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Return of the Mega Cap

As regular readers of this piece know, we have a firm technical or behavioural bias when we
look at markets. The main objective of this analysis is to identify market trends and invest
accordingly. Unfortunately not all trends persist for a long time but some do and if we
combine our technical view with fundamental analysis this gives us a greater chance of
identifying the sustainable winning trends.

So what trends do we observe now? Over the past few months the most readily observable
trend has been the impressive outperformance of large global multinationals. Many of these
companies (Nestle, Diageo, Coca Cola, Colgate, etc) broke out of consolidations last year
and have been leading markets higher for several months. The reason for this trend seems
clear; these companies have bullet proof balance sheets, established brands and growing
revenues, thanks in large part to new markets in the developing world.

So here we have a combination of very supportive technical price behaviour and a very
logical explanation for the recent outperformance. If we further turn to fundamental analysis,
we see that most of these companies trade on price/earnings (P/E) multiples in the 15-20
range. This is not super cheap but in most instances this represents a discount to the average
multiples these companies have traded on over the past decade. Let's take Colgate for
example, the stock has just moved to an all time high and looks expensive on a P/E of 19.75.
However, this is below the average P/E of 21.35 for the last 10 years and some way below
the highs above 40, reached at the end of the tech boom. Looking at Johnson & Johnson, we
see that the stock is currently on a multiple of 13 compared to an average of 17.8 for the past
10 years and again somewhat below its peak around 37 in 1999. We could go on.

There are multiple examples like this in the US and in Europe and while these companies are
not at record cheap levels, they are inexpensive relative to their history and they have a
powerful combination of balance sheet strength, growing revenue and dividend vyields in
excess of ‘safe haven’ government debt. It is quite possible that these companies become
expensive but they are not now.

While a number of these multinationals have performed well of late we do not think it is too
late to buy them. While buying on dips is always sensible, the current valuation of these
stocks tells us that we should be happy to accumulate at current levels. It is instructive to
think that if an investor bought Colgate and Johnson & Johnson at the worst time in history, in
1999, when they were very overvalued, they would not have lost money if they held firm. At
current valuations, if an investor takes a diversified approach to buying a basket of high
quality multinationals there is very little risk of permanent loss of capital in our view.

For more details on the multinationals we like and how we invest in this theme please contact
us.
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Disclosures

This report has been prepared and issued by NCB Stockbrokers. NCB is neither liable for the proper
and complete transmission of this report nor for any delay in its receipt. Any unauthorised use,
disclosure, copying, distribution, or taking of any action in reliance on this report is strictly prohibited.
The views and expressions in the report are expressions of opinion and are given in good faith, but are
subject to change without notice. This report may not be reproduced in whole or in part or passed to
third parties without permission.

The report has been prepared and issued by NCB with information obtained from various sources. NCB
does not guarantee its accuracy or completeness, and neither NCB nor any employee thereof shall be
liable in respect of any errors or omissions or for any losses or consequential losses arising from such
errors or omissions.

Neither the information contained in this report nor any opinion expressed constitutes an offer, or an
invitation to make an offer, to buy or sell any securities or any options, futures or other derivatives
related to such securities (‘related investments’).

This report was prepared for the clients of NCB only. It does not have regard to the specific investment
objectives, financial situation and the particular needs of any specific person who may receive any of
this report. Investors should seek financial advice regarding the appropriateness of investing in any
securities or investment strategies discussed or recommended in this report and should understand that
statements regarding future prospects may not be realised. Investors should note that income from
such securities, if any, may fluctuate and that each security’s price or value may rise or fall.
Accordingly, investors may receive back less than originally invested. Past performance is not
necessarily a guide to future performance.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or
related investment mentioned in this report. In addition, investors in securities such as ADRs, whose
value are influenced by the currency of the underlying security, effectively assume currency risk.

NCB may trade for its own accounts as odd-lot dealer, market maker, block positioner, specialist and/or
arbitrageur in any securities of the issuer or in related investments, and may be on the opposite side of
public orders.

Share Ownership Policy: NCB Stockbrokers allows its analysts to own shares/derivative positions in the
companies they produce research notes and recommendations on. NCB Stockbrokers Ltd. ensures that
all staff account dealing is conducted in strict compliance with its internal staff-dealing procedure, and
accordingly is satisfied that the objectivity of the research and recommendations is not compromised.

NCB and any director, officer or employee thereof, may have a long or short position in any
securities of the issuer or in related investments.

NCB acts as a stockbroker/advisor to Independent News & Media, Irish Continental Group,
Donegal Creameries, NTR and Zamano.

The reader of this note should be aware that the research analyst(s) or an individual who
assisted in the production of this research report (or a member of his/her household) may
have a direct ownership position or a derivative position in securities issued by a company
covered in this report.

NCB and any director, officer or employee thereof, may from time to time perform investment
banking or other services for, or solicit investment banking or other business from, any entity mentioned
in this report.

For US Persons Only: This publication is only distributed in the US to major institutional investors as
defined by s. 15 a-6 of the Securities Exchange Act, 1934. A US recipient of this report may not
distribute or provide this report or any part thereof to any other person.

Analyst Certification:

Each research analyst responsible for the content of his/her research notes, certifies that all of the views expressed in this
research report accurately reflect their personal views about any and all of the subject issuers or securities, and that no part of
their compensation was, is or will be directly or indirectly related to the specific recommendations or views in this report.

Footnotes

1. Ratios where share price is an input are calculated using (a) the respective fiscal year average
share price for historic years and (b) the current share price for current and future years.



