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WEEK 
GAIN/LOSS 

Y-T-D 
GAIN/LOSS 

DJIA 35,369.09  -0.2% +15.6% 

S&P 500 4,535.43              +0.6% +20.7% 

NASDAQ 15,363.52  +1.5% +19.2% 

 
. 
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Initial unemployment claims for the week ended August 28 declined to 340,000 as continuing claims for the week 
ended August 21 declined to 2.748 million. A primary concern for the economy has remained labor supply 
shortages, with employers still struggling to find enough qualified workers to fill vacancies.  

The U.S. economy added back 235,000 jobs in August, a far slower pace than expected. Concerns over the 
Delta variant hit the leisure and hospitality sector which added zero net payrolls in August.  The unemployment 
rate in August was 5.2%, a pandemic-era low, although still above the 50-year low of 3.5% from early 2020. 
Average hourly earnings increased .6% in August and 4.2% year-over-year.  

The August ISM Manufacturing Index came in at 59.9%. August marked the 15th straight month of expansion for 
the manufacturing sector, and at a faster pace than what was seen in July. Manufacturers and suppliers continue 
to struggle to meet increasing demand levels due to a range of factors that includes record-long raw material lead 
times, shortages of basic materials, transportation difficulties, worker absenteeism and difficulty filling positions. 
 
Factory orders for manufactured goods increased 0.4% in July, following a 1.5% increase in June. Shipments of 
manufactured goods were up 1.6% after increasing 1.9% in June. The pace of order growth for manufactured 
goods slowed noticeably in July, due to headwinds created by the Delta variant and supply chain bottlenecks. 
 
The ISM Non-Manufacturing Index for August decreased to 61.7% from a record high 64.1% in July. The August 
reading marks the fifteenth straight month of growth for the services sector. 
 
Total construction spending increased 0.3% in July. Total private construction rose 0.3% while total public 
construction spending increased 0.7%. On a year-over-year basis, total construction spending was up 9.0% due 
to ongoing strength in private residential construction spending, resulting from strong demand driven by a scarce 
supply of existing homes for sale. 
 
During the past week, the stock market posted mixed results with the Dow dipping 0.2% while the S&P 500 
increased 0.6% and the NASDAQ rose 1.5% to a record high despite the adverse impact of Hurricane Ida.    

 

HI-Quality Company News 

 
Baxter International-BAX has agreed to acquire Hillrom for $156.00 per share in cash for a total equity value of 
approximately $10.5 billion and a total enterprise value of approximately $12.4 billion, including the assumption of 
debt. Hillrom is a global medical technology leader which provides smart bed hospital systems, patient monitoring 
and diagnostic technologies, respiratory health device and advanced equipment for the surgical space. The 



Baxter-Hillrom combination will expand access to Hillrom’s portfolio globally, broaden the presence of the 
combined companies across sites of care, accelerate and strengthen the combined organization’s digital 
transformation, and is expected to generate compelling financial returns for Baxter’s shareholders. The 
transaction provides a significant opportunity to build upon Baxter’s established global infrastructure to grow 
Hillrom’s international business, which currently represents approximately one-third of Hillrom’s total 2020 
revenue of $2.9 billion. It should also meaningfully enhance Baxter’s earnings growth through the realization of 
substantial cost synergies and potential opportunities to accelerate revenue growth over the longer term. Baxter 
expects the combination to result in approximately $250 million of annual pre-tax cost synergies by the end of 
year three. The transaction is expected to be low double-digit accretive to Baxter’s adjusted earnings per share in 
the first full year post close, increasing to more than 20% by year three. The transaction is also expected to 
expand Baxter’s overall adjusted EBITDA margins over the medium-term and deliver strong cash flow generation 
with a high single-digit return on invested capital expected by year five. Baxter will finance the transaction 
through a combination of cash and fully committed debt financing. At closing, Baxter estimates that it will have 
net leverage of approximately 4.2 times net debt to pro forma adjusted EBITDA of the combined companies (as 
estimated by Baxter management). Baxter is committed to an investment grade credit rating and deleveraging to 
2.75 times net leverage within two years of closing. The transaction is expected to close by early 2022. Baxter 
remains committed to its dividend and expects to moderate its share repurchase program in the near term as it 
uses its cash flow to pay down the debt related to the acquisition. As a standalone entity, Baxter expects sales to 
grow 4%-5%, compounded annually from 2021 to 2024 based on current foreign exchange rates. Over this 
period, Baxter anticipates expanding its adjusted operating margin by 300 basis points or more. On an adjusted 
basis, Baxter expects to deliver earnings growth of low double digits compounded annually over the same period. 
This Baxter standalone guidance does not reflect any impact from the proposed acquisition. 

 

Hormel Foods-HRL reported third quarter revenue increased 20% to a record $2.9 billion with organic sales up 
14% thanks to strong demand in all four business segments and across all four sales channels. Net sales were 
up 25% compared to 2019 pre-pandemic levels, demonstrating the power of Hormel’s brands and the successful 
integration of the Planters snack nuts business. During the quarter, the company saw significant inflationary 
pressure in almost all areas of the business, including raw materials, packaging, freight, labor and many other 
inputs. As a result of these higher costs and the acquisition costs related to Planters, net income and EPS 
declined 13% during the quarter to $177 million and $.32, respectively. Free cash flow declined 54% fiscal year-
to-date due to the lower earnings and an increase in inventory due to significantly higher raw material costs. 
During the quarter, Hormel paid its 372nd consecutive quarterly dividend, marking the 93rd consecutive year of 
uninterrupted dividends. Hormel is ably managing through industrywide operational challenges, including labor 
availability, supply chain disruptions and highly volatile and inflationary input costs. Hormel has implemented 
pricing actions across virtually every brand to offset inflationary pressures. In addition, Hormel is taking other 
strategic actions to offset cost increases, including optimizing promotional activity, improving product mix and 
rationalizing less efficient products in the portfolio. Hormel expects to deliver record sales again in the fourth 
quarter, along with improving margins as additional pricing actions go into effect. Reflecting the full impact of the 
acquisition of Planters, Hormel raised its sales guidance for the full year to $11.0 billion to $11.2 billion with EPS 
expected in the range of $1.65-$1.69, which includes the impact of the inflationary pressure on the business. 

 

Brown-Forman-BFB reported first quarter sales increased 20% to $906 million with net income and EPS down 
41% to $192 million and $.40, respectively, due to higher input, advertising and supply chain costs. The United 
States and developed international markets grew underlying sales 16% and 12%, respectively, while underlying 
sales in emerging markets increased 34%. Travel Retail increased 74% reflecting travel recovery after the height 
of the pandemic. Jack Daniel’s family of brands grew underlying net sales 16%. Premium bourbons grew 
underlying sales 36% driven by Woodford Reserve’s and Jack Daniel’s Tennessee Apple’s 35% growth. The 
tequila portfolio grew underlying sales 23% with the Vodka portfolio growing 17%. Brown-Forman increased 
advertising costs 46% as the company supported brand momentum. Free cash flow increased 125% during the 
first quarter to $171 million. On July 22, 2021, the Brown-Forman Board of Directors declared a regular quarterly 
cash dividend of $0.1795 per share. Brown-Forman has paid regular quarterly cash dividends for 77 consecutive 



years and has increased the regular dividend for 37 consecutive years. Management revised expectations for 
fiscal 2022 due to supply chain disruptions and recent Covid-19 trends. Management is expecting gross margins 
to be flat, while anticipating mid-single digit-growth in underlying net sales and operating income. 

 

The Surface Transportation Board announced a unanimous decision rejecting the use of a voting trust agreement 
in connection with the proposed transaction between Canadian National Railway- CNI and Kansas City 
Southern Railway. The Board has determined that the proposed voting trust is not consistent with the public 
interest standard under the Board’s merger regulations. CNI expressed disappointment in the decision and is 
evaluating its options. Meanwhile, Kansas City Southern is resuming talks with Canadian Pacific Railway.  

 

SEI-SEIC announced continued global growth in its institutional business, adding 11 clients and nearly $3.8 
billion in new outsourced chief investment officer (OCIO) and fiduciary management assets during the first half of 
2021. Among SEI's institutional clients added in 2021 are Greater Philadelphia YMCA and Real Estate Council 
of Ontario. 

***** 

Two of our HI-quality companies reported news on significant acquisitions this week. Mr. Market applauded both 
the $10.5 billion cash acquisition of Hillrom by Baxter International and the potential derailment of the Canadian 
National deal to acquire Kansas City Southern for $33 billion. Baxter’s stock rose a healthy 12% last week as 
investors cheered the healthcare combination.  Canadian National’s stock chugged 15% higher as Mr. Market, 
dressed as a hobo, unloaded an expensive, debt-laden deal from the CNI caboose. 

 
If you have any questions, please let us know.  
 
 
 
Sincerely, 

Ingrid R. Hendershot 
President 

 


