The In-Depth Guide to Reading a
Value Line Research Report

The Value Line Investment Survey is a unique source of financial information designed to help investors
make informed investment decisions that fit their individual goals and levels of risk. It is: (1) a proven
forecaster of relative stock performance over the next six to 12 months; (2) a source of interpretative
analysis on approximately 1,700 individual stocks and approximately 100 industries; and (3) a source
of historical information to help investors spot trends.

I: Getting Started

As a subscriber, you will receive three parts of The Investment Survey each week. Part 1 is the Summary
& Index, Part 2 is Selection & Opinion and Part 3 is Ratings and Reports. Below we will describe each section
and discuss some of the ways to use them.

Part 1 - Summary & Index

Start with the Summary & Index. The front cover contains a Table of
Contents, three important market statistics, and a list of all the industries
we follow in alphabetical order with their current industry rank shown
next to the name of the industry. The page number is to the right. The
market statistics are found in three boxes. The first box (a) has the median
of estimated price/earnings ratios of all stocks with earnings covered in
The Value Line Investment Survey (approximately 1,700). The second box
(b) shows the median of estimated dividend yields (total dividends
expected to be paid in the next 12 months divided by the recent price) of
all dividend-paying stocks in The Survey. The third box (c) contains the
estimated median price appreciation potential 3 to 5 years into the future
for the approximately 1,700 stocks in The Survey, based on Value Line's
hypothesized economic environment 3 to 5 years hence. By studying these
statistics, a fairly good picture emerges of how the universe of Value Line
stocks—which comprises approximately 95% of the market capitalization Summary & Index
of all stocks traded in U.S. markets and is therefore quite representative of

the stock market as a whole—is currently being evaluated.

Beginning on page 2, the Summary & Index also includes an alphabetical listing of all stocks in the
publication with references to their location in Part 3, Ratings & Reports. If you are looking for a particular
stock, look inside the Summary & Index section, which is updated each week to provide the most current
data on all companies included in The Value Line Investment Survey.




To locate a report on an individual company, look for the page number just to the left of the company
name. Then turn to that page in Part 3, Ratings & Reports, where the page number is shown in the top
right hand corner.

In the far left column of the Summary & Index is a number that refers to recent Supplementary Reports,
if any, which are included on the back pages of Ratings & Reports. If two stars (%) appear in that
column, it means that there is a Supplementary Report in the current Issue.

There are many columns in the Summary & Index with more information on each of the approximately
1,700 stocks we cover.

There is also a wealth of information in the stock screens toward the back of the Summary & Index,
beginning on page 24.

These screens are a good place to start for anyone looking for investment ideas or help in forming a
strategy. The screens are also useful for investors who want a list of stocks relevant to specific strategies
they may have in mind.

Part 2 - Selection & Opinion Tge Varue Ling

Selection & Opinion (S&0) contains Value Line’s latest economic and stock
market commentary and investment ideas, along with one or more pages of
research on interesting stocks or industries, and a variety of pertinent
economic and stock market statistics. It also includes three model stock
portfolios (Stocks with Above-Average Year-Ahead Price Potential, Stocks
for Income and Potential Price Appreciation, and Stocks with Long-Term
Price Growth Potential). If you spend time with Selection & Opinion each
week, you should be able to get some valuable investment ideas and a good
understanding of Value Line's outlook for the economy.

Part 3 - Ratings & Reports Selection & Opinion

Ratings & Reports is the core of The Value Line Investment Survey with one-
page reports on approximately 1,700 companies and one-page reports on e /ALUE LINE i, et
approximately 100 industries. The company reports contain Timeliness, T
Safety and Technical ranks, our 3- to 5-year forecasts for stock prices, income
and balance sheet data, as much as 17 years of historical data, and our
analysts” commentaries. They also contain stock price charts; quarterly
sales, earnings, and dividend information; and a variety of other very
useful data. Each page in this section is updated every 13 weeks. When
important, and often unforeseen, news occurs during these 13 week
intervals, a Supplementary Report (appearing in the back section of
Ratings and Reports) is published. If there is a Supplementary Report, its
location will be shown in the far left hand column of the Summary & Index,
near the company name. (Two stars — %% — indicate that the
Supplementary Report is in the current week's issue.)

Ratings & Reports




Every week subscribers receive a new Issue of Ratings & Reports containing approximately 135 company
reports grouped by industry and a smaller number of industry reports. The industry reports precede the
reports on the companies in that same industry. Over the course of three months, revised reports are
issued on all approximately 1,700 companies and nearly 100 industries.

II: Planning an Investment Strategy:

When planning an investment strategy, it is important to consider a large number of factors, including
such things as your age, current financial situation, and risk tolerance. Of course, there are many other
factors to think about, but the point is that you should not simply sit down and start picking securities.

We have created a workbook called “Planning an Investment Strategy” that you should read before
taking any portfolio action. As a quick summary, you should diversify your portfolio across both asset
classes (i.e., stocks, bonds, and foreign securities) and within asset classes (i.e., owning a variety of stocks
and bonds).

In addition, you do not have to handle every portion of your portfolio. Instead, you might hire someone
else to handle the components that you do not have the desire or experience to oversee. An example of
this would be tobuy a diversified fixed-income mutual fund for the bond portion of your portfolio, while
maintaining a collection of stocks yourself. The right mix of “outsourcing” and personal direction is an
individual decision, but in the end you should create a portfolio that is hopefully both profitable and
enjoyable to manage.

Again, we encourage you to take the time to read through the “Planning an Investment Strategy”
workbook so that you can start your portfolio on a solid foundation.

III: Creating a List of Stocks for Further Research:

Once you have created a foundation portfolio, most likely consisting of a collection of asset-class baskets,
you will need to find securities to fill those baskets. There are many ways to use The Value Line Investment
Survey to find the equities that are most appropriate for you needs.

There are approximately 1,700 stocks in our coverage universe, so opening the first issue and starting
to examine each stock report in search of the few you want to own would be a time consuming and,
frankly, nearly impossible task. To assist our readers in creating “short lists” of stocks for further
consideration, we included a number of stock screens in the back of each Summary & Index.

The screens are updated weekly and cover a broad range of investment options, including Timely Stocks
in Timely Industries, Conservative Stocks, Highest Yielding Stocks, and Stocks with High 3- to 5-Year
Appreciation Potential. A description of the screens is provided if the title of a screen is not self-
explanatory. There are, of course, many more screens than the ones listed here, so you should take alook
atthe pagesin theback of the Summary & Index to get a feel for which ones will best fit your specific needs.
Regardless of which screens you choose to use, this approach will provide you with a short list of
companies to research.




For those who want more advice than a static screen, we have also created three model portfolios:
Portfolio I (Stocks with Above-Average Year-Ahead Price Potential), Portfolio II (Stocks for Income and
Potential Price Appreciation) and Portfolio IIT (Stocks with Long-Term Price Growth Potential). These
portfolios are overseen by Value Line analysts and are updated weekly in the Selection & Opinion section.
On a quarterly basis, a more in-depth review is provided detailing the most recent performance of each
portfolio. These portfolios offer another convenient starting point for selecting stocks for inclusion in
your own portfolio.

On an ongoing basis, we also provide stock screens and Stock Highlights in the Selection & Opinion
section. The screens go beyond those included on a weekly basis in the Summary & Index and often
provide a different and unique view of an investment approach. The Stock Highlights are a more in-
depth review of a company that we believe merits a second look. Although these two options may not
be the best starting point for you, they can play an important role in providing new and interesting
investment ideas down the road.

I'V: Researching a Stock Using the Value Line Page

A sample Value Line report was included with your welcome package. The numbers below reference back to the
sample page.

To start studying a stock, we suggest that you concentrate on various features found on every company
page of Ratings & Reports. Begin by using the Timeliness, Safety and Technical ranks that appear in the
upper left corner of each page Hl. Next, look at the analyst’s commentary in the bottom half of each report
M. Then look at our various forecasts for financial data. Estimated financial data is shown on the right
side (bold italic print) of the Statistical Array . Growth rates are in the Annual Rates boxE&. A stock's
Target Price Range is on the right-hand side of the graph i, and 3- to 5-year stock price Projections are in
the projections boxB Finally, go to the historical financial data appearing in the left side of the Statistical
ArrayEd. [llustrations and more detail follow.

Value Line Ranks (sce mon the sample page)

Timeliness TIMELINESS 2 Loviered 5/1109
The Timeliness rank is Value Line’s measure of the expected price | gAFETY 1 New7o790
erformance of a stock for the coming six to 12 months relative to our

1e:l)pproximately 1,700 stock universe. gStocks ranked 1 (Highest) and 2 TECHNICAL 4 Lovered 2215
(Above Average) are likely to perform best relative to the approximately | BETA 60 (1.00=Markel
1,700 stocks we follow. Stocks ranked 3 are likely to be average perform-
ers. Stocks ranked 4 (Below Average) and 5 (Lowest) are likely to underperform stocks ranked 1 through
3 in Value Line's universe.

At any one time, there are 100 stocks ranked 1; 300 ranked 2; approximately 900 ranked 3; 300 ranked
4; and 100 ranked 5.

The most important factor in determining the Timeliness rank is earnings growth. Companies whose
earnings growth over the past 10 years has been greater than their stocks’ price appreciation tend to have




high scores. In addition, the ranks take into account a
stock's recent price performance relative to all

approximately 1,700 stocks in the Value Line universe. A Company’s Financial Strength At

company's recent quarterly earnings performance and Stock’s Price Stability 100

any recent earnings surprises caused because acompany Price Growth Persistence 45
s Earnings Predictability 100

reported results that were significantly better or worse

than expected are also factors. These are all combined to

determine the Timeliness rank. Financial/Stock Price Data

Just one word of caution. Stocks ranked 1 for Timeliness are often more volatile than the overall market
and tend to have smaller capitalizations (the total value of a company's outstanding shares, calculated
by multiplying the number of shares outstanding by the stock's price per share). Conservative investors
may want to select stocks that also have high Safety ranks because they are more stable issues.

Safety

The Safety rank is a measure of the total risk of one stock compared to all others in our approximately 1,700
stock universe. As with Timeliness, Value Line ranks each stock from 1 (Highest) to 5 (Lowest). However,
unlike Timeliness, the number of stocks in each category from 1 to 5 may vary. The Safety rank is derived
from two measurements (weighted equally) found in the lower right hand corner of each page [®: a
Company's Financial Strength and a Stock's Price Stability. Financial Strength is a measure of a company's
financial condition, and is reported on a scale of A++ (highest) to C (lowest). The largest companies with
the strongest balance sheets get the highest scores. Price Stability is based on a ranking of the standard
deviation (a measure of volatility) of weekly percent changes in the price of a company's own stock over
the last five years, and is reported on a scale of 100 (highest) to 5 (lowest) in increments of 5. Generally
speaking, stocks with Safety ranks of 1 and 2 are most suitable for conservative investors.

A stock's Price Growth Persistence and a company's Earnings Predictability are also included in the box
above, but donot factor into the Safety rank. However, they are useful statistics. Price Growth Persistance
is a measure of the consistency of relative stock price growth over the past 10 years. Earnings
Predictability is a measure of the reliability of an earnings forecast.

Technical

The Technical rank is primarily a predictor of a stock's short term (three to six months) relative price
change. It is based on a proprietary model which examines 10 relative price trends for a particular stock
over different periods in the past year. It also takes into account the price volatility of each stock. The
Technical ranks also range from 1 (Highest) to 5 (Lowest). At any one time, about 100 stocks are ranked
1; 300 ranked 2; 900 ranked 3; 300 ranked 4; and 100 ranked 5.

Beta

Beta is a measure of the volatility of a stock relative to the overall stock market and is calculated by Value
Line. A Beta of 1.0 suggests that a stock will move up and down in roughly lock-step with the market,
so that a 3% increase or fall in the broader market would likely be accompanied by a similar percentage
move in the stock. A Beta higher than 1.0 means a stock tends to move more than the market, while a




Johnson & Johnson’s operating mar- component, were hurt by the economic

Beta lower than 1.0 suggest that the stock in question
will move in a muted relationship to a move in the ‘%ﬁ;aniib?n‘;?rﬁyfhﬁaoscoasctc:::;z;e?nel:;::gs Wil ‘most kel somtimue 1o depress <A

ings in the next two quarters. All told,

tion, the gross margin expanded 20 basis despite the first quarter’s operating mar-
market_ points, year to year, in the March, 2009 gin rebound and a lower stock count, share
period and SG&A expenses, as a percent- net will likely be httle changed this year.
age of revenues, decreased almost one per- The
centage point. Notably new standardiza- growth prospects are broad based,
tion measures at the Pharmaceutical and Three catalysts behind our forecast of
Medical Device businesses helped generate earnings advances of 8%, on average, in
a total of $1.6 billion in annual savings. the 3 to 5 years subsequent to 2009 are
Due partly to tougher comparisons, man- J&J’s ongoing acquisition program, expan-
o . agement indicated that operating margin sion opportunities in emerging markets,
In d u S tr Tlm e lzn e s S improvement over the balance of this year and its promising late-stage pharmaceuti-
would most likely be far more modest; we cal pipeline. Thanks to the first factor,
estimate an average increase of about one- which is funded by free cash flow running
half percentage point in 2009. at $7.5 billion, J&J recently acquired
Currency rates and a pullback in Mentor, as well as Omrix Biopharmaceut-

Value Line also publishes Industry ranks which show global consumer spending will likely icals and several foreign-based firms.

weigh on results in the coming Their medical expertise has enhanced the

quarters. Almost half the company’s reve-  company’s sizable R&D program.

the Timeliness of each industry‘ The Industry ranks nues are generated in foreign markets, This good-quality stock is likely to

and the relative strength of the U.S. dollar outpace the market averages over the
was the main factor behind the 7.2% reve- coming six to 12 months. Also, on a

indicate how Value Line believes the prices of stocks i i s fo e n o . it b, ol bt
within 90 or more industries will perform relative to o v e v ety o o oz
each other. These ranks are updated weekly and

published on the front cover and on page 24 of the

Summary & Index. They also appear at the top of each

Industry Reportin Ratings & Reports. The Industry rank

is calculated by averaging the Timeliness ranks of each of the stocks assigned a Timeliness rank in a
particular industry.

Analyst's Commentary

Analyst’s Commentary (secll on the sample page)
Next, look at the analyst’s written commentary in the
lower half of the page. Many readers think this is the

most important section of the page. In the B —
commentary, the analyst discusses his/her | &% 00 HEd 0% EE L L b b 3
expectations for the future. There are times when the e gn ol & ol & ol e e anlual sl o b ae 35&?;'"?5"1" 2]
raw numbers don't tell the full story. The analyst M m n :\ w M m

uses the commentary to explain why the forecast is - Y i

whatitis. The commentary is also particularly useful P T s ﬁig ﬁ; m :

when a change in trend is occurring or about to "”ﬁfw, “ m ”““ M i

occur. As an example, a stock may have a poor R ] w e e o

Timeliness rank but the analyst thinks earnings could

turn around in the future. In this case, the analyst Statistical Arrray

may use the commentary to explain why he/she
thinks conditions are likely to get better, thus giving
the subscriber insight into what is happening and why.

Value Line’s Financial Data (scckBand®8on the sample page)

In the Statistical Array in the center of the report (where most of the numbers are), Value Line
provides both historical data and financial projections.

Financial Estimates (scelB andBg on the sample page)

The estimates of sales, earnings, net profit margins, income tax rates, and so forth are all derived from
spread sheets maintained on every company and printed in bold italics. The numbers are based on an
analyst’s latest thinking about where a company may be in the future. Our analysts regularly review
their projections and discuss them with a company's management. Afterwards, they make whatever
adjustments they believe are warranted.




Historical Financial Data (sedgg on the sample page)

Many investors like to use the Statistical Array to do their own analysis. They, in particular, use the
historical data in the center of each report to see how a company has been doing over a long time frame.
It 's worth pointing out that while all of the data are important, different readers find different data items
to be most useful.

The numbers are probably most helpful in identifying trends. For example, look at sales per share to see
if they have been rising for an extended period of time. Look at operating margins and net profit margins
toseeif they have been expanding, narrowing or staying flat. Also check the percentages near the bottom
to see if the Return on Total Capital or the Return on Shareholders' Equity have been rising, falling or
remaining about the same.

Annual Rates Of Change (secB on the sample page)

. , ANNUAL RATES Past  Past Est'd ’06-08
At this point, it may be helpful to look at the Annual Rates box in ofchange (persh) ~ 10¥rs.  5Yrs.  to'12°14

the left-hand column. This box shows the compound annual S w1 1A% 60%
growth percentages for sales, cash flow, and other items for the Earnings 130% 130%  7.0%
past5and 10 years and also Value Line's projections of growth for Book Value 125% 125%  10.0%
each item for the coming 3 to 5 years. Trends are also important

here. Check whether growth has been increasing or slowing and Annual Rates Box

toseeif Value Line's analyst thinks it will pick up or fall off in the
future. (Specific estimates for various data items for three to five
years in the future can be found in bold italicized type in the far right hand column of the Statistical Array.)

Target Price Range and 3- to 5-year Projections (scclil and on the sample page)

In the upper right-hand section of each report is a
SRR R wessten | Target Price Range for each stock. This is the range
i —— || inwhich the price is likely to fall during the period
il e e s 1 M 2 3to5yearshence. Therangeisbased ontheanalyst's
projections in the period 3-5 years out for earnings
s persharemultiplied by the estimated price/earnings
- ratio in the Statistical Array for the same period.
The width of the high-low range depends on the
stock's Safety rank. A stock with a high Safety rank
has a narrower range, one with a low rank, a wider

Target Price Range (3 to 5 years)

one.

In the left hand column of each report, there is also a box which contains 3- to 5-year Projections for a
stock price. There you can see the potential high and low average prices we forecast, the % price changes
we project, and the expected compound annual total returns (price appreciation plus dividends). To
make these calculations, analysts compare the expected prices out 3 to 5 years into the future (as shown
in the Target Price Range and Projections box) with the recent price shown at the top of the report.




Investors whose primary goal is long-term price appreciation should study the 3- to 5-year projections
carefully and choose stocks with above-average appreciation potential. For comparative purposes,
you can find the Estimated Median Price Appreciation Potential for all approximately 1,700 stocks on
the front page of the Summary & Index.

V: Examining a Value Line Page in more detail

In the following section, we are going to examine an actual Value Line page, with the objectives of
interpreting the array of statistical data presented and weighing the data and the accompanying
comment against your needs. We have chosen for examination a report on Johnson & Johnson, a large
and well-known manufacturer of health care products.

Putting Data in Perspective

Looking at the top of the page, we can see that Johnson & Johnson’s stock price in May 2009 was $55.89
ashare (item 5 on the sample page). By itself, the stock price means very little. In the line below the price,
annual high and low prices for each year from 1998 through late 2008 are indicated. Below the high and
low annual prices is a price chart (graph) that shows monthly price ranges for essentially the same
period, along with other useful information that we will discuss below. We note here, though, that while
Johnson & Johnson stock has traded in a relatively narrow range for over six years, it has still climbed
about 75% from its low of 31.7 in 1998 (adjusted for stock a split in 2001).

At the current quotation, is the stock undervalued or overvalued? The fact that the “cash flow” line
is well above the price of the stock indicates that it appears to be undervalued. Also, sales per share,
cash flow per share, earnings per share, and book value per share are all near historical highs, as can be
seen in the Statistical Array (items 15 and 26 on the sample page).

Price Earnings Ratio—This is probably the most widely used measure of stock valuation. Value Line
shows a variety of P/E ratios on every company page, as discussed below:

The P/E ratio on the very top of the Value Line page (item 6 on the sample page). This is calculated
by dividing the recent price of the stock by the total of the last six months of earnings and the next
six months of estimated earnings.

The Relative P/E ratio (item 8). This compares the P/E of one stock with the median of estimated
P/E ratios of all stocks under Value Line review. A relative P/E of more than 1 indicates that a
stock’s P/E ratio is currently higher than that of the Value Line universe; a P/E of less than 1
indicates that this stock’s P/E is less than the Value Line average.

The Trailing P/E ratio (item 7). This is calculated by dividing the recent price of the stock by the past
12 months of actual (reported) earnings. This is the figure shown in most newspapers.

The Median P/E ratio (item 7). This is the average annual P/E ratio of a stock over the past 10 years,
with certain statistical adjustments made for unusually low or high ratios.




The Average Annual P/E ratio (items 15 and 26). This figure is calculated by dividing the average price
for each year by the actual reported earnings for the same year and is shown in the Statistical Array.

The Relative (Annual) P/E ratio (items 15 and 26). This figure is calculated by dividing the Average Annual
P/E of a stock with the Average Annual P/E of all stocks under Value Line review in the same year.

To gauge the significance of the recent price of a stock, the reader must look at the price in relation to a
variety of data. As far as P/Es are concerned, the current P/E ratio and relative P/E ratio for Johnson
& Johnson's stock, are below those of most stocks in the Value Line universe. However, this is not
expected to be the case during the 2012-2014 period. The current below-average valuations reflect the
fact that medical supply stocks are currently not in favor.

Low P/E ratios may mean that the stock is underpriced, unless there are factors indicating that there will
be a significant decline in the company’s fundamentals. Is this the case with Johnson & Johnson? Probably
not, since management has been very vigilant in its efforts to maximize returns from its businesses, and
the Value Line analyst is expecting continued profit growth over the three to five years subsequent to 2009.
Johnson & Johnson'’s relative P/E ratio of 0.84 (item 8), a modestly lower valuation than found in the
average stock followed by Value Line, likely reflects the fact the company’s upward earnings trend over
the past 15 years has recently stalled.

The Dividend Yield (item 10 in the right top corner of the sample page) shows the expected return from
cash dividends on the stock over the next 12 months, as a percentage of the recent price. Johnson &
Johnson'’s yield of 3.5% is above the median of all dividend-paying stocks in the Value Line Universe.
(The median is shown each week on the cover of the Summary & Index section.) We also see that the
company has increased the dividend in every year since 1993, as shown in line four of the Statistical
Array in the center of our report, and Value Line’s analyst thinks additional increases are forthcoming.
Many investors view regular increases in a dividend very positively.

The Price Chart

Next, look at Johnson & Johnson’s price chart (or graph) at the top of the report. The first thing to look
at is the price history, shown by the small vertical bars in the center of the graph. Those bars show the
high and low monthly prices for the stock (adjusted for any subsequent stock splits or dividends).
Looking at the bars, you can see that the stock price was in a solid uptrend from 1997 through 1999. After
falling in early 2000, the price then moved higher through early 2002. Since then, it has generally traded
in a broad range between 50 and 70.

Now look at the “cash flow” line, the solid line running from 1997 through the middle of 2008, which
is more fully described below. The dashed line from mid-2008 to mid-2010, which is an extension of the
“cash flow” line, is Value Line’s projection of the line for those years. For most of the past 12 years,
Johnson & Johnson’s stock has traded above the “cash flow” line. In the past two-and-a-half years,
however, the stock has traded below the line.

Finally, look at the Relative Strength Price line, the faint small dotted line, usually toward the bottom of
the chart. This shows the relative performance of Johnson & Johnson stock versus the entire universe of
Value Line stocks; when the Relative Strength Price line is rising, it means a stock is acting better than the
universe. When it is falling, a stock is doing worse than the Value Line universe.




At the very bottom of the chart, we show volume of trading each month (item 14) as a percent of total
shares outstanding. The Legends box (item 2) in the upper left of the price chart contains, among other
things, information on the “cash flow” multiple, a record of stock splits, and whether or not there are
options traded.

The Target Price Range (item 11) in the upper right corner of the price chart indicates where Value Line’s
analyst believes the stock is most likely to be selling in the 2012-14 period. This box should be viewed
in conjunction with the Projections box (item 29) near the top left-hand corner of the page, which also
gives our 3- to 5-year projections. For Johnson & Johnson, we expect the average price to hover between
90 and 110, which would be between 60% and 95% above the current level.

Just above the 2012-14 PROJECTIONS box is a section containing the Value Line Timeliness, Safety, and
Technical ranks, plus a Beta calculation. Johnson & Johnson’s Beta of .55 reveals that this stock is likely to
move up and down much more slowly than the typical stock on the New York Stock Exchange. If you think
that the stock market will go up, you want to invest in stocks with high Betas. If you think the market will
go down or are looking for stability, a stock like Johnson & Johnson, with a low Beta is the place to be.

The “Cash Flow” Line

The price chart at the top of the Johnson & Johnson page contains, among other things, a monthly price
history for the stock (the vertical bars) overlaid by a solid line that we call the “cash flow” line (sometimes
also called the “Value Line”). To plot the line, we multiply cash flow per share (net income plus
depreciation and amortization divided by the number of shares outstanding at the end of the year) by
anumber (multiple) determined by our analyst. The goal is to create a “line” that most closely matches
a company’s stock price history and also “fits” the projected 3- to 5-year Target Price Range. In the case
of Johnson & Johnson, the “cash flow” multiple is now 13.5. (The multiple can, and often does, change
over time.)

The concept of a “cash flow” multiple is not too different from that for a Price/Earnings multiple (or
ratio). The difference here is that instead of dividing the recent price of a stock by 12 months of earnings
to create a P/E multiple, we divide the recent price by the total of 12 months of earnings plus 12 months
of depreciation (and amortization, if there is any).

There is evidence that some stocks will generally trade at a price close to the “cash flow” line. In those
cases when a stock is trading above the “cash flow” line, it will often move back down toward the “cash
flow” line. When it is trading below, it will often do the opposite. In some cases, a stock may trade above
or below the “cash flow” line for considerable periods of time.

Historical Results and Estimates

For each of the approximately 1,700 companies Value Line follows, we usually present per-share data
going back 17 years in the Statistical Array in the center of each report. The historical data (item 26) appear
on the left side and are presented in regular type. We also project statistical data (item 15) for the next fiscal
year, as well as three to five years into the future. These projections are presented in bold italics.

Now look at a list of items in the Statistical Array (items 15 and 26).

Sales per share, in the top line, is an important series. When earnings per share are depressed because of
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poor net profit margins, a high level of sales per share can suggest the potential for an earnings recovery.
It would be disconcerting, however, if sales per share declined in tandem with earnings per share.

“Cash flow" per share (second line), as commonly used by analysts, is the sum of reported earnings plus
depreciation, less any preferred dividends, calculated on a per-share basis, also now includes stock
option expense. It is an indicator of a company’s internal cash-generating ability—the amount of cash
it earns to expand or replace plant and equipment, to provide working capital, to pay dividends, or to
repurchase stock. Johnson & Johnson’s “cash flow”” per share has expanded significantly since 1993.

Earnings per share (third line) are shown by Value Line as they were reported to stockholders, excluding
nonrecurring items and adjusted for any subsequent stock splits or stock dividends. According to
current accounting guidelines, companies now report earnings two ways. The first is basic earnings per
share, which is the earnings available to common shareholders divided by the weighted average number
of shares outstanding for the period. The second is diluted earnings per share, which reflects the
potential dilution that could occur if securities or other contracts to issue common stock (like options and
warrants) were exercised or converted into common stock. Value Line shows only one earnings figure
in our statistical presentation; that figure is clearly identified in the footnotes (item 20), and it is almost
always the diluted earnings figure.

For Johnson & Johnson, earnings per share have expanded consistently over the past decade and a half.
As indicated in footnote (B) (item 20) near the bottom edge of the report page, its earnings per share are
now based on diluted shares outstanding.

Dividends Declared per share (fourth line) are usually the highest, in proportion to earnings, at older and
larger companies, which tend to have slower-than-average growth. Directors of growth-oriented
companies more often than not prefer to pay small or “token” dividends, or none at all, so they can
reinvest earnings in the business. Johnson & Johnson has regularly paid out 34% to 39% of its earnings
in dividends and invested the remainder in the business and the percentage is likely to exceed 40% in
the coming years. A payout of 25%-30% is generally typical of larger capitalization companies followed
by Value Line.

Capital Spending per share (fifth line) is the amount that a company spends on new plant and equipment.
It doesn't include funds used for acquisitions of other companies.

Book Value per share (sixth line) is common share-holder’s equity determined on a per-share basis. It
includes both tangible assets, like plant and receivables and inventories, as well as intangibles, like the
value of patents or brand names, known as “goodwill.” Any significant intangibles will normally be
indicated in a footnote. If all assets could be liquidated at the value stated on the company’s books, all
liabilities such as accounts payable, taxes, and long-term debt paid, and all preferred stockholders
compensated, the book value is what would be left for the common stockholders.

The number of Common Shares Outstanding (seventh line) is also listed in the Statistical Array. Sometimes
netincome rises, but earnings per share do not, because the number of shares outstanding has increased.
This may happen because a company is issuing stock to pay for acquisitions or to fund internal growth.
As aresult, sales and profits may soar, while per-share sales and earnings lag. On the other hand, when
cash-rich companies buy their own shares, earnings per share can rise even if net income is stable.
Johnson & Johnson'’s share base has declined in 2006, 2007, and 2008.
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The Average Annual P/E Ratio (eighth line) shows what multiple of earnings investors have been willing
to pay for a stock in the past and the P/E ratio the analyst expects out 3 to 5 years. Johnson & Johnson’s
average annual P/E rose to unusually high levels in the late 1990s when drug and medical stocks were
in favor; it has narrowed considerably more recently.

The Relative P/E Ratio (ninth line) shows how the stock’s price-earnings ratio relates to those of all stocks
in the Value Line universe. Johnson & Johnson’s relative P/E of 0.84 in May 2009 was modestly below
that of the typical stock. However, its relative PE has often been much higher, and the Value Line analyst
thinks it will be above average in the period to 2012-14.

The Average Annual Dividend Yield (tenth line) is of special interest to conservative investors, many of
whom are more concerned with income than with a stock’s appreciation potential. Income-oriented
investors should look for stocks with yields that are higher than the average shown each week in the
center box of the front cover of the Summary & Index, but they should also look at the trend of dividends
over time. Johnson & Johnson’s dividend has been increased in each year shown on our page, and the
analyst thinks it will continue to rise. Steady increases are very attractive for many investors. Investors
should also look carefully at a company’s Financial Strength to make certain that the company will be
able to continue to pay the dividend. A good rule of thumb for conservative investors is to invest only
in companies with Financial Strength ratings of at least B+.

Company Financial Data

The Sales tigure (eleventh line) is the most common measure given when referring to a company’s size.
Johnson & Johnson's sales in 2009 are expected to be 2.2 times the amount recorded in 1999, a very strong
performance.

The Operating Margin (twelfth line) indicates what percentage of sales is being converted into operating
income. (Operating income is total sales minus the cost of goods sold and selling, general and
administrative expenses. Itis also referred to as EBITDA, or earnings before interest, taxes, depreciation,
and amortization.) At Johnson & Johnson, this figure peaked in 2005, and it is expected to rebound
modestly in the next 3 to 5 years.

Depreciation (thirteenth line) shows the amount charged against operating profits to reflect the aging of
a company’s plant and equipment . That number has risen quite steadily and is expected to continue to
rise through 2012-14.

Net Profit (fourteenth line) is the amount the company earned after all expenses including taxes, but
excluding nonrecurring gains or losses and the results of discontinued operations. Usually, the higher
the net, the higher the per-share earnings. Johnson & Johnson’s net profit has grown considerably since
1999, and has risen in every year.

Johnson & Johnson’s Income Tax Rate (fifteenth line) was in the 27% to 30% range for many years. It has
declined since 2003, and Value Line’s analyst thinks it will remain lower in the future. Income tax rates
will normally remain steady unless the federal tax rate changes in the U.S. or unless a company increases
or decreases the percentage of business it does overseas, where tax rates are different.
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Net Profit Margin (sixteenth line) shows net income after taxes as a percentage of sales (or revenues).
Here, the trend is the most important thing, with rising margins usually being favorable. It is often
worthwhile to compare the net margin with the operating margin. Usually the two series move together,
though not always. Depreciation charges, interest expense, income taxes, and other costs are deducted
from (and other income added to) operating income in the determination of net profit. Where there is
a disparity in the trends of the net and operating margins, it may be worth taking a second look. (If
depreciation, interest charges, or tax rates move sharply in any direction, there will be an impact on net
profits, and it would be worthwhile to try to determine why the change occurred.)

Johnson & Johnson’s Net Profit Margin reached a record level in 2005, and we expect the current level to
improve modestly over the next 3 to 5 years.

Working Capital (seventeenth line), the company’s current assets less current liabilities, indicates the
liquid assets available for running the business on a day-to-day basis. The higher a company’s sales, the
more working capital it typically has and needs. But we caution that a number of large companies with
steady revenue streams no longer believe large amounts of working capital are necessary. In those cases,
a negative working capital may be perfectly acceptable because a company can meet normal operating
expenses from consistent cash receipts.

Long-term Debt (eighteenth line) is the total debt due more than one year in the future. In the case of
Johnson & Johnson, the amount is quite low relative to shareholders' equity.

Shareholders” Equity (nineteenth line), also known as net worth, is the total stockholders’ interest
(preferred and common) in the company after all liabilities have been deducted from the company’s total
assets. All intangible assets such as goodwill, patents, and, sometimes, deferred charges are included in
shareholders’” equity. Johnson & Johnson’s equity has grown appreciably over the years, primarily from
retained earnings.

Return on Total Capital (twentieth line) measures the percentage a company earns on its shareholders’
equity and long-term debt obligations. When a company’s return on total capital goes up, there should
also be an increase in the return on shareholders” equity (see below). If not, it simply means that the
company is borrowing more and paying interest, but not earning more for the stockholders on their
equity in the company’s assets. Unless a company can earn more than the interest cost of its debt over
time, the risk of borrowing is not worthwhile.

Return on Shareholders” Equity (twenty-firstline) reveals how much hasbeen earned (in percentage terms)
every year for the stockholders (common and preferred). Higher figures are usually desirable, often
indicating greater productivity and efficiency. Johnson & Johnson’s percent earned on net worth
reached a peak in 2008, and while it may well slip in coming years, it is likely to remain above average.

Trends in both this ratio and the return on total capital—two key gauges of corporate performance—
say a great deal about the skill of management.

Retained to Common Equity (twenty-second line) also known as the ““plowback ratio,” is net income less all
dividends (common and preferred), divided by common shareholders” equity and is expressed as a
percentage. It measures the extent to which a company has internally generated resources to invest for
future growth. Ahigh plowbackratioand rapidly growingbook value are positive investment characteristics.
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All Dividends to Net Profit, or “payoutratio,” (twenty-third line) measures the proportion of a company’s
profits that is distributed as dividends to all shareholders—both common and preferred. Young, fast-
growing firms reinvest most of their profits internally. Mature firms are better able to pay out a large
share of earnings. Johnson & Johnson has been paying out 34% to 39% of its profits in the form of cash
dividends. By way of comparison, the typical large company in the Value Line universe usually pays out
about 25%-30% of its profits in dividends.

VI: A Hands on Tour of the Value Line Page

Now that you have had a quick overview of the most important aspects of the Value Line page, it is time
to hunker down and actually use the data. You will find both explanations and questions to help you
geta “hands on” feel for using a Value Line stock report. Each “question” has ablank line for you to place
your answer. Note that you may need a calculator to find some of the answers.

The questions are based on the sample page included with your welcome package. There is an answer
sheet and a scoring guide at the end of the workbook, so you can see how much you have learned and
the sections to which you may need to pay more attention. This is meant to be an educational and fun
experience, so don’tfeel bad if you get something wrong—simply take some extra time to figure out what
the right answer should have been.

1. Across the top of the page are: the company’s name, followed by the stock exchange on which
the stock is traded - usually the New York Stock Exchange (NYSE), American Stock Exchange (ASE), or
NASDAQ (NDQ), and the ticker symbol, usually two to four letters used to identify a stock for trading
purposes. Next comes the recent stock price (item 5).

Johnson & Johnson's stock is traded on the (1).
Its ticker symbol is (1a).
2. To the right of the recent price is the Value Line price/earnings ratio (item 6), often abbreviated

as the P/E ratio. All price/earnings ratios are calculated by dividing the recent price of a stock by 12
months of share earnings. But there are some differences.

Value Line calculates the ratio by dividing the recent price of a stock by the sum of the past 6-
month’s earnings per share and Value Line’s estimate of the next six month’s estimated earnings per
share. Value Linebelieves that the use of both past and future earnings provides the most realistic picture
possible.

Atthe time thisreport was written, Johnson & Johnson’s earnings for the pastand current quarter
- the March and June 2009 quarters (in item 22) - would equal $2.38 a share ($1.26+$1.12). Value Line was
estimating that earnings in the next six months - the September and December 2009 quarters (in item 22)
- would total $2.17 a share ($1.12+$1.05).

With a recent stock price of 55.89 and 12 months earnings per share of $4.55
($2.38 + $2.17), what is the price/earnings ratio? (2)
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3. The trailing price/earnings ratio (item 7) is calculated by dividing the current price of a stock by
the earnings per share actually reported for the past 12 months. This is the number used in most
newspapers; the newspapers use reported earnings because those are the only numbers available to
them since they do not make forecasts as Value Line does.

Johnson & Johnson’s actual reported earnings in the past 12 months (the June, September, and
December 2008 quarters plus the March quarter of 2009) were $4.57 a share ($1.17+$1.17+%$.97+$1.26).
What is the stock’s trailing price/earnings ratio? 3)

4. The median price/earnings ratio (item 7) is the middle value of a company’s
P/E ratios over the past 10 years, with certain statistical adjustments. It shows the typical historical P/
E of a stock. (An investor cannot calculate a median P/E ratio without knowing the precise statistical
adjustments Value Line uses.)

5. The relative P/E ratio (item 8) of a stock compares the P/E of one stock with the P/E of all the
stocks in the Value Line universe of approximately 1,700 stocks. Our calculation of the relative P/E ratio
is made by dividing Value Line’s P/E of this company (item 6) by the median P/E of all of the
approximately 1,700 stocks included in The Value Line Investment Survey. (The median P/E of all stocks
can be found each week on the front cover of the Summary & Index section.)

Value Line’s calculated P/E for Johnson & Johnson, shown on the top of the page, is 12.3. The
P/E of the Value Line universe of stocks at the time the Johnson & Johnson report was published
was 14.6. What is Johnson & Johnson'’s relative P/E ratio? (5)

Whenever a stock’s relative P/E is more than 1, its own P/E is greater than that of the market.
Ifitsrelative P/Eisless than 1, its own P/Eis less than that of the market. Is Johnson & Johnson’s

P/E ratio greater or less than that of the market? (5a)
6. A dividend is a payment by a company to a shareholder. It is usually in cash, and the cash is
usually paid quarterly.

The dividend yield (item 10) measures the expected cash dividend to be paid in the coming 12
months as a percent of the recent price of a stock. That is, the expected dividend is divided by the
recent price of a stock to arrive at a figure that is shown as a %.

Johnson & Johnson's current annual dividend is expected to be $1.96 a share (based on the recent
increased quarterly rate of $0.49.) What is the stock’s yield? (6)

7. Timeliness (initem 1) is Value Line’s prediction for the expected price performance of a stock over
the coming 6 to 12 months relative to all other stocks in the Value Line universe of approximately 1,700
stocks. Timeliness ranks go from 1 (Highest) to 5 (Lowest).

At any one time, there is a normal distribution of ranks, so that there are:
100 stocks ranked 1 (Highest)
300 stocks ranked 2 (Above Average)
900 (approx.) stocks ranked 3 (Average)
300 stocks ranked 4 (Below Average)
100 stocks ranked 5 (Lowest)
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Stocks with Timelinessranks of 1 or 2 are likely to be above-average performers; those with ranks
of 3 are likely to be average performers; those with ranks of 4 or 5 are likely to be below-average
performers.

Johnson & Johnson’s Timeliness rank s (7). Thatmeans that the stock’s performance
in the coming six to 12 months should be (7a).
8. The Safety rank (in item 1) measures the financial strength of a company and the price volatility

of its stock relative to other companies and stocks in the Value Line universe. As with Timeliness ranks,
Safety ranks go from 1 (Highest) to 5 (Lowest). Safety ranks of 1 or 2 are most suitable for conservative
investors.

Johnson & Johnson's Safety rank is (8). Is this stock a good one for someone who
wants to minimize risk? (8a)
9. The Technical rank (in item 1) uses a proprietary formula to predict short-term (3-6 months)

future price returns of one stock relative to all others in the Value Line universe. This rank also goes from
1 (Highest) to 5 (Lowest).

What is Johnson & Johnson’s Technical rank? (9) Does this mean that Johnson &
Johnson'’s stock is most likely to be an above-average, average, or below-average performer in
the coming three to six months? (9a)

10. Beta (in item 1) measures a stock’s price sensitivity to fluctuations of the market as a whole, as
measured by the New York Stock Exchange Index. If a stock’s Beta is 1.00, the stock should move in
concert with the general market. If its Beta is 1.50, its stock price is likely to be 50% more volatile than
the market. In this case, if the stock market goes up 10%, the stock should go up 15% (50% more than the
market). If the market goes down 10%, this stock should go down 15%.

If a stock’s Beta is .80, the stock should be less volatile than the market. When the market goes
up 10%, this stock should go up only 8%.

Is Johnson & Johnson's stock likely to be more volatile, less volatile, or about the same as the
market? (10)

11. Value Line’s 3- to 5-year Price Projections (item 29) are shown in the box below Beta. The
projected 3- to 5-year share price range (indicated by the High and Low numbers) is also shown as the
Target Price Range (item 11) in the upper right hand corner of the price chart, with a pair of broken lines.

Value Line is forecasting that the price of Johnson & Johnson’s stock 3 to 5 years from now will
trade in a range between (11) and (11a).

12. Below the Price Projections box is another box titled Insider Decisions (item 28). This box shows
decisions to buy stock, to exercise options, and to sell stock by “insiders” in the past nine months. It
shows the number of transactions in each category each month. (Insiders are defined as officers and
directors of acompany, and we note that each transaction is counted separately. For instance, if an officer
buys or sells stock in his company 3 times a month, the transactions are listed as 3.)

Have insiders bought stock in the past nine months? (12)
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Have they exercised options? (12a)
Have they sold stock? (12b)

13. The Institutional Decisions box (item 27) shows the number of times institutions with more than
$100 million of assets under management bought or sold stock of this company during the past three
quarters. It also shows the total number of shares of stock in this company held by these institutions at
the end of each quarter.

Did the number of shares of Johnson & Johnson owned by institutions rise or fall in the most
recent quarter? (13)

Now let’s look at the Stock Price Chart toward the top of each page.

14. The high and low calendar year prices of a stock are shown at the top of each chart (item 9). (A
calendar year is January 1st through December 31st.) The years are identified at the bottom of the chart.

What was the price range of Johnson & Johnson’s stock in 2008?
High (14) Low (14a)

15. In the chart, the vertical bars (item 3) represent the high /low monthly price ranges for a stock.
Stock splits are also indicated (2-for-1, for example, in 2001).

How many stock splits has Johnson & Johnson had since 1996? (15)

16. The solid dark line in the chartis a “Cash Flow” Line (item 4), sometimes called the “Value Line.”
One theory is that the price of a stock will tend to gravitate to this line. When the price of a stock gets
above the line, the tendency over time will be for the price to go back down toward the line; when it gets
below theline, there will be a tendency for the price to rise up to the line. (There are some stocks for which
this theory has worked very well and others for which it hasn’t. An investor should look at the historical
price pattern of each stock and make a judgment about whether or not the theory applies to a particular
stock.)

Is Johnson & Johnson'’s stock price now above or below the cash flow line? (16)

17. The dotted line toward the bottom of the chart shows the Relative Strength (item 12) of a stock.
It compares the price of a stock at any one time with the price of the Value Line Arithmetic Index (a good
broad representation of the stock market, based on all of the nearly 1,700 stocks in The Value Line
Investment Survey). If the Relative Strength Line is rising, the stock price is going up more than the
market, if the line is falling, the stock price is going up less.

Has Johnson & Johnson'’s stock been going up more, about the same, or less than the market
recently? (17)

18. The Legends box (item 2) contains a number of useful items. First, it explains what the solid line
and the dotted line are. Then, it shows the “multiple” of cash flow per share (shown in the statistical
section below) which is used to plot the “Cash Flow” Line. The multiple is a number determined by an
analyst to develop a line that most closely matches the actual historical prices of a stock. The box also
includes the dates of stock splits, indicates if there are options traded on a stock, and explains that the
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shaded bar indicates a completed recession.
Are there options traded on Johnson & Johnson stock? (18)

19. The % Total Return box (item 13) shows the historical total return of a stock (appreciation or
depreciation plus any cash dividends) over the past 1, 3, and 5 years and also the total return of the Value
Line Arithmetic Index over the same periods. The figures are not averaged or compounded.

What was the % total return of Johnson & Johnson’s stock during the past year? (19)
What was the % total return of the Value Line Arithmetic Index during the past year?
(19a)

Did Johnson & Johnson’s stock do better or worse than the Value Line Index over the past year?
(19b)

Did it do better or worse than the index over the past five years? (19¢)

20. The many columns of numbers in the center of the page are in what Value Line calls the Statistical
Array (item 15). Itis worth noting here that every time there is a stock split (2-for-1, 3-for-1, etc.) or a stock
dividend (10%,20%, etc.) all historical stock prices and per share data (sales per share, earnings per share,
etc.) are adjusted for the stock splits and dividends. (In a 2-for-1 split, for example, all historical figures
are divided by 2.) Split adjustments are a universal practice and are the primary reason why many of
the numbers in one Value Line report may look quite different than those in an earlier report.

There are two basic sections to the Statistical Array. The numbers in the top portion are all per
share data. The numbers in the lower portion are total (or gross) figures. Also, the numbers to the left
(prior to 2006) are historical, the numbers to the right (in bold) are projections.

What were Johnson & Johnson'’s earnings per share in 2008? (20)

What does Value Line expect Johnson & Johnson’s average earnings per share
will be in 2012-14? (20a)
21. The Statistical Array contains a great many financial numbers and ratios. They are all generally

commonly used items, and they are defined in the glossary of How To Invest In Common Stocks.

There is much very useful information in the Statistical Array. Broadly speaking, the data allow
investors to examine trends in a company’s business.

Have Johnson & Johnson’s sales been rising over time? (21)

Have Johnson & Johnson’s sales ever fallen from one year to the next during the past 10 years?
(21a) If so, when? (21b)

Did Johnson & Johnson’s Net Profit Margin (net profits after all expenses, including taxes, as a
% of sales) rise, fall, or stay level in 2008? (21¢)

Has Johnson & Johnson’s Return on Shareholders” Equity been rising, falling, or staying within
a range? (21d)
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22 Most of the total (gross) numbers in the Statistical Array are in millions of dollars ($mill). The
number 47348, for example, means $47,348,000,000; 9311 means $9,311,000,000.

What were Johnson & Johnson’s sales in 2008? (22)
What was Johnson & Johnson’s net profit in 2008? (22a)

23. The Capital Structure Box (item 25) shows a variety of things, including the total amount of Debt
Outstanding; Long-term Debt; the number of common shares outstanding; and Market Capitalization.

Market Capitalization is the dollar value of common stock outstanding. It is calculated by
multiplying the number of shares outstanding by the price of the stock.

The two numbers multiplied to calculate the Market Capitalization of Johnson & Johnson are
(23) and (23a).

By the definitions used in The Value Line Investment Survey:

A Large Capitalization Issue = $5 billion or more
A Mid Capitalization Issue = $1 billion to $5 billion
A Small Capitalization Issue = less than $1 billion

Is the Market Capitalization of Johnson & Johnson, Large, Mid, or Small? (23b)

24. Johnson & Johnson's current assets and current liabilities (items scheduled to be converted into
cash or tobe paid within one year) are shown in the section called the Current Position (item 24). It shows
current assets, which include cash, receivables, and inventories, and current liabilities, which include
accounts payable and debt due within one year.

How much did Johnson & Johnson have invested in inventory on 3/29/09? (24)
Whatwas the total of its Current Assets? (24a) Current Liabilities? (24b)
25. The Annual Rates box (item 23) shows annual compound rates of change of a company’s sales,

cash flow, earnings, dividends, and book value over the past 10 and 5 years and for 5 years into the
future.

In each case, the growth rates are calculated from a base which is the average of 3 years to an
ending period whichis also the average of 3 years. For example, a ten-year growth rate is calculated from
a base of 1996-1998 to a base of 2006-2008.

Was Johnson & Johnson's sales growth in the past 5 years, faster, slower, or the same as its sales
growth over the past 10 years? (25)

Does the analyst think sales growth is likely to be faster or slower in the next 5 years?
(25a)

Was Johnson & Johnson’s earnings growth in the past 5 years, faster, slower, or the same as its
earnings growth over the past 10 years? (25b)
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Does the analyst think earnings growth is likely to be faster, slower, or about even in the next
5 years? (25¢)

26. The Business Summary (item 16) includes: a condensed summary of a company’s operations,
showing important products, markets, etc.; any shareholders owning more than 5% of the stock,
including ESOPs (Employee Stock Ownership Plans); a company’s address, telephone number, and
Internet address; and other relevant information.

How much of Johnson & Johnson's sales are international? (26)

27. The Analyst's Commentary (item 17), the lengthy text in the lower right portion of each report,
is thought by many investors to be the most important item on the page. This is where a Security Analyst
describes the outlook he/she sees for a company in the coming years, and, provides reasons for its
investment suitability.

After reading the commentary about Johnson & Johnson, do you think the analyst is suggesting
that Johnson & Johnson stock should appeal to conservative investors? (27)

28. Quarterly Sales, Earnings, and Dividend Data (items 21 and 22) are shown in the lower left portion
of each report. An examination of the trends in quarterly sales and earnings can often provide insights into
changing conditions. As an example, look at sales in the most recently reported quarter (March) when they
totaled $15,026,000,000. Then look at sales in the March quarter a year earlier.

What was the % decrease in sales from December 2007 to December 2008? (28)

Now compare sales in the latest March quarter with those in the March quarter a year
before. What was the year-to-year % decrease in sales in that period? (28a)

Was the year-to-year % decrease in sales in the December quarter more or less than the year-to-
year % decrease in the March quarter? (28b)

Were earnings per share in the latest reported quarter (March) higher, lower, or the same as
those in the similar period a year earlier (March)? (28¢)

29. Johnson & Johnson has had what appears to be a policy of regularly increasing its dividends. It
has increased the dividend at approximately the same time in each of the past five years.

What is the quarter (March, June, September, December) when it increased the dividend?
(29)

30. The heading over the fourth column of numbers in the Quarterly Sales and Earnings Per Share
boxes shows when a company’s fiscal year ends.

When does Johnson & Johnson’s fiscal year end? (30)

31. The footnotes (item 20) at the bottom of each page explain a lot, including: the way earnings are
reported - basic or diluted; unusual gains or losses; the availability of DRIPs (Dividend Reinvestment
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Plans, in which companies make it easy for shareholders to reinvest their dividends in more stock);
dividend payment dates; and special explanations, as necessary.

When is Johnson & Johnson expected to pay its next dividend? (31)
Does Johnson & Johnson have a DRIP? (31a)
32. A variety of unique ratings (item 19) are shown in the box in the lower right of each report. Each

of these items is defined briefly below and in more detail in How To Invest In Common Stocks. Financial
Strength ratings, which measure the financial condition of a company, range from a high of A++to a
low of C. A Stock’s Price Stability, Price Growth Persistence, and Earnings Predictability ratings go
from a high of 100 to a low of 5. Price Stability measures he variability of the price of a stock over time.
Price Growth Persistence is a measure of stock price growth over time. Earnings Predictability
measures the expected reliability of earnings forecasts.

In which category(ies) does Johnson & Johnson score at the very top?

(32)
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Answers

1.  New York Stock Exchange 21.  Yes

la. JNJ 21a. No

2. 123 21b. —

3. 122 21c. Rise

5. 0.84 21d. Staying within a range

5a. Less 22. $63,747,000,000 (or $63.7 billion)
6. 3.5% 22a. $12,949,000,000 (or $12.9billion)
7. 2 23. 2,775,566,000

7a. Above Average 23a. 55.89

8. 1 23b. Large

8a. Yes 24.  $5,359,000,000

9. 4 24a. $34,839,000,000

9a. Below Average 24b. $21,325,000,000

10. Less Volatile 25. Faster

11. 110 25a. Slower

11a. 90 25b. The same

12. Yes 25¢. Slower

12a. Yes 26. 49%

12b. Yes 27. Yes

13. Fall 28. 4.9%

14. 728 28a. 7.2%

14a. 52.1 28b. Less

15. One 28c. The same

16. Below 29. June

17. Less 30. December

18. Yes 31. June

19. -19.6% 31a. Yes

19a. -25.8% 32. Company’s Financial Strength, Stock’s
19b. Better Price Stability, Earnings Predictability
19c. Better

20. $4.57

20a. $6.20

To analyze your performance, see the facing page.

22



Results/Performance

While the exercise of reading through the preceding text and filling in the blanks or
answering the questions was not intended to be a test, but rather a guide to reading
the Value Line page, there are some people who are always anxious to know how
they performed. We suggest the following:

How Did You Do?

NUMBER WRONG EVALUATION
0-3 Expert
4-6 Very Good
7-10 Passed
11 or more You should probably restudy

the workbook
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