerings, even without CEO Joe Mansueto, who founded the 
Company in 1984 and will be stepping down January 1 as CEO, transitioning to Executive Chairman.  He 
still owns about 58% of the shares which became public (with no insider selling) in 2005 and now trade 
$6.6 million per day (200-day average).  The stock, which sells at about 25 times 12-month forward 
estimated EPS, and 24 times excluding the cash or 200% of the Company’s resurgent 12% projected EPS 
growth rate over the next three-to-five years should be HELD, but long-term investors bullish on the 
investment markets might gradually accumulate the still thin shares.  
 

RPM INTERNATIONAL, INCORPORATED (RPM $54), the specialty coatings and chemicals 
company, should be an increasing beneficiary of the recovery in home remodeling, infrastructure, new 
commercial and residential construction (30% of revenue) and general renovation/maintenance (70%). The 
Cleveland-based Company has historically shown its resistance to economic downturns.  EPS has 
compounded at a 12% rate for the past 30 years, including 12% over the last five.  Furthermore, the 
“frosting” on the proverbial “cake” is the 2.2% current yield on a dividend which has increased for 43 
consecutive years.  RPM is probably best known for its aftermarket brand names including DAP sealants, 
Rust-Oleum coatings, Varathane wood stains, Zinsser primers, Stonhard flooring systems, Tremco roofing 
sealants, and Carboline corrosion control coatings and fire proofing, each #1 or #2 in its respective sector. 
Maintenance and protection products are offered through the Industrial division (51% of revenue), while 
Consumer products (34%) are sold to 50,000 home centers, mass merchandisers, and hardware stores for 
home maintenance and improvement, marine aftermarkets, and hobby and leisure stores. Specialty 
Segment products, such as edible coatings for food, account for about 15% of sales.  Home Depot 
accounts for less than 10% of corporate sales.  About 36% of sales is generated abroad, over half of which 
are sold in Europe.  Total debt, nearly all of which is at fixed rates, represented 54% of total capitalization 
(50% net of cash) on August 31, 2016. 
 

After challenging years exacerbated by asbestos suits now resolved (see Report dated November 29, 2016), RPM 
earned 83 cents (vs 74 cents) on sales of $1.25 billion for the first quarter ended August and should earn 
$2.76 (vs $2.63) for the year ending May 31, 2017 – a new record – on revenue of $4.97 billion (vs $4.81 
billion).  If so, gross and free cash flow should be $3.65 and $1.48 per share, respectively.  Our FY18 
estimate is $3.11 on sales of $5.31 billion.  The shares are now trading at 19.4 times our 12-month forward 
EPS estimate or 149% of their 3-to-5-year projected EPS growth rate of 13%.  Since FY08, RPM’s trailing 
12-month P/E ratio has ranged from 5 times-to-27 times (20 times currently). We rate the shares a 
conservative HOLD, especially for yield-oriented holders.  
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THOR INDUSTRIES, INC. (THO $106) is the world leader in RVs with an estimated 48% market share 
now that it has acquired its #3 competitor, Jayco Corporation with its faster-growing, entry-level segment of the 
RV market.  With consumer confidence improving, a 33% tax rate for FY16 (July) subject to reduction by the 
new Administration and only 12% of its revenue generated outside of the U.S., the best (maybe) is yet to come!  
Thor now has an estimated 36% share in Motorhomes (around 24% of sales), a market which has also been 
booming.  Thor generates about 71% of its RV sales from lower-cost, historically faster-growing and more 
stable “Towables.” Key brands include Airstream, Keystone, CrossRoads, Jayco, Starcraft RV, etc.  Thor was 
the only company in its industry to be profitable every year since its inception in 1980, and gained market 
share even during the recession.  Macro trends in population favoring baby boomers, low interest rates, 
new lower-priced entry-level units for younger/first time RV buyers, tailgaters, fears on travel safety 
abroad, lower gasoline prices and general economic improvement, are benefiting the industry.  The entire 
RV market at wholesale compounded at 8.3% over the last five years, including motorized at 12.6% and 
towables at 7.8%.  Thor’s backlog on October 31, 2016 rose 100% (still up 46% excluding Jayco) to $2.11 
billion.  Even with debt utilized for the purchase of Jayco, debt-to-total capitalization is only 20%, or 12% 
net of cash.  
 

The Elkhart, Indiana-based Company has increased its EPS to new records each year since 2009 and has 
compounded them at 24% over the last five years.  Thor’s 1Q17 (Oct) EPS were $1.49 (vs 97 cents), up 
55%.  Our FY17 (July) EPS estimate is $6.40 (vs FY16’s record $4.91) on sales of $6.89 billion, up 50%!  If 
so, gross and free cash flow should be $7.82 and $4.61 per share, respectively.  Thor probably achieved a 
32% pre-tax return on average invested capital. Our preliminary FY18 EPS estimate is $7.29, up 14% on 
sales up 11% to $7.65 billion.  Although selling at their historical high, the shares may still be BOUGHT at 
16.2 times 12-month forward estimated EPS, or 108% of our 3-to-5 year estimated EPS growth rate of 
about 15% for a 12-month price target of $147.   Capitalized now at $5.6 billion and trading $74 million a 
day.  Since FY09, according to Bloomberg, the shares have traded in a range of 5 times (in FY09) to 83 
times (in FY10) trailing reported 12-month earnings (currently 19 times).   
 

WABTEC CORPORATION (WAB $82) just completed the acquisition of Faiveley Transport (LEY), 
thus becoming the world’s sole publicly-traded provider of rail equipment for both transit (55% of sales) 
and freight (45% of sales). The Pittsburgh-based company should be a major beneficiary of the new 
Administration’s focus on industrial improvement, especially in infrastructure.  Furthermore, the newly-
merged company will generate about 56% of its revenue from the aftermarket.  Old Wabtec had an 
estimated 50% share of the North American rail braking equipment market and over a 90% share of the 
bus door market.  The Company should benefit from sales of Positive Train Control, which is mandated 
for all freight and rail cars by December 31, 2018.  Expansion overseas should increase to 54% of 
proforma revenue (vs only 5% in 1995), especially in Europe and Asia for transit each with markets five 
times the size of the U.S.  Wabtec-alone’s cash flow from operations has exceeded net income for 15 
consecutive years, enabling Wabtec to boost its dividend at a compound annual rate of 55% over the last 
five years. 
 

Revenue for Wabtec alone had compounded the last five years at 14% to $3.31 billion in 2015 and EPS at 
21% to a record $4.10.  However, our 2016 EPS estimate for the combined company is $3.98 on $2.95 
billion of revenue, impacted by deterioration in freight rail transportation, especially in the oil patch, as well 
as general industrial activity.  Gross and free cash flow are estimated at $4.69 and $3.74, respectively.  
Given the combined backlog of $3.8 billion, next year’s EPS should recover to $4.30 on revenue of $4.20 
billion.  Wabtec’s forecast assumes synergies from LEY of $15 million-to-$20 million out of a projected 
$50 million in annual synergies by year three through revenue growth, supply chain efficiencies, cost 
savings and SG&A leverage.  With the shares selling for 19.7 times our 12-month forward EPS estimate or 
197% of their 3-to-5 year projected uneven EPS growth rate of 10%, our rating is HOLD.  Those accounts 
more bullish on a recovery in Freight and focusing on the longer-term value of the Wabtec/LEY 
combination, may wish to be more aggressive, despite the risks inherent in any major merger. 
 
 

We hope that these stocks will bring you the happiest and most  
successful of new years!  
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Unless otherwise specified, the time frame for price targets included in this report is 12 months. 
Our target prices are based on projected earnings for the following calendar year, and an assumed 
price/earnings ratio in line with the company’s historical valuation or those of other companies with similar 
businesses and prospects. 
The principal risks to the achievement of our price targets, in addition to general market trends, are 
disappointing earnings and a lower than expected price/earnings ratio. 
 

Guide to Investment Ratings and Target Prices: 
Buy.  Strong fundamentals; attractive price relative to growth. 
Gradually Accumulate.  Strong fundamentals; price near aggressive buy target. 
Hold.  Price reflects short-term fundamental uncertainties or premium over target price. 
Trading Sell.  Fundamentals still attractive for the longer term, but fully priced relative to short-term 
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Sell.  Deteriorating fundamentals; coverage to be phased out. 
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  % Investment 
Banking 
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