P

< % . New Constructs”

Diligence | Independence | Performance

DILIGENCE PAYS 314120

Three Safe Stocks in a Stormy Market

This week, we’re highlighting three stocks to buy if they get dragged down by the current market turmoil. These
stocks are for great companies whose valuations are a little high. If those valuations decline, investors should
scoop up these quality businesses. The Home Depot (HD: $227/share), The TJX Companies (TJX: $61/share),
and ICON PLC (ICLR: $160/share) are this week’s Long Ideas.

Market Fears Drive Overreactions

The global outbreak of the coronavirus has rattled the market. Investors and analysts alike are concerned about
its impact on the global economy. The S&P 500 recently had its worst week since October 2008 while entering

correction territory at the fastest rate in history.

World leaders and experts believe the outbreak will get worse, which could lead to further downside in the
market. However, it's not all bad news for investors. Over the long-term, market corrections present great
money-making opportunities, as Warren Buffett says “be greedy when others are fearful.”

Focus on ROIC - It Drives Valuations

The winners both during and after a market crash, as we have shown, tend to be companies that earn a high
return on invested capital (ROIC). Furthermore, there is a strong correlation between improving ROIC and
increasing shareholder value. To that end, we began our search looking for companies with consistently high
and/or rising ROICs.

In addition to high ROICs, the firms below have a history of rising core earnings1,economic earnings. and
positive free cash flow. Each of these companies are high-quality, value-creating businesses. However, as
Figure 1 shows, their price-to-economic book value (PEBV) ratios show that the market still expects a significant
amount of growth from them. PEBV compares the current valuation of a company to its zero-growth value. A
PEBYV of 1 would mean that the market expects the company’s cash flows to stay flat into perpetuity.

Figure 1: Three Stocks Worth Buying If Prices Correct Further

Company Name Ticker ROIC PEBV Ratio
The Home Depot HD 32% 1.5
ICON, PLC ICLR 25% 1.3
The TUX Companies  TJX 19% 1.4

Sources: New Constructs, LLC and company filings

Our Stock Rating Methodology considers a PEBV below 1.6 but above 1.1 to be “Attractive” and a PEBV below
1.1 but above 0 to be “Very Attractive”. These companies are still less expensive than the S&P 500 (SPY) — with
a PEBV of 2.6 — but more expensive than the stocks we typically recommend. If global fears send markets falling
further, it could present an opportunity to get these quality businesses without paying a premium.

ICON, PLC (ICLR) - Attractive Rating

ICON, PLC (ICLR) was recently upgraded to Attractive (from Neutral) after we parsed its 2019 20-F (filed on
February 27, 2020). We first made ICON a Long Idea in May 2017. Since then, the stock is up 82% while the
S&P 500 is up 29%. The company remains a leading contract research organization (CRO) and a drop in price
would present a great buying opportunity.

1 Our Core earnings are a superior measure of profits, as demonstrated in In Core Earnings: New Data & Evidence a paper by professors at
Harvard Business School (HBS) & MIT Sloan. The paper empirically shows that our data is superior to IBES “Street Earnings”, owned by
Blackstone (BX) and Thomson Reuters (TRI), and “Income Before Special Items” from Compustat, owned by S&P Global (SPGI).
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Over the past decade, ICLR has grown revenue by 12% compounded annually and core earnings by 16%
compounded annually, per Figure 2. The firm has increased its net operating profit after-tax (NOPAT) margin
year-over-year (YoY) in seven of the past 10 years and its 2019 NOPAT margin of 15% is up from 11% in 2009.
ICLR has improved its ROIC from 16% in 2009 to a top-quintile 25% in 2019 and has generated $859 million
(9% of market cap) in cumulative free cash flow over the past five years.

Figure 2: ICLR’s Revenue & Core Earnings Since 2009

ICLR's Long History of Profit Growth
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Sources: New Constructs, LLC and company filings

In 2019, ICLR had -$26 million in earnings distortion that caused GAAP earnings to be understated. Notable
unusual expenses in ICLR’s 20-F include:

e $31 million in asset write-downs hidden in operating earnings — Page 93
These unusual expenses were partially offset by:
e $2 million in sub-lease income — Page 132

Only by removing these unusual expenses and gains can we evaluate the core earnings of ICLR’s operations. In
total, we identified $0.48/share (7% of GAAP EPS) in net unusual expenses in ICLR’s 2019 GAAP results. After
removing this earnings distortion, ICLR’s 2019 core earnings of $7.27/share are higher than GAAP EPS of
$6.79.

ICLR’s Earnings Distortion Score (as featured on CNBC Squawk Box) is currently “In-Line”, which means we

expect it to report in-line with consensus expectations. Our Earnings Distortion Scores provide investors with a
short-term look at the likelihood a firm will beat/miss consensus expectations. Longer-term, we focus on our
overall Risk/Reward Ratings, which take into account a firm’s historical profitability and the level of expectations
baked into the current stock price. As noted above, ICON PLC earns an Attractive Risk/Reward rating, which
means it provides quality risk/reward going forward, even if it's not more likely to beat consensus expectations in
the coming quarter.

Economic Earnings Growing Faster Than Core Earnings

Core earnings account for unusual gains and expenses included in GAAP net income. To get the full picture of a
company’s operations and hold management accountable for capital allocation, we also analyze balance sheets
to calculate an accurate ROIC and economic earnings, the truest drivers of shareholder value.

Some notable adjustments to ICLR’s balance sheet include:

e Removed $514 million in excess cash
e Added $34 million in accumulated asset write-downs
e Removed $17 million in deferred tax assets
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After all adjustments, we find that ICLR’s economic earnings grew 20% compounded annually over the past five
years and 18% compounded annually over the past decade.

Shares Starting to Look Cheap

At its current price of $160/share, ICLR has a price-to-economic book value (PEBV) ratio of 1.3. A 15% decrease
in stock price to ~$136/share would give ICLR a PEBV of 1.1.

The expectations baked into ICLR’s valuation remain low relative to the firm’s historical growth and expected
industry growth. To justify its current price of $160/share, ICLR needs to maintain current NOPAT margins (15%)
and grow NOPAT by just 6% compounded annually for the next six years. See the math behind this reverse DCF
scenario. For reference, ICLR has grown NOPAT by 18% compounded annually over the past five years and
15% compounded annually over the past decade.

Even if we assume ICLR simply maintains margins and grows NOPAT by 7% compounded annually (in-line with
projected industry growth) for the next decade, the stock is worth $189/share today — 18% above its current
price, with even more upside should a market crash bring ICLR down further. See the math behind this reverse
DCE scenario.

Leading Profitability Amongst Competitors

As we pointed out in our original Long Idea, ICLR'’s lean cost structure and operational efficiency give it a
competitive advantage over peers. Such an advantage is still present today. Per Figure 3, ICLR’s ROIC and net
operating profit before-tax (NOPBT) margin rank well above its publicly traded competitors (as listed in the firm’s
20-F). We use NOPBT margin in the below comparison because being domiciled in Ireland provides a unique tax
advantage for ICLR.

Figure 3: ICLR’s Profitability Leads Competition

NOPBT Return on Invested

S pEy DimE UL Clr Margin  Capital (ROIC)
ICON, PLC ICLR 17% 25%
PRA Health Sciences, Inc. PRAH 12% 10%
Laboratory Corp of America LH 13% 7%
Syneos Health Inc. SYNH 8% 4%
IQVIA Holdings, Inc. Qv 8% 3%

Sources: New Constructs, LLC and company filings

The TJX Companies (TJX) — Attractive Rating

We first featured The TJX Companies (TJX) as a Long Idea in April 2018. Since then, the stock is up 45% while
the S&P 500 is up 17%. The company remains a best-in-class off-price retailer that is worth a close look in a
market downturn.

Since 2009, TJX has grown revenue by 7% compounded annually and core earnings by 12% compounded
annually, per Figure 4. TTM core earnings are up 5% over fiscal 2019.The firm’s profit growth can be attributed
to its rising profitability, as its NOPAT margin has increased from 5.5% in 2009 to 8.2% TTM while its ROIC
improved from 12% to 19% over the same time.
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Figure 4: TUX’s Revenue & Core Earnings Since 2009

TJX's Decade-Long Profit Growth
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TJX's Earnings Distortion Score is currently “In-Line”, which means we expect it to report in-line with consensus
expectations. As noted above, The TJX Companies earns an Attractive Risk/Reward rating, which means it
provides quality risk/reward going forward, even if it's not more likely to beat consensus expectations in the
coming quarter.

Economic Earnings Growing Even Faster

We analyze balance sheets to calculate an accurate ROIC and economic earnings and made the following
adjustments to TJX's balance sheet:

e Added $8.1 billion in operating leases
e Added $637 million in accumulated other comprehensive loss

e Added $324 million in accumulated asset write-downs

After all adjustments, we find that TJX’s economic earnings grew 13% compounded annually over the past
decade.

Shares Are Almost a Bargain

At its current price of $61/share, TJX has a price-to-economic book value (PEBV) ratio of 1.4. A 15% decrease in
stock price to ~$52/share would give TJX a lower PEBV of 1.2.

At its current valuation, TJX investors benefit from a 1.5% dividend yield and 23 consecutive years of dividend
growth. A market correction would make this high-quality company an even better stock.

The expectations baked into TJX remain low relative to the firm’s historical growth and consensus estimates. To
justify its current price of $61/share, TJX needs to maintain current NOPAT margins (8%) and grow NOPAT by
just 5% compounded annually for the next eight years. See the math behind this reverse DCF scenario. For
reference, TJX has grown NOPAT by 7% compounded annually over the past five years and 12% compounded
annually over the past decade. This scenario also assumes TJX’s NOPAT margin stagnates after YoY
improvement in seven of the past 10 years.

If we assume TJX can improve margins to 9% (from 8% TTM) and grow NOPAT by just 6% compounded
annually for the next decade, the stock is worth $70/share today — 15% above its current price, with even more
upside should a market crash bring TJX’s price down. See the math behind this reverse DCF scenario.

TJX Bucks the “Retail Apocalypse” Narrative

In a retail environment where the weak are getting increasingly left behind, The TJX Companies has proven its
staying power. Apart from the improving profitably noted above, TJX reported fiscal 2019 was its 24t
consecutive year in which comparable store sales grew year-over-year. The firm’s ability to grow comparable
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store sales for over two decades is a testament to TJX's value proposition to consumers and the ability to
efficiently manage its operations.

As Rod Sides, vice chairman of Deloitte, and its U.S. retail and distribution sector leader stated, “off-price stores
can help provide price relief during a more challenging economy. But, even in times of economic growth, these
stores still do well. For a significant portion of the population, price and value are important from an income
standpoint, and off-price is therefore very relevant and successful.”

The TJX Companies has leveraged this success to achieve leading profitability in its industry. Of the 11 Discount
Stores under coverage, TJX earns the highest ROIC and NOPAT margin.

Management Now Incentivized to Create Shareholder Value

TJX has achieved its past success despite not properly aligning executives’ interests with shareholders’
interests. Not anymore. Beginning in fiscal 2019, TJX introduced a new executive-compensation plan that seeks
to “balance growth, profitability, and returns.”

Under this new plan, TJX added ROIC as a performance modifier to its long-term performance share program,
which made up the largest portion of executives’ long-term incentives. ROIC was chosen to reinforce “attention
to capital investments and generating returns.”

Going forward, if TJX fails to meet its ROIC performance goals, executives’ long-term performance share awards
will be reduced by 20%. While we would recommend TJX use ROIC as more than just a modifier, we still
applaud the compensation committee’s decision to hold executives accountable for prudent stewardship of
capital. This improved compensation plan, along with TJX’s strong fundamentals earned it a spot in February’s

Exec Comp Aligned with ROIC Model Portfolio.
The Home Depot (HD) — Attractive Rating

The Home Depot (HD) was recently upgraded to Attractive (from Neutral) after its stock fell nearly 9% during the
recent correction. HD has long been on our radar, but its premium valuation has turned us to cheaper stocks.
Further declines in this stock would make us avid buyers.

Over the past decade, the company has grown revenue by 4% compounded annually and core earnings by 13%
compounded annually, per Figure 5. The firm has increased its NOPAT margin every year since 2009 and its
TTM NOPAT margin of 11% is up from 5% in 2009. HD improved its ROIC from 9% in 2009 to a top-quintile 32%
TTM and generated $43.5 billion (17% of market cap) in cumulative free cash flow over the past five years.

Figure 5: HD’s Rising Core Earnings Over Past Decade

HD's Consistent Profit Growth
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Sources: New Constructs, LLC and company filings

HD’s Earnings Distortion Score is currently “Miss”, which means we expect it to miss upcoming consensus
expectations. However, HD has proven resilient when missing expectations in the past, as investors focus on the
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long-term profit growth achieved by the firm. HD is up 22% over the past eight quarters (vs. S&P 500 +11%)
despite missing revenue expectations in four of the last eight quarters. Looking over the long-term, The Home
Depot earns an Attractive Risk/Reward rating, which means it provides quality risk/reward going forward, even if
it's not more likely to beat consensus expectations in the coming quarter.

Economic Earnings Are Growing Too
We made the following adjustments to HD’s balance sheet:

e Added $5.5 billion in operating leases
e Added $1.0 billion in accumulated asset write-downs
e Added $801 million in accumulated other comprehensive loss

After all adjustments, we find that HD’s economic earnings grew 20% compounded annually over the past
decade and 16% compounded annually over the past two decades.

Shares Nearing a Buying Opportunity

At its current price of $227/share, HD has a price-to-economic book value (PEBV) ratio of 1.5. A 15% decrease
in stock price to ~$193/share would give HD a lower PEBV of 1.3.

Even at its current valuation, HD investors still benefit from a 2.4% dividend yield and seven consecutive years of
dividend growth. A market correction would make this high-quality company an even more attractive stock.

Best of all, the expectations baked into HD’s stock price remain conservative. To justify its current price of
$227/share, HD needs to maintain current NOPAT margins of 11% and grow NOPAT by 5% compounded
annually for the next decade. See the math behind this reverse DCF scenario. This scenario implies HD will grow
NOPAT at a compound annual growth rate that is less than half its NOPAT CAGR over the past five, ten, and
20-year periods. Furthermore, it assumes HD’s NOPAT margin remains flat after 10 straight years of YoY
improvement.

If we assume HD can improve margins to 12% (from 11%) and grow NOPAT by just 6% compounded annually
for the next decade, the stock is worth $241/share today — 6% above its current price, with even more upside
should a market crash bring HD’s price down even further. See the math behind this reverse DCF scenario.

Industry Leader with Leading Profitability

From Home Depot’s Investor Presentation, HD is the #1 home improvement retailer in the United States,
Canada, and Mexico. Furthermore, the firm estimates it has captured just 15% of its total U.S. market
opportunity of ~$650 billion.

Our research indicates HD has leveraged its industry leading position to achieve greater profitability over its
peers. Of the five Home Improvement Products & Services Retailers under coverage, HD has the highest ROIC
and second highest NOPAT margin. HD’s profitably looks particularly impressive against its closest peer, Lowe’s
Companies. Per Figure 6, HD’s NOPAT margin is nearly two times greater than LOW’s while its ROIC is nearly
three times greater.

Figure 6: HD’s Profitability Advantage Over LOW

NOPAT Return on Invested

(T S Ticker  ‘argin  Capital (ROIC)
The Home Depot Company HD 11% 32%
Lowe's Companies LOW 6% 12%

Sources: New Constructs, LLC and company filings

Executives’ Interests Aligned with Shareholders’ Interests

It's no coincidence that HD has significantly improved margins, profits, and ROIC over the past decade, its
executives are paid to do so. In fiscal 2007, Home Depot added an ROIC performance goal to its long-term
incentive plan. The firm’s proxy statement noted the decision to add ROIC was “based on the Company’s desire
to focus management on the efficient use of capital.” Since adding ROIC to its executive compensation plan, HD
has improved ROIC from 15% in 2007 to 32% TTM.
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In its latest proxy statement, HD disclosed that one half of executives’ performance based share awards are
contingent upon achieving a target three-year average ROIC goal. The performance share award makes up
anywhere from 29-33% of executives’ total compensation. HD’s executive compensation plan lowers the risk of
investing in the company as we know its executives are incentivized to create true shareholder value. This
compensation plan, along with strong fundamentals earned HD a spot in February’s Exec Comp Aligned with
ROIC Model Portfolio.

Macro Conditions Bode Well for HD

Going forward, macro-economic data suggests continued growth for Home Depot and the home improvement
industry in general. According to data from the American Housing Survey and Home Depot, over 50% of homes
in the U.S are over 40 years of age, and nearly 80% of homes are over 20 years old. Home Depot notes that
home improvement spend per home increases with the age of the home.

Additionally, homeowners have greater capacity to improve their homes than any time in history. CoreLogic, an
industry data provider, reported that homeowner equity reached all-time highs in the first half of 2019 while
homeowner equity has more than doubled since the housing recovery began. Home equity allows homeowners
greater financial freedom when undergoing a home improvement project and bodes well for the home
improvement industry.

The Importance of Quantifying Expectations

At the end of the day, a decline in these companies’ stock prices would change very little about the strength of
their businesses. When searching for value, it's important to understand the '

expectations already baked into a
stock price. Our Company Valuation Models incorporate all the data from financial filings to truly assess whether

a firm is under or overvalued and provide an accurate representation of the risk/reward in a stock.
This article originally published on March 4, 2020.

Disclosure: David Trainer, Kyle Guske Il, and Matt Shuler receive no compensation to write about any specific
stock, sector, style, or theme.

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.
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Footnotes adjustments matter. We are the ONLY source.

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds.
HBS & MIT Sloan research reveals that:

¢ Markets are inefficiently assessing earnings because no one reads the footnotes.

e Corporate managers hide gains/losses in footnotes to manage earnings.

¢ Our technology brings the material footnotes data to market for the first time ever.

Combining human expertise with NLP/ML/AIl technologies (featured by Harvard Business School), we shine a

light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.

The HBS & MIT Sloan paper, Core Earnings: New Data and Evidence, shows how our superior data drives

uniquely comprehensive and independent debt and equity research.

This paper compares our analytics on a mega cap company to other major providers. The Appendix details
exactly how we stack up.

Learn more.
Quotes from HBS & MIT Sloan professors on our research:
Get better research:

“...the NC dataset provides a novel opportunity to study the properties of non-operating items disclosed in 10-
Ks, and to examine the extent to which the market impounds their implications.” — page 20

Pick better stocks:

“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns
of 7-to-10% per year.” — Abstract

Avoid losses from using other firms’ data:

“...many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily
identifiable in Compustat...” — page 14

Build better models:

“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures
of one-year-ahead performance...that is incremental to their current-period counterparts.” — page 4

Exploit market inefficiencies:

“These results ... suggest that the adjustments made by analysts and Compustat to better capture core earnings
are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is
incremental to alternative measures of operating performance in predicting an array of future income
measures.” — page 26

Fulfill fiduciary duties:

“An appropriate measure of accounting performance for purposes of forecasting future performance requires
detailed analysis of all quantitative performance disclosures detailed in the annual report, including those
reported only in the footnotes and in the MD&A.” — page 33-34
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DISCLOSURES

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any
investment or merchant banking functions and does not operate a trading desk.

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on
that security.

DISCLAIMERS

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such
investments or investment services.

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making
any investment decision or for any necessary explanation of its contents.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks,
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.

Page 9 of 9


http://blog.newconstructs.com/

	Three Safe Stocks in a Stormy Market
	Focus on ROIC – It Drives Valuations
	The winners both during and after a market crash, as we have shown, tend to be companies that earn a high return on invested capital (ROIC). Furthermore, there is a strong correlation between improving ROIC and increasing shareholder value. To that en...
	In addition to high ROICs, the firms below have a history of rising core earnings ,economic earnings. and positive free cash flow. Each of these companies are high-quality, value-creating businesses. However, as Figure 1 shows, their price-to-economic...
	Our Stock Rating Methodology considers a PEBV below 1.6 but above 1.1 to be “Attractive” and a PEBV below 1.1 but above 0 to be “Very Attractive”. These companies are still less expensive than the S&P 500 (SPY) – with a PEBV of 2.6 – but more expensiv...
	ICON, PLC (ICLR) – Attractive Rating
	ICON, PLC (ICLR) was recently upgraded to Attractive (from Neutral) after we parsed its 2019 20-F (filed on February 27, 2020). We first made ICON a Long Idea in May 2017. Since then, the stock is up 82% while the S&P 500 is up 29%. The company remain...
	Over the past decade, ICLR has grown revenue by 12% compounded annually and core earnings by 16% compounded annually, per Figure 2. The firm has increased its net operating profit after-tax (NOPAT) margin year-over-year (YoY) in seven of the past 10 y...
	At its current price of $160/share, ICLR has a price-to-economic book value (PEBV) ratio of 1.3. A 15% decrease in stock price to ~$136/share would give ICLR a PEBV of 1.1.
	The expectations baked into ICLR’s valuation remain low relative to the firm’s historical growth and expected industry growth. To justify its current price of $160/share, ICLR needs to maintain current NOPAT margins (15%) and grow NOPAT by just 6% com...
	Even if we assume ICLR simply maintains margins and grows NOPAT by 7% compounded annually (in-line with projected industry growth) for the next decade, the stock is worth $189/share today – 18% above its current price, with even more upside should a m...
	Leading Profitability Amongst Competitors
	As we pointed out in our original Long Idea, ICLR’s lean cost structure and operational efficiency give it a competitive advantage over peers. Such an advantage is still present today. Per Figure 3, ICLR’s ROIC and net operating profit before-tax (NOP...
	The TJX Companies (TJX) – Attractive Rating
	We first featured The TJX Companies (TJX) as a Long Idea in April 2018. Since then, the stock is up 45% while the S&P 500 is up 17%. The company remains a best-in-class off-price retailer that is worth a close look in a market downturn.
	Since 2009, TJX has grown revenue by 7% compounded annually and core earnings by 12% compounded annually, per Figure 4. TTM core earnings are up 5% over fiscal 2019.The firm’s profit growth can be attributed to its rising profitability, as its NOPAT m...
	At its current price of $61/share, TJX has a price-to-economic book value (PEBV) ratio of 1.4. A 15% decrease in stock price to ~$52/share would give TJX a lower PEBV of 1.2.
	At its current valuation, TJX investors benefit from a 1.5% dividend yield and 23 consecutive years of dividend growth. A market correction would make this high-quality company an even better stock.
	The expectations baked into TJX remain low relative to the firm’s historical growth and consensus estimates. To justify its current price of $61/share, TJX needs to maintain current NOPAT margins (8%) and grow NOPAT by just 5% compounded annually for ...
	If we assume TJX can improve margins to 9% (from 8% TTM) and grow NOPAT by just 6% compounded annually for the next decade, the stock is worth $70/share today – 15% above its current price, with even more upside should a market crash bring TJX’s price...
	TJX Bucks the “Retail Apocalypse” Narrative
	In a retail environment where the weak are getting increasingly left behind, The TJX Companies has proven its staying power. Apart from the improving profitably noted above, TJX reported fiscal 2019 was its 24th consecutive year in which comparable st...
	As Rod Sides, vice chairman of Deloitte, and its U.S. retail and distribution sector leader stated, “off-price stores can help provide price relief during a more challenging economy. But, even in times of economic growth, these stores still do well. F...
	The TJX Companies has leveraged this success to achieve leading profitability in its industry. Of the 11 Discount Stores under coverage, TJX earns the highest ROIC and NOPAT margin.
	Management Now Incentivized to Create Shareholder Value
	TJX has achieved its past success despite not properly aligning executives’ interests with shareholders’ interests. Not anymore. Beginning in fiscal 2019, TJX introduced a new executive-compensation plan that seeks to “balance growth, profitability, a...
	Under this new plan, TJX added ROIC as a performance modifier to its long-term performance share program, which made up the largest portion of executives’ long-term incentives. ROIC was chosen to reinforce “attention to capital investments and generat...
	Going forward, if TJX fails to meet its ROIC performance goals, executives’ long-term performance share awards will be reduced by 20%. While we would recommend TJX use ROIC as more than just a modifier, we still applaud the compensation committee’s de...
	The Home Depot (HD) – Attractive Rating
	The Home Depot (HD) was recently upgraded to Attractive (from Neutral) after its stock fell nearly 9% during the recent correction. HD has long been on our radar, but its premium valuation has turned us to cheaper stocks. Further declines in this stoc...
	Over the past decade, the company has grown revenue by 4% compounded annually and core earnings by 13% compounded annually, per Figure 5. The firm has increased its NOPAT margin every year since 2009 and its TTM NOPAT margin of 11% is up from 5% in 20...
	At its current price of $227/share, HD has a price-to-economic book value (PEBV) ratio of 1.5. A 15% decrease in stock price to ~$193/share would give HD a lower PEBV of 1.3.
	Even at its current valuation, HD investors still benefit from a 2.4% dividend yield and seven consecutive years of dividend growth. A market correction would make this high-quality company an even more attractive stock.
	Best of all, the expectations baked into HD’s stock price remain conservative. To justify its current price of $227/share, HD needs to maintain current NOPAT margins of 11% and grow NOPAT by 5% compounded annually for the next decade. See the math beh...
	If we assume HD can improve margins to 12% (from 11%) and grow NOPAT by just 6% compounded annually for the next decade, the stock is worth $241/share today – 6% above its current price, with even more upside should a market crash bring HD’s price dow...
	Industry Leader with Leading Profitability
	From Home Depot’s Investor Presentation, HD is the #1 home improvement retailer in the United States, Canada, and Mexico. Furthermore, the firm estimates it has captured just 15% of its total U.S. market opportunity of ~$650 billion.
	Our research indicates HD has leveraged its industry leading position to achieve greater profitability over its peers. Of the five Home Improvement Products & Services Retailers under coverage, HD has the highest ROIC and second highest NOPAT margin. ...
	Executives’ Interests Aligned with Shareholders’ Interests
	It’s no coincidence that HD has significantly improved margins, profits, and ROIC over the past decade, its executives are paid to do so. In fiscal 2007, Home Depot added an ROIC performance goal to its long-term incentive plan. The firm’s proxy state...
	In its latest proxy statement, HD disclosed that one half of executives’ performance based share awards are contingent upon achieving a target three-year average ROIC goal. The performance share award makes up anywhere from 29-33% of executives’ total...
	Macro Conditions Bode Well for HD
	Going forward, macro-economic data suggests continued growth for Home Depot and the home improvement industry in general. According to data from the American Housing Survey and Home Depot, over 50% of homes in the U.S are over 40 years of age, and nea...
	Additionally, homeowners have greater capacity to improve their homes than any time in history. CoreLogic, an industry data provider, reported that homeowner equity reached all-time highs in the first half of 2019 while homeowner equity has more than ...
	The Importance of Quantifying Expectations
	At the end of the day, a decline in these companies’ stock prices would change very little about the strength of their businesses. When searching for value, it’s important to understand the expectations already baked into a stock price. Our Company Va...
	Footnotes adjustments matter. We are the ONLY source.
	We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds.
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	“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns of 7-to-10% per year.” – Abstract
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	“…many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily identifiable in Compustat…” – page 14
	Build better models:
	“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures of one-year-ahead performance…that is incremental to their current-period counterparts.” – page 4
	Exploit market inefficiencies:
	“These results … suggest that the adjustments made by analysts and Compustat to better capture core earnings are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is incremental to alternative measures o...
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	“An appropriate measure of accounting performance for purposes of forecasting future performance requires detailed analysis of all quantitative performance disclosures detailed in the annual report, including those reported only in the footnotes and i...
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